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H.R.  3838;  HOUSING  AND  COMMUNITY 
DEVELOPMENT  ACT  OF  1994 


THURSDAY,  FEBRUARY  24,  1994 

House  of  Representatives, 

Subcommittee  on  Housing 
AND  Community  Development, 
Committee  on  Banking,  Finance  and  Urban  Affairs, 

Washington,  DC. 

The  subcommittee  met,  pursuant  to  notice,  at  9:30  a.m.,  in  room 
2128,  Rayburn  House  Office  Building,  Hon.  Henry  B.  Gonzalez 
[chairman  of  the  subcommittee]  presiding. 

Present:  Chairman  Gronzalez,  Representatives  Vento,  Waters, 
Klein,  Maloney,  Gutierrez,  Rush,  Roybal-Allard,  Barrett  of  Wiscon- 
sin, Furse,  Velazquez,  Watt,  Roukema,  Bereuter,  Baker  of  Louisi- 
ana, Knollenberg,  Lazio,  Bachus,  Castle,  and  Sanders. 

Also  present:  Representative  Frank. 

Chairman  GONZALEZ.  The  subcommittee  will  come  to  order. 

This  morning  we  welcome  the  Secretary  of  HUD,  Mr.  Cisneros; 
Richard  Gentry,  representing  the  National  Association  of  Housing 
and  Redevelopment  Officials;  and  our  long  time  good  friend,  Moises 
Loza,  of  the  Housing  Assistance  Council,  to  begin  discussion  con- 
cerning the  housing  and  community  development  reauthorization 
legislation  for  fiscal  years  1995  and  1996,  which  is,  of  course,  this 
year  a  must,  and  the  extension  of  the  Affordable  Housing 
Programs. 

I  introduced  H.R.  3838,  the  Housing  and  Community  Develop- 
ment Act  of  1994  with  20  members  of  the  subcommittee  as  original 
cosponsors  on  a  bipartisan  basis,  on  February  10.  This  legislation 
includes  the  regular  reauthorization  required  and  many  of  the  ini- 
tiatives that  were  a  part  of  the  bill  that  was  proposed  by  the 
Secretary. 

It  is  now  hoped  that  this  hearing  will  be  the  opening  shot  in  the 
discussions  for  the  legislative  session  immediately  ahead  of  us,  and 
to  spark  discussions  from  all  quarters  interested  in  housing  and 
community  development. 

The  subcommittee  will  schedule  a  series  of  hearings  this  March 
and  April  addressing  the  major  issues  and  programs  included  in 
the  bill  so  that  we  may  build  a  record,  mark  up  and  report  the  bill, 
and  bring  this  important  legislation  to  the  House  floor  as  soon  as 
possible.  And  we  have  a  target  date  to  do  that. 

This  bill  includes  the  authorization  required  for  the  Public  and 
Indian  Housing  Programs;  the  Assisted  Housing  Programs;  the 
FHA  Insurance  Programs;  the  Community  Development  Block 
Grant  Programs;  the  Home  Investment  Partnership  Program;  Pres- 

(1) 


ervation  Program;  the  Supportive  Housing  Programs;  and  the  Reg- 
ulatory Programs.  It  includes  authorization  for  the  Rural  Housing 
Program  administered  by  the  Farmers  Home  Administration,  and 
for  the  programs  for  the  homeless  under  the  Stewart  B.  McKinney 
Act. 

The  bill  also  contains  initiatives  that  I  have  championed,  includ- 
ing a  revision  of  the  Emergency  Homeowners  Relief  Act  to  provide 
assistance  to  homeowners  facing  foreclosure  and  loss  of  their 
homes,  and  a  merger  and  rewrite  of  the  Section  8  Certificate 
Voucher  Programs.  The  merger  I  initially  proposed  in  1992  will 
mean  better  protection  for  low-income  families  and  relief  from  ad- 
ministrative burdens  for  housing  authorities. 

I  have  also  provided  several  rural  housing  initiatives  since  then, 
in  addition  to  technical  and  clarifying  changes,  including  the 
streamlined  refinancing  authority  for  rental  housing  and  a  tech- 
nical assistance  and  capacity  building  program  for  Native  Ameri- 
cans, the  Native  Alaskan  tribes,  and  members  of  tribes  who  have 
been  underserved  by  FmHA  Housing  Programs. 

We  are  particularly  interested  in  Mr.  Loza's  comments  about 
these  provisions. 

At  the  same  time,  the  Housing  and  Community  Development  Act 
of  1994  includes  many  initiatives  and  technical  changes  that  were 
reported  in  the  administration's  1993  legislative  package,  and  also 
advocated  by  members  of  NAHRO  and  the  other  housing  interest 
groups. 

It  incorporates  most  notably  restructured  and  simplified  reforms 
of  the  Multi-family  Property  Disposition  Program,  the  Community 
Partnership  Against  Crime  Program,  or  COMPAC,  a  new  Economic 
Grants  Program  as  part  of  the  Section  108  Loan  Guarantee  Pro- 
gram, and  provisions  which  will  foster  mixed-income  public  housing 
communities. 

The  administration  has  made  major  strides  in  reversing  Federal 
policy  in  a  creative  and  constructive  way.  Yet,  more  Federal  par- 
ticipation and  cooperation  is  critical  for  maintaining  this  momen- 
tum. Federal  policy  priorities  have  produced  in  the  past  no  real 
sustained  domestic  strategy  on  investment  in  affordable  housing,  or 
in  the  effort  to  rebuild  our  Nation's  cities  and  towns. 

The  prospects  for  maintaining  even  level  funding  are  quite  bleak. 
The  interested  agencies  have  shown  that  doing  more  with  less  is 
both  critical  and  welcome,  although  far  from  what  should  be  con- 
sidered acceptable  levels. 

As  this  hearing  begins  the  legislative  process  for  the  Reauthor- 
ization bill,  we  are  particularly  interested  in  your  initial  comments, 
Mr.  Secretary,  about  the  proposals  included  in  H.R.  3838,  and  any 
initial  ideas  on  your  1994  proposals  on  the  legislation. 

Finally,  I  would  be  remiss  if  I  did  not  commend  you  and  your  De- 
partment for  your  speedy  and  dedicated  efforts  to  provide  critically 
needed  assistance  to  communities  and  families  devastated  by  the 
California  earthquake.  The  response  has  been  unprecedented. 

I  look  forward  to  your  testimony,  and  at  this  point  recognize  Mrs. 
Roukema. 

[The  prepared  statement  of  Chairman  Gronzalez  can  be  found  in 
the  appendix.] 

Mrs.  Roukema.  Thank  you,  Mr.  Chairman. 


Mr.  Secretary,  I  certainly  want  to  join  tlTe  chairman  in  enthu- 
siastically welcoming  you  here  today.  As  we  begin  the  process  of  re- 
authorization of  these  housing  programs  for  the  next  2  fiscal  years, 
we  certainly  look  forward  to  receiving  your  views.  And  I  will  try 
and  keep  my  comments  short  so  that  we  can  maximize  your  time, 
but  there  are  some  things  I  do  believe  have  to  be  said. 

Mr.  Chairman,  I  might  also  note,  while  the  Secretary  is  here, 
that  there  was  a  very  favorable  article  in  this  week's  U.S.  News 
and  World  Report  on  the  Secretary  and  commending  him  for  his  ac- 
tivities in  the  earthquake  relief  as  well  as  special  observations  re- 
garding his  commitment  to  HUD.  So  I  think  we  are  going  to  have 
a  sustained  relationship  here  over  the  next  2  to  3  years. 

But,  Mr.  Chairman,  before  I  begin  my  remarks,  I  want  to  also 
note  with  respect  to  the  legislation  that  you  have  referenced  here, 
H.R.  3838,  which  is  your  version  of  the  housing  reauthorization,  I 
was  most  pleased  to  join  you  in  that  bipartisan  effort.  It  doesn't 
mean  there  won't  be  improvements  and  changes  as  we  go  along, 
but  I  think  it  is  a  very  worthwhile  initiative,  and  demonstrates 
good  leadership.  And  I  was  pleased  to  join  you. 

As  you  may  know,  I  have  also  introduced  several  housing-related 
bills  dealing  with  improvements  for  the  HOME  Program  and  lim- 
ited block  grant  for  McKinney  homeless  assistance  and  public  hous- 
ing reform.  Many  of  the  provisions  in  my  bills  have  been  requested 
by  the  administration  and  have  been  incorporated  into  the  chair- 
man's bill. 

I  hope  that  we  will  have  serious  consideration  to  other  issues 
that  I  have  introduced  more  recently.  But  going  on  to  our  purpose 
here  today,  obviously,  our  subcommittee  has  two  housing  budgets 
before  it,  one  submitted  by  the  Secretary  and  the  other  implied  in 
H.R.  3838.  We  all  understand  the  HUD  problems  and  the  fiscal  re- 
alities of  the  budget  deficit  we  are  facing,  and  so  it  does  make  us 
face  up  to  some  extraordinarily  tough  choices  and  difficult  ways  of 
setting  our  priorities. 

The  funding  levels  in  H.R.  3838,  while  larger  overall,  better  re- 
flect the  necessary  spending  balance  that  we  need  to  maintain 
among  all  of  our  housing  programs.  We  will  have  to  work  very  dili- 
gently in  the  months  ahead  to  reconcile  these  two  budget  requests. 

Now,  Mr.  Secretary,  I  don't  think  it  comes  as  any  surprise  to  you 
that  your  proposal  raised  a  few  eyebrows.  I  think  my  raised  eye- 
brows were  conveyed  to  you  in  a  letter  that  you  recently  received. 
And  it  is  with  regret  that  I  have  to  point  some  of  these  out  at  the 
beginning  of  this  hearing:  Reductions  in  funding  for  programs  such 
as  the  HOME  investment  partnership;  public  housing  development 
modernization  and  operating  subsidies;  and  particularly  the  section 
202  housing  for  the  elderly. 

Those  reductions  in  funding  I  find  totally  unacceptable,  and  I 
must  say  as  we  go  through  this  hearing  today,  I  am  going  to  probe 
a  little  more  deeply,  with  what  time  we  have,  to  understand  the 
rationale  in  those  cuts. 

Certainly,  the  HOME  Program,  it  seems  to  me,  should  be  encour- 
aged in  every  way  possible,  since  all  the  public  figures,  public  pol- 
icy people  I  know,  whether  they  be  at  the  State  level,  at  the  Fed- 
eral level,  or  in  academia,  seem  to  be  pointing  in  the  direction  of 


more  local  control,  more  public/private  partnerships,  and  the  kinds 
of  things  that  we  are  trying  to  do  in  the  HOME  Program. 

I  might  also  stress  again  the  question  of  housing  for  the  elderly 
and  the  Section  202  Program,  which  I  have  found  over  my  10  or 
12  years  here  has  been  one  of  the  most  not  only  politically  popular 
but  seemingly  one  of  the  most  efficient  programs  we  have,  and  still 
leaves  a  great  problem  with  respect  to  housing  our  elderly,  because 
the  waiting  lists  are  long  in  every  area  of  the  country  that  I  am 
aware  of. 

Mr.  Secretary,  I  will  again  remind  you  that  you  have  made  at 
least  two  visits  to  my  State  of  New  Jersey,  both  of  them  related 
to  the  issues  before  us  today,  both  in  Newark,  and  one  was  in  re- 
spect to  the  Hayes  homes  in  Newark,  which  I  think  is  a  graphic 
example  of  the  desperate  need  for  more  public  housing  renovation 
monies,  and  I  don't  know  how  your  budget  is  consistent  with  those 
graphic  needs  there. 

The  other,  of  course,  is  the  new  communities  program,  which  you 
and  I  visited  together,  and  seems  to  me  to  be  a  model  program  that 
if  HOME  is  properly  functioning  in  conjunction  with  other  State 
funds,  that  it  is  a  model  for  the  country  and  could  be  used  as  dem- 
onstration projects  throughout  the  country. 

With  that,  Mr.  Chairman,  I  will  conclude  my  opening  statements, 
but  we  do  look  forward  to  your  testimony  here  today  and  to  some 
of  the  difficult  questions  that  we  have  to  ask,  but  sincerely 
intended. 

Thank  you,  Mr.  Secretary. 

Thank  you,  Mr.  Chairman. 

[The  prepared  statement  of  Congress  woman  Roukema  can  be 
found  in  the  appendix.] 

Chairman  GrONZALEZ.  Thank  you,  Mrs.  Roukema. 

I  would  like  to  advise  that  we  have  to  push  things  this  morning. 
The  Secretary  has  limited  time  to  be  with  us  this  morning  and  the 
House  program  also  changed.  We  had  to  postpone  some  events  that 
will  carry  over  today  and  the  House  will  open  at  10  o'clock.  We 
may  also  have  some  procedural  votes  right  away. 

So  I  want  to  recognize  Mr.  Vento  for  some  brief  remarks  if  he 
so  wishes,  and  then  ask  for  consent  that  other  members  who  wish 
to  do  so  submit  in  writing  any  opening  testimony  they  feel  they 
want  to  provide  for  the  record. 

Mr.  Vento. 

Mr.  Vento.  Mr.  Chairman,  thank  you.  I  will  be  very  brief. 

I  only  take  the  time  because  I  must  depart  for  another  hearing, 
but  I  wanted  to  personally  congratulate  the  Secretary  and  the 
interagency  council  on  the  work  that  was  done  on  the  draft  report 
on  homelessness  and  appreciate  his  attention  to  the  task  force  ef- 
fort, which  you  and  other  members  participated  in.  And  I  think 
there  is  a  strong  correlation  between  the  policy  paths  that  have 
been  established  and  recognized  in  members,  and  I  hope  they  will 
be  a  good  template  for  our  work  on  the  rewrite  of  McKinney  and 
the  other  programs  necessary  to  meet  the  number  one  priority  of 
the  Secretary. 

I  commend  him  for  the  personal  effort  and  the  risk,  frankly,  that 
he  takes  in  terms  of  trying  to  tackle  that  problem.  I  think  there 


is  a  high  probability  for  frustration  and  disappointment  among  a 
lot  of  our  constituents  that  face  that  problem. 

Mr.  Secretary,  I  have  a  series  of  issues.  I  have  worked  a  lot  on 
FHA  in  the  past.  I  am  pleased  to  see  those  funds,  and  especially 
the  Single  Family  Program,  is  on  a  sounder  footing  today  based  on 
the  courts.  I  have  continued  concerns  and  obviously  want  to  pay  at- 
tention to  your  requests  for  the  Multi-family  Program  and  the  re- 
forms that  are  essential  there  under  the  lead  of  Mr.  Retsinas  in 
that  area. 

I  think  we  might  be  able  to  agree  that  where  new  construction 
could  be  postponed,  modernization  should  be  emphasized.  While 
there  may  be  some  delay  in  some  areas  in  terms  of  utilizing  mod- 
ernization funds,  other  areas  are  up  to  speed.  We  need  that  focus, 
and  that  sort  of  contradiction  or  dilemma  in  the  issue  is  one  that 
will  need  to  be  addressed  as  we  go  forward. 

There  are  other  concerns  but  they  are  specific  to  the  legislative 
process,  and  parochial,  in  some  respects. 

Therefore,  Mr.  Chairman,  I  would  request  unanimous  consent  to 
submit  written  questions  to  the  Secretary  and  other  witnesses 
today. 

[The  questions  referred  to  can  be  found  in  the  appendix.] 

Hopefully,  Mr.  Secretary,  we  can  proceed  with  timely  responses, 
so  we  would  appreciate  that  as  we  go  down  this  path. 

But  I  want  to  commend  the  Secretary  on  his  continued  focus  on 
this  issue,  his  presence  in  L.A.,  and  I  note  that  you  had  to  miss 
the  State  of  the  Union  Address,  but  I  think  your  presence  in  L.A. 
and  your  continued  persistence  and  dedication  to  these  problems  is 
a  real  signal  to  the  country  in  terms  of  the  direction  that  we  are 
going  and  need  to  go.  I  look  forward  to  working  with  you  and  the 
chairman  and  other  members  of  the  subcommittee. 

Thank  you,  Mr.  Chairman. 

Chairman  Gonzalez.  Thank  you,  Mr.  Vento. 

As  we  said,  we  have  unanimous  consent  from  members  who  wish 
to  place  opening  statements  in  the  record. 

[The  prepared  statements  referred  to  can  be  found  in  the 
appendix.] 

Thank  you,  Mr.  Secretary. 

We  recognize  you  to  proceed. 

STATEMENT  OF  HON.  HENRY  G.  CISNEROS,  SECRETARY,  U.S. 
DEPARTMENT  OF  HOUSING  AND  URBAN  DEVELOPMENT 

Secretary  Cisneros.  Thank  you,  Mr.  Chairman.  Thank  you  for 
inviting  me  here  today.  It  is  a  welcome  opportunity  to  share  with 
you  some  sense  of  the  policy  direction  for  1994,  as  well  as  budget 
considerations. 

With  your  permission,  Mr.  Chairman,  I  would  like  to  also  submit 
my  statement  for  the  record,  and  simply  diverge  from  the  normal 
pattern  and  spend  a  couple  of  minutes  offering  to  the  subcommittee 
some  insights  into  the  convergence  of  our  1994  act  and  our  1995 
budget. 

I  thought  it  might  be  useful,  with  your  permission,  if  I 

Chairman  Gonzalez.  Certainly.  Without  objection,  your  prepared 
statement  will  be  in  the  record  as  you  gave  it  to  us. 


Secretary  Cisneros.  Thank  you.  And  I  will  move  through  a  quick 
discussion  of  how  our  priorities  in  policy  match  the  budget.  So  I 
would  like  to  ask  Bruce  Katz  if  he  would  assist  me  in  turning  these 
charts. 

Some  of  you  may  not  know  Bruce.  He  is  the  Chief  of  Staff  of  the 
Department.  He  really  does  a  wonderful  job.  If  there  is  any  need 
for  an  immediate  response  and  I  am  not  available,  probably  the 
single  person  that  you  would  want  to  contact  in  the  Department  is 
Bruce  Katz.  So  I  am  pleased  to  introduce  him  to  you  today. 

Also  with  us,  just  if  I  may,  Joe  Shuldiner,  the  Assistant  Sec- 
retary for  Public  Housing;  he  is  the  head  of  all  public  housing  ef- 
forts at  HUD,  30,000  public  housing  units  across  the  country. 
Those  of  you  that  have  public  housing  issues  you  want  to  address, 
Joe  is  probably  the  person  to  do  that.  He  is  really  doing  a  wonder- 
ful job. 

Bill  Gilmartin,  Assistant  Secretary  for  Intergovernmental  Activi- 
ties; his  responsibilities  are  to  serve  the  needs  of  the  members'  in- 
quiries and  constituency  work  and  so  forth  at  HUD.  Other  mem- 
bers of  the  staff  are  here,  and  as  appropriate  I  would  want  to  intro- 
duce them  later. 

Mr.  Chairman,  we  have  stated  that  there  are  six  action  priorities 
at  HUD,  and  I  will  walk  through  those,  but  I  would  like  to  begin 
by  just  directing  your  attention  to  this  chart  that  speaks  to  the  fis- 
cal year  1994  budget  and  the  proposed  fiscal  year  1995  budget.  You 
will  see  that  HUD  in  both  budget  authority  and  outlays  is  a  gainer. 
There  were  only  five  Federal  departments  that  gained  more  than 
their  actual  1994  appropriated  levels,  and  HUD  was  one  of  those. 

There  was  a  great  deal  of  concern  over  the  course  of  the  budget 
process.  Newspaper  reports  and  so  forth  had  indicated  HUD  would 
be  cut  dramatically.  Some  of  the  reports  indicated  something  in  ex- 
cess of  $4  billion  of  cutbacks. 

As  you  can  see,  the  Department  gained  $1  billion  in  budget  au- 
thority and  $2  billion  in  outlays,  which  I  think  speaks  to  the  prior- 
ities of  the  President  in  the  areas  in  which  HUD  is  involved. 

The  six  priorities  we  have  stated  begin  with  our  effort  to  reduce 
homelessness,  and  we  have  tried  to  make  our  priorities  match  our 
budget  proposals,  and  what  you  see  here  is  a  budget  for  homeless- 
ness that  goes  from  $823  million  in  1994  to  $1.6  billion  in  1995. 
I  don't  know  of  another  area  this  large  in  the  Federal  Government 
where  there  is  a  doubling  of  the  request  for  homelessness. 

Now,  this  includes  on  the  policy  side  our  hope  that  we  will  be 
able  to  reorganize  some  of  the  McKinney  Homeless  Assistance  Pro- 
grams into  a  more  comprehensive  initiative,  giving  communities 
more  flexibility  and  expanding  our  level  of  support.  It  involves  a 
commitment  to  use  vouchers  so  that  families,  particularly  families, 
and  that  is  the  fastest  growing  proportion  of  the  homeless  popu- 
lation on  the  streets  today,  can  get  access  to  permanent  housing 
and  bypass  the  shelter  system,  which  for  many  families  is  simply 
unacceptable,  especially  where  children  are  involved  in  long  stays 
in  shelters.  So  that  is  the  thrust  of  what  you  see  there. 

Our  second  stated  priority  is  to  deal  with  the  worst  of  public 
housing.  And  here  I  will  tell  you  honestly  in  the  budget  process  we 
didn't  fare  as  well.  Some  of  the  questions  you  had  made  and  Mrs. 


Roukema  has  raised  deserve  answers,  and  we  will  provide  them 
over  the  course  of  this  hearing. 

What  you  see  there  is  some  reduction,  but,  for  example,  despite 
the  fact  that  it  was  suggested  that  we  would  be  $1  billion  off  in 
modernization,  we  are  off  $3.2  billion  to  $2.7  billion,  and  have 
something  on  the  order  of  several  billions  of  dollars  of  moderniza- 
tion funds  in  the  pipeline. 

Now,  that  is  not  the  reason  why  this  was  cut.  It  was  cut  because 
in  a  year  of  tough  priorities,  we  felt  this  was  an  area  where  we 
could  miss  a  year.  This  was  the  third  highest  level  in  the  history 
of  the  Department,  even  after  the  cut.  Only  2  years  in  the  entire 
history  of  the  Modernization  Program  were  higher  than  what  we 
have  proposed  here.  But,  obviously,  it  is  a  subject  for  important 
discussion. 

You  see  the  Severely  Distressed  Program.  We  asked  last  year  for 
$483  milhon.  The  Congress  gave  us  $778  million.  We  have  asked 
for  an  increase,  $500  million  over  what  we  have  asked  for  last  year, 
but  it  is  a  decrease  from  the  appropriated  level  because  the  Con- 
gress gave  us  a  substantially  higher  figure.  Senator  Mikulski,  in 
another  appropriations  effort,  appropriated  more. 

You  see  then,  of  course,  one  other  serious  area  for  discussion  is 
the  operating  subsidies  cut,  and  that  is  a  serious  reduction,  but  we 
are  working  with  the  housing  authorities  to  try  to  mitigate  the 
worst  effects  of  that.  Again,  in  a  very  tough  budget  environment, 
when  you  try  to  set  priorities  you  look  at  places  where  there  is 
some  money  in  the  pipeline  and  there  are  some  flexibilities  that 
can  be  imposed,  and  that  is  the  result  in  public  housing. 

This  should  not  be  read  as  a  diminution  of  our  views  of  the  im- 
portance of  the  support  of  public  housing.  As  I  have  said  in  other 
hearings,  I  believe  public  housing  has  a  critical  and  important  and 
continuing  place  in  our  housing  strategies  for  the  country.  This  is 
a  momentary,  a  single-year  reduction  in  what  we  hope  will  be  a 
trajectory  of  increases  in  order  to  make  the  budget  work,  this  year. 

The  next  priority  is  our  commitments  to  increase  affordable 
housing  and  homeownership.  In  1993,  FHA  had  its  second  best 
year  ever,  insuring  more  than  1  million  mortgages,  including 
400,000  first-time  home  buyers.  You  have  followed  the  turnaround 
in  the  housing  market.  We  like  to  believe  that  the  housing  starts 
and  housing  sales  and  housing  completions  have  had  a  lot  to  do 
with  the  fact  that  the  economy  is  beginning  to  turn  around. 

You  know,  Mr.  Chairman,  the  close  relationship  between  eco- 
nomic recovery  since  the  end  of  the  war  and  the  housing  sector. 
What  you  see  here  is  our  commitment  to  increase  the  Mutual  Mort- 
gage Insurance  Fund,  give  Ginnie  Mae  the  funds  it  needs,  the  Na- 
tional Homeownership  Trust,  which  has  been  a  priority  for  us,  to 
triple  the  homeownership  counseling.  Every  expert  tells  me  we  are 
not  going  to  dramatically  increase  the  numbers  of  poor  people  who 
can  go  to  homeownership  without  counseling.  We  need  massive 
counseling.  It  triples  our  commitment  to  counseling.  And  we  have 
sustained  funding  levels  for  the  HOPE  Programs,  which  were  my 
predecessor's  priorities,  given  that  we  cannot  raise  them  to  the 
same  level  of  priority  that  the  previous  administration  had  given 
them. 
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Nevertheless,  we  think  there  is  a  place  in  a  broad  strategy  for 
conversion  to  homeownership  where  possible.  It  is  not  going  to  be 
the  massive,  across-the-board  conversions  of  public  housing  to 
homeownership  that  were  once  suggested,  but  as  Congresswoman 
Roukema  once  stated,  we  were  in  Newark  where  we  were  granting 
$1  million  to  take  a  newly  abandoned  public  housing  project  and 
converting  it  to  a  homeownership  opportunity,  and  it  proves  this  is 
possible  in  some  specific  cases  where  you  have  the  right  physical 
infrastructure  and  capacity. 

You  see  our  commitment  there  to  the  pension  fund  initiative.  We 
are  asking  that  that  be  heightened.  It  was  so  successful  this  last 
year,  our  commitment  to  try  to  leverage  government  funds  and  per- 
suade pensions  and  universities  and  foundations  that  they  should 
invest  in  housing  on  a  massive  scale.  So  we  are  asking  for  addi- 
tional work  on  that. 

Also,  it  was  mentioned  that  the  HOME  Program  is  reduced.  You 
see  the  reduction  from  $1.2  billion  to  $1  billion.  The  reason  for  that 
primarily  is  that,  although  the  program  is  beginning  to  accelerate 
and  people  are  beginning  to  figure  out  how  to  use  it,  it  nevertheless 
lags,  and  we  can  go  back  for  about  3  years  and  still  find  50  percent 
of  the  funds  appropriated  for  those  years  not  yet  used.  So  there  is 
a  pipeline  in  HOME,  and  we  don't  think  we  are  going  to  hit  much 
of  a  glitch  because  we  have  produced  it  in  this  year. 

Again,  if  we  had  all  the  money  in  the  world  and  we  could  accom- 
plish everything  we  wanted,  you  wouldn't  see  any  cuts  in  this 
budget,  but  we  have  had  to  make  some  priority  choices,  and  the 
priorities  are  what  we  have  stated. 

This  is  one  of  the  areas  that  is  a  gainer  for  us.  It  is  the  so-called 
fair  housing,  open  housing  area.  Again,  counseling,  moving  people 
to  opportunities  where  they  exist.  We  found  out  when  you  want  to 
use  the  Voucher  Program  to  move  people  to  opportunity,  they  can- 
not do  it  just  because  they  get  a  voucher.  They  need  people  to  take 
them  and  help  them  find  apartments  and  help  them  find  work. 
When  we  do  that,  we  change  people's  lives,  but  we  need  some  help 
in  order  for  people  to  do  that. 

Fair  housing  enforcement  is  up  because  of  our  commitment  to 
fair  lending  and  antidiscrimination  efforts.  The  President  signed  an 
order  creating  the  Fair  Housing  and  Fair  Lending  Council,  and 
that  requires  the  staffing  to  carry  that  out. 

We  will  have  a  new  relationship  with  the  Federal  Reserve,  with 
the  Office  of  the  Comptroller  of  the  Currency,  and  others  to  try  and 
get  a  handle  on  discrimination  in  the  lending  and  mortgage  trans- 
actions insurance  and  so  forth. 

Metropolitanwide  strategies  is  an  initiative  to  bring  in  counties 
and  suburban  communities  to  share  responsibilities  for  housing 
across  an  entire  metropolitan  area  to,  in  effect,  engage  outlying 
communities  in  accepting  responsibilities  that  today  result  in 
undue  concentration  of  the  very  poorest  because  of  the  barriers 
that  have  been  thrown  up  to  metropolitan  solutions.  And  we  are 
looking  for  communities  that  want  to  be  models  of  inclusiveness 
and  openness,  to  help  them  make  that  possible. 

And  then  you  see  a  large  commitment  to  persons  with  disabil- 
ities, and  that  is  a  direct  result  of  some  of  the  testimony,  some  of 
the   admonitions   I  have   received  in   appearing  before   this   sub- 


committee,  where  members  have  talked  to  me  about  mixing  of  dis- 
abled persons  and  the  elderly  in  public  housing.  Many  of  you  have 
talked  to  me  about  the  problems  associated  with  the  definitions  of 
disabled  persons  that  include  persons  who  are  mentally  ill,  schizo- 
phrenic, for  example,  or  recovering  drug  addicts,  who  have  been 
mixed  in  senior  citizen  settings,  so  you  end  up  with  a  relatively 
healthy,  physically  healthy  40-year-old,  recovering  drug  addict  who 
likes  heavy  metal  music  mixes  in  senior  citizen  settings  with  per- 
sons who  are  frail  and  elderly,  80  years  of  age.  It  is  well  inten- 
tioned  but  it  is  difficult  to  make  work.  And  you  gave  us  authority 
in  1992  to  allow  housing  authorities  to  make  some  separations  pro- 
vided that  the^  could  have  housing  for  the  disabled. 

This  takes  funding  and  allocates  it  so  we  can  make  sure  we  have 
places  for  disabled  persons  in  settings  that  are  different  from  the 
elderly. 

The  fifth  priority  is  our  community  empowerment  strategies, 
Community  Development  Block  Grants.  As  you  can  see,  their  whole 
level,  although  we  are  asking  for  a  $200  million  set-aside  for  a 
project  we  called  LIFT,  and  that  is  a  more  project-oriented  eco- 
nomic development  strategy,  to  do  some  of  the  things  that  were 
done  with  the  old  UDAG  Program,  but  instead  of  these  signature 
megastructures  of  hotels  and  malls,  we  are  talking  about  neighbor- 
hood economic  development  opportunities,  which  we  have  to  do  on 
a  project-by-project  basis.  We  think  we  need  to  get  back  in  that 
business,  and  this  is  an  attempt  to  use  $200  million  for  that  pur- 
pose to  set  up  a  competitive  grant  to  communities  who  want  to  cre- 
ate jobs  in  neighborhood  settings,  and  we  are  asking  for  a  set-aside 
from  CDBG  to  do  that. 

Empowerment  zones:  We  have  asked  for  $500  million  to  carry 
out  our  portion  of  the  empowerment  zones.  A  community  viability 
fund  which  will  focus  on  community  development  corporations  at 
community-based  organizations,  really  community  organizing. 

We  find  that  where  we  have  some  funds  to  help  communities  or- 
ganize, that  we  can  do  our  work  better,  there  is  less  apathy,  there 
is  more  involvement.  And  so  community  organization  of  all  kinds, 
from  ACORN  and  ACORN's  counseling  efforts  in  Philadelphia  to 
the  industrial  area's  foundation  efforts  we  have  had  in  the  south 
Bronx  and  east  Brooklyn,  to  efforts  with  People's  Action,  which  is 
Gale  Cincotta's  organization  in  Chicago,  that  will  help  us  make  the 
Single  Family  Disposition  Program  work  in  neighborhoods.  We 
have  to  be  able  to  support  some  community-based  organizations. 
And  that  is  what  we  are  seeking  to  do  with  that. 

The  NCDI  funds  there,  you  will  recall,  was  an  authorization  you 
gave  us  to  work  with  foundations,  to  try  to  set  up  community  de- 
velopment corporations.  The  economic  revitalization  initiative  is 
the  use  of  the  108  Program,  which  Congresswoman  Waters  has 
been  a  particular  champion  for. 

And  a  request  to  set  aside  $100  million  to  deal  with  people  who 
are  living  the  worst  that  I  have  seen  anywhere  in  America,  and 
that  is  people  living  in  these  border  communities.  They  are  Amer- 
ican citizens,  farmworkers  generally,  living  without  running  water 
or  without  sewage  or  without  electricity,  children  with  sores  all 
over  their  bodies  because  they  use  bathing  water  out  of  pesticide 
tanks,  that  kind  of  thing.  And  we  think  it  is  an  important  priority 
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for  the  Housing  Department  to  try  to  address  that.  We  have  no 
other  resources  to  do  it. 

Finally,  our  sixth  priority  is  the  internal  management  issues.  As 
you  know,  the  Department  has  long  been  characterized  as  one 
which  has  severe  management  deficiencies.  We  have  been  des- 
ignated by  the  GAO  as  the  only  Department  in  the  entire  Federal 
Government  in  which  the  whole  Department  is  designated  at  risk. 
That  is  not  something  we  are  proud  of. 

We  are  trying  to  work  our  way  through  it,  but  it  is  going  to  take 
a  while.  And  then  congressionally  identified  management  defi- 
ciencies, fi"om  computer  systems  to  control  systems  to  matching  the 
people  to  the  jobs,  and  so  forth.  And  you  see  here  some  staffing  in- 
creases, a  small  staffing  increase  that  allows  us  nevertheless  to 
comport  with  the  administration's  requirement  to  cut  1,700  posi- 
tions over  the  course  of  the  next  5  years,  but  at  the  same  time  ac- 
knowledges, for  example,  in  the  area  of  the  FHA  Property  Disposi- 
tion Program,  that  we  need  about  400  people  to  do  that  job.  So 
even  as  we  cut,  we  have  to  reallocate  people  to  the  key  priorities. 

Training:  If  we  are  going  to  do  with  less,  we  have  to  make  our 
people  better.  So  we  are  putting  a  tremendous  amount  of  emphasis 
on  training  our  people,  long-distance  learning  through  satellite 
communications  in  the  field  offices  so  that  we  don't  have  to  spend 
travel  money  to  bring  people  back  for  training  into  classrooms,  but 
we  can  do  it  with  modem  techniques. 

Obviously,  this  is  a  Department  that  deals  with  a  lot  of  sophisti- 
cated financial  transactions,  and  we  need  well-trained  people.  It  is 
not  as  easy  as  taking  someone  from  one  division  and  putting  them 
in  another  without  substantial  retraining. 

Finally,  our  systems  development  is  the  computer  commitments. 
You  will  see  quickly  the  areas  where  we  have  been  able  to  exert 
some  savings,  and  it  is  the  areas  where  some  of  the  cuts  are  re- 
flected: Verifying  tenant  incomes  more  carefully,  using  IRS  data  so 
we  can  save  some  money,  reducing  section  8  fair  market  rents.  It 
is  a  place  where  we  will  try  to  set  priorities  and  increase  homeless 
housing  and  other  areas  where  we  have  had  to  make  some  savings. 

Finally,  the  next  chart  speaks  to  what  we  have  been  able  to 
achieve — continuing  program  reductions,  I  am  sorry.  Preservation, 
public  housing,  elderly  housing,  lead-based  paint,  and  congregate 
services  are  savings  that  have  occurred. 

I  thought  that  might  be  a  more  useful  expenditure  of  time  than 
just  reading  my  testimony,  which  you  have,  in  order  that  you  can 
match  the  authorization  side  of  what  we  have  asked  for  with  the 
money,  which  after  all  is  where  our  priorities  really  are  dem- 
onstrated, is  in  the  money  requests.  It  is  an  old  saw  that  if  you 
want  to  get  the  answers,  you  just  follow  the  money.  And  I  think 
that  probably  applies  where  the  Department  is  concerned. 

Mr.  Chairman,  as  you  know,  we  have  several  initiatives  before 
you  from  1993,  some  of  which  you  may  want  to  take  up  in  the  reg- 
ular authorizing  cycle,  but  others  of  which  we  have  asked  for  expe- 
dited attention,  because  they  speak  to  critical  priorities.  The  first 
is  the  reformation  of  the  Multi-family  Priority  Disposition  Program 
critical  to  our  efforts  to  stabilize  FHA.  I  will  be  happy  to  speak  to 
that. 
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The  second  is  a  community  partnership  against  crime,  which  is 
a  remake  of  the  Drug  EHmination  Program,  strengthening  it  so  it 
applies  broadly  to  communities  where  HUD  operates,  and  involves 
the  residents  more  directly. 

Third,  a  very  important  proposal  to  reform  rent  rules  in  public 
housing,  to  make  work  pay  by  providing  incentives  for  families  to 
stay  together,  hold  jobs,  increase  their  earned  income,  basically 
eliminating  the  linkage  between  income  and  rent  so  that  when  in- 
come rises,  rent  does  not  rise  as  fast,  and  setting  some  ceiling 
rents. 

And,  finally,  some  amendments  to  the  108  Program  that  allows 
it  to  be  used  to  create  better  and  more  efficient  loans  in  commu- 
nities. 

Those  four  are  holdovers  from  1993  and  we  look  forward  to  work- 
ing with  you,  if  possible,  particularly  on  the  property  disposition 
issue  to  get  some  expedited  treatment  of  that. 

Thank  you  for  allowing  me  to  stray  from  the  prepared  statement, 
and  I  look  forward  to  answering  your  questions. 

[The  prepared  statement  of  Secretary  Cisneros  can  be  found  in 
the  appendix.] 

Chairman  Gonzalez.  I  would  like  to  say  you  have  done  some- 
thing that  I  have  wondered  about  for  a  long  time,  and  I  have  fi- 
nally seen  it  in  your  presentation  here.  I  think  it  is  an  excellent, 
innovative  idea,  and  I  wanted  to  thank  you  for  that,  because  you 
really  pinpointed  the  issues  that  we  all  have  to  face. 

Now,  when  you  motioned  to  the  particular  GAO  chart  that 
brought  forth  the  observation  that  this  is  one  whole  Department, 
I  was  in  disagreement.  I  have  been  here  since  the  creation  of  HUD, 
and  I  have  worked  with,  and  come  to  know  every  single  Secretary 
since  the  very  first,  and  in  fact  I  thought  maybe  you  could  just 
change  that,  and  you  could  be  talking  about  Congress.  It  would 
probably  receive  the  same  kind  of  assessment  if  you  had  some  kind 
of  GAO  looking  over  us. 

I  am  going  to  ask  unanimous  consent  that  all  members,  as  well 
as  myself,  be  granted  permission  to  submit  questions  in  writing.  I 
will  concentrate  on  a  couple  of  things  that  you  brought  forth,  and 
in  your  explanation  of  the  statistics. 

I  realize  the  limitations  that  an  administrator  faces  nowadays, 
and  the  all  powerful  decisions  that  are  made  no  matter  what  the 
wishes  and  recommendations  of  the  0MB,  and  Congress. 

One  thing  mentioned  referred  to  the  mixed  population  dilemma. 
You  will  be  receiving  a  letter,  if  you  haven't  already,  from  Con- 
gressman Kleczka,  who  was  one  of  the  authors  and  main  architects 
of  the  legislation  when  he  was  a  member  of  this  subcommittee  in 
the  previous  Congress.  It  is  signed  on  a  bipartisan  basis  by  myself, 
Mr.  Vento,  Mr.  Barney  Frank,  Mr.  Leach,  Mrs.  Roukema,  and  the 
chairman  of  the  Budget  Committee,  Mr.  Sabo,  and  we  are  express- 
ing that  this  is  a  sensitive  point.  And  I  am  going  to  ask  unanimous 
consent  that  this  letter  be  placed  in  the  record  at  this  point. 

[The  letter  referred  to  can  be  found  in  the  appendix.] 

Secretary  Cisneros.  Mr.  Chairman,  I  have  the  letter,  and  this  is 
a  very  difficult  issue,  but  we  have  internally  at  least  addressed  it 
squarely,  and  in  an  attempt  to  carry  out  the  mandate  of  the  Con- 
gress to  direct  housing  authorities  to  utilize  their  discretion,  and 
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we  now  have  a  regulation,  it  is  a  very  cumbersome  regulatory  proc- 
ess, the  rule  is  now  proposed,  and  I  can  give  you  copies  of  what 
is  proposed,  we  are  waiting  for  comments  to  come  back,  but  frankly 
we  have  proposed  a  rule  that  we  think  carries  out  the  intent  of  the 
Congress,  and  it  will  not  make  everyone  happy  because  it  says 
housing  authorities  can  separate  and  provide  opportunities  for  per- 
sons who  are  disabled  in  other  settings,  and  many  of  the  disabled 
advocates  will  comment  negatively,  I  am  certain,  but  frankly  it  is 
a  real  human  problem  out  in  the  communities,  and  we  think  we 
have  done  this  in  a  way  that  solves  real  problems  and  carries  out 
the  direction  that  the  Congress  gave  in  1992. 

Chairman  Gonzalez.  Thank  you  very  much,  we  will  continue  to 
work  on  that.  I  think  from  the  very  beginning  those  of  us  that  at- 
tended the  public  hearings,  here  and  in  Wisconsin,  realize  that  it 
is  a  difficult  issue.  It  is  easier  to  discuss  than  it  is  to  actually  go 
out  there  where  you  are  at  the  cutting  edge,  and  live  with  it. 

But  the  other  thing,  again,  whatever  I  say  to  you  by  no  means 
should  be  interpreted  as  expressing  any  personal  criticism,  the  ma- 
jority as  well  as  the  minority  have  inaulged  in  what  I  consider  to 
be  fallacious  economic  thinking  that  I  have  always  felt  is  false 
economy. 

But  the  cuts  and  the  sharp  reduction  in  public  housing  develop- 
ment, operating  subsidies,  and  modernization,  I  realize,  are  in 
sharp  contradiction  with  your  hopes,  desires,  and  recommenda- 
tions. But  in  reality  what  I  have  said  that  we  have  been  doing  in 
the  Congress  is  still  applicable.  That  is  the  processes  that  set  in, 
particularly  some  8  to  9  years  ago  with  the  advent  of  the  Gramm- 
Rudman-Hollings  procedure.  What  it  did  was  to  indulge  in  the  fan- 
tasy that  if  you  robbed  Peter  to  pay  Paul,  you  might  find  funds  to 
do  something  else.  But  what  ended  up  is  that  both  Peter  and  Paul 
get  robbed,  and  in  this  case  you  are  taking  funds  from  the  poor, 
very  poor,  and  distressed.  But  I  also  realize  that  Congress  has  been 
as  much  an  accomplice  as  anyone. 

I  think  it  is  self-defeating,  and  it  hasn't  helped  the  national  in- 
terest any,  and  it  won't.  We  will  face  the  accumulation  of  these  is- 
sues, and  it  will  be  reflected  inevitably,  as  I  have  said  constantly, 
in  social  disorder. 

But  so  be  it.  I  hope  that  something  can  be  done  to  change  the 
basic  mold  of  thought  and  bring  about  some  response  to  the  bur- 
geoning needs  of  our  society. 

Some  of  us  are  very  much  interested  in  proceeding.  Since  the 
Senate  has  acted,  and  the  House  has  acted,  we  want  to  have  a  con- 
ference as  soon  as  possible.  In  fact,  we  have  projected  some  dates. 
But  we  wanted  to  know,  and  we  wanted  to  check  with  you  so  you 
could  give  us  some  of  your  thoughts  on  this,  and  if  you  are  favor- 
able to  taking  up  this  idea  in  the  grants  reauthorization. 

Secretary  Cisneros.  Yes,  sir,  we  would  be  very  favorable  to  that. 
We  would  appreciate  whatever  you  could  do  on  that  score.  This  is 
a  high -cost  item  for  us.  It  is  a  great  vulnerability,  and  whatever 
assistance  you  could  give  us,  we  would  appreciate. 

Chairman  Gonzalez.  We  are  thinking  along  that  line  and  have 
even  projected  some  dates  for  next  month. 

Thank  you  very  much. 

Mrs.  Roukema. 
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Mrs.  RouKEMA.  Mr.  Chairman,  Mr.  Bereuter  has  a  conflict  here 
so  I  am  going  to  defer  to  him  for  the  first  questions. 

Mr.  Bereuter.  Thank  you. 

I  am  attempting  to  do  the  impossible  here.  Secretary  Christopher 
will  introduce  his  foreign  aid  recommendations  to  the  Foreign 
Affairs  Committee,  so  I  am  going  to  try  to  listen  to  both 
simultaneously. 

Mr.  Secretary,  no  one  doubts  your  commitment  to  your  job.  You 
have  very  high  marks  from  all  reasonable  observers.  Like  the 
chairman,  I  have  been  watching  HUD  from  close  up  since  the  be- 
ginning. I  was  at  HHFA  as  an  urban  planner  when  HUD  was  cre- 
ated from  it,  and  as  an  urban  planner  and  businessman  and  legis- 
lator I  was  responsible  for  some  oversight  of  HUD  since  that  time 
in  one  way  or  another. 

I  do  think  that  it  seems  to  me  there  is  less  opportunity  for  this 
subcommittee  to  conduct  oversight,  to  have  contact  with  HUD  over 
the  years.  It  is  not  a  criticism  of  your  time  at  HUD.  It  is  something 
that  I  have  seen  progressing.  And  I  regret  that.  I  think  we  do  not 
have  enough  opportunity  to  nave  contact  with  HUD,  and  especially 
the  top  level  people  there. 

This  is  a  good  start,  as  usual.  I  am  also  concerned  that  while  you 
have  responsibility  to  target  the  funds  because  of  the  deficit  and 
the  resources  that  you  have,  that  you  also  are  in  the  process,  you 
and  your  predecessors,  are  increasingly  narrowing  the  support  for 
the  HUD  Programs.  A  great  many  Americans  today,  and  in  fact  the 
majority  of  Americans  see  no  direct  benefit  from  HUD,  and  that  is 
a  trend  that  is  unfortunately  continuing.  And  it  will  pay  unfortu- 
nate dividends  in  the  House  and  in  the  Congress. 

The  CDBG  fund  is  one  example  of  a  program  that  has  broadened 
the  appeal  and  interest  of  citizens  across  the  country.  And  I  think, 
frankly,  it  has  been  about  the  most  effective  use  of  our  resources 
that  I  have  seen.  I  regret  the  fact  that  I  see  more  of  it  going  for 
economic  development  activities,  because  at  times  that  is  simply  in- 
dustrial pirating  going  on  in  a  very  sophisticated  fashion. 

It  was  meant  to  be  a  community  infrastructure  and  planning  pro- 
gram, and  now  I  see  in  the  hustings  in  HUD  now  an  effort  that 
seems  to  devote  even  more  of  it  to  job  creation  and  economic  devel- 
opment. Very  worthy  responsibilities,  but  not  the  task  that 
CDBG — not  what  it  was  meant  to  be  doing.  There  are  other  pro- 
grams in  the  Federal  Government  for  that  purpose. 

So  I  am  concerned  about  that  trend.  And  I  am  very  concerned 
about  the  cut  of  CDBG  of  $240  million.  I  have  my  doubts  about  the 
LIFT  Program  as  long  as  it  pulls  money  from  the  CDBG  Program. 
I  think  you  can  do  everything  you  want  to  do,  Mr.  Secretary,  under 
the  CDBG  Program  than  you  can  do  under  LIFT.  It  ought  not  to 
come  in  my  judgment  from  the  CDBG  Fund  Programs.  I  would  look 
practically  any  place  else  if  I  wanted  to  sustain  support  for  HUD 
in  your  total  budget  rather  than  look  to  cutting  CDBG. 

I  appreciate  very  much  that  you  managed  somehow  to  maintain 
existing  funding  for  the  Indian  Housing  Programs,  which  I  appre- 
ciate, as  do  many  Americans  across  especially  the  western  half  of 
the  country. 

Finally,  I  noted  with  some  interest,  maybe  amazement,  that  it 
looks  like  we  are  taking  funding  from  the  elderly  and  public  hous- 
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ing  programs  and  providing  more  funding  for  the  homeless  initia- 
tives. That  is  what  it  looks  like.  And  it  seems  to  me  that  is  schizo- 
phrenic and  counterproductive. 

I  would  ask  the  question,  when  reducing  funding  for  public  hous- 
ing modernization  only,  isn't  this  only  going  to  lead  to  decline  in 
the  public  housing  stock  and  eventually  to  greater  homelessness? 

Finally,  I  think  the  Homeless  Programs  in  this  country  are  about 
the  least  effectively  well-run  programs  that  we  have.  I  expected 
that  from  the  beginning  because  Congress  clobbered  it  together  in 
some  sort  of  strange  pattern  from  across  the  whole  Congress  and 
through  something  out  there  expecting  it  to  work,  multicommittees 
involved,  without  much  Member  impact.  So  I  see  this  lack  of  funds 
for  public  housing  as  contributing  to  homelessness  and  not  a  good 
alternative. 

And  finally,  on  an  individual  basis,  I  wanted  to  say  that  as  I 
have  tried  to  work  with  HUD  over  the  last  few  years  on  dealing 
with  the  problem  of  water  quality  in  individual  housing  units  that 
are  dispersed  through  individual  units,  and  that  is  a  problem 
throughout  the  country,  it  took  your  predecessor  3  years  to  get 
through  the  regulation  process.  And  what  I  had  hoped  would  not 
happen  is  happening.  In  fact,  it  is  creating  additional  problems  for 
not  only  HUD's  Home  Loan  Guarantee  Programs  but  the  Farmers 
Home  Administration  Guarantee  Programs  as  well,  since  they  use 
your  standards. 

And  the  result  has  been  that  we  are,  in  contrast  to  what  was  set 
out  in  legislative  direction,  we  are  seeing  it  very  difficult  for  people 
to  make  the  investment  in  homes  and  then  to  sell  the  homes  under 
a  Home  Loan  Guarantee  Program  of  the  Federal  Government. 

That  is  a  very  specific  instance.  I  don't  expect  you  to  be  familiar 
with  the  details  of  that.  But  it  is  something  that  we  need  some  re- 
lief on.  I  am  going  to  try  to  pursue  it  in  subcommittee  through  leg- 
islative language.  I  hope  you  understand,  it  is  out  of  last  resort. 

Thank  you  for  listening  to  my  views  on  this.  I  would  be  happy 
to  have  any  response,  now  or  later,  Mr.  Secretary. 

My  compliments  to  you  at  the  beginning  were  sincerely  felt. 

Secretary  CiSNEROS.  Thank  you,  Mr.  Bereuter. 

I  would  be  happy  to  answer  on  several  of  the  points  you  made. 
The  first  is  that  I  am  sorry  you  feel  that  there  is  less  accessibility 
on  the  part  of  HUD  over  the  last  number  of  years  to  the  concerns 
of  the  Congress  or  the  specific  requests  of  Members.  And  we  have 
tried  to  be  open.  I  have  a  standing  policy  that  if  a  call  comes 
through  from  a  Congressperson,  we  try  to  return  it  that  afternoon, 
that  day.  If  Congresspersons  wish  to  see  me  personally,  we  will 
come  to  their  office  or  Members  have  come  to  my  office. 

Congressman  Gutierrez,  for  example,  was  in  my  office  last  week 
on  a  housing-related  problem  in  Chicago. 

So  please  know,  whatever  the  trendline  may  have  been,  I  want 
to  personally  be  accessible. 

Mr.  Bereuter.  I  didn't  mean  to  suggest  the  individual  response 
is  not  there.  I  was  talking  about  the  kind  of  discussions  we  have 
in  open  forum  like  this  where  Members  participate. 

Secretary  CiSNEROS.  I  am  open  to  you  in  whatever  forum  is 
appropriate. 
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Homelessness,  quickly.  The  reason  that  we  have  prioritized 
homelessness  is  because,  frankly,  I  don't  know  any  Americans  who 
are  suffering  by  any  objective  measure  like  people  who  have  to 
sleep  on  sidewalks.  I  can't  think  of  anyone  who  is  worse  off  in 
America.  And  if  our  commitment  is  housing,  and  these  are  the  peo- 
ple who  are  the  only  Americans  who  are  completely  unhoused,  then 
we  have  a  commitment  to  try  to  do  something  about  that.  And  it 
seems  to  me  we  could  dedicate  money  in  a  lot  of  other  places,  and 
yet  if  we  have  1  million  people  in  shelters  or  on  the  streets  at  any 
given  night,  that  we  are  failing  as  a  housing  commitment  from  the 
country. 

So  that  is  the  reason  we  have  selected  homelessness  as  a  first 
priority,  and  I  think  we  have  learned  in  recent  years  some  things 
that  work.  I  was  in  New  York  City  last  Friday  afternoon,  for  exam- 
ple, working  with  an  organization  that  provides  housing  to  home- 
less persons  who  are  mentally  ill.  What  an  amazing  thing  to  see 
people  who  otherwise  would  be  on  the  streets,  in  the  most  inhuman 
of  circumstances,  but  who  are  living  in  warm  places,  clean  places, 
because  the  Federal  Government  has  stepped  up  and  made  some 
homeless  money  available  for  mentally  ill  persons. 

When  we  set  that  kind  of  a  priority,  it  does  by  definition  require 
that  we  take  the  money  from  something  else.  Now,  you  are  correct, 
it  does  look  as  if  we  have  taken  it  from  modernization  or  develop- 
ment, but  the  truth  of  the  matter  is  we  have  sufficient  funds  for 
about  3  years  where  it  is  not  going  to  be  noticed  in  terms  of  the 
Modernization  Program. 

Now,  we  hope  by  that  time  to  make  it  up,  but  the  definition  of 
setting  priorities  is  that  you  have  to  put  your  money  where  your 
priorities  are,  and  that  is  the  point  that  we  made. 

I  do  not  believe  that  it  would  result  in  decline  of  the  public  hous- 
ing stock,  because  of  the  other  actions  we  are  taking  administra- 
tively to  give  housing  authorities  more  flexibility  to  use  funding  for 
modernization  and  for  replacement  and  so  forth  on  a  more  flexible 
basis.  So  that  is  my  answer  to  that. 

The  first  line  of  questioning  had  to  do  with  whether  or  not  we 
are  doing  anything  for  the  middle  class,  and  I  have  in  setting  my 
priorities  been  very  conscious  of  the  fact  that  when  we  focus  on 
homelessness  and  we  focus  on  public  housing  and  fair  housing,  it 
looks  as  if  we  are  a  Department  that  is  only  for  poor  Americans, 
and  it  is  true  we  have  a  predisposition  toward  the  very  poorest  as 
a  Department.  But  I  think  it  is  critical,  as  you  stated,  that  we 
maintain  our  foot  in  a  commitment  to  middle  Americans,  to  the 
middle  class,  and  that  is  where  our  homeownership  strategies  come 
in. 

I  am  excited,  for  example,  about  the  fact  that  we  are  proposing 
a  higher  commitment  ceiling  for  Ginnie  Mae,  that  we  are  proposing 
raising  loan  limits  for  FHA  so  we  can  reach  more  of  the  people  who 
are  middle  class  or  even  upper  middle  class  in  order  to  be  able  to 
participate  in  FHA  Programs. 

Programs  like  downpayment  assistance  and  interest  subsidies 
and  buydowns  and  favorable  mortgage  subsidy,  all  of  these  are  in 
the  works  at  FHA.  The  Homeownership  Trust  Fund  that  the  chair- 
man has  advocated,  is  designed  to  help  people  who  are  middle  class 
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but  just  starting  out,  two  workers,  a  young  family,  who  have  no 
starting  money  to  be  able  to  get  that  first  house. 

I,  personally,  believe  that  this  Department  needs  to  affirm  its 
commitment  to  the  American  dream,  which  means  for  all  Ameri- 
cans, middle-  and  low-income  Americans,  because  people  with  a  lot 
of  money  reallv  don't  need  our  help  in  securing  shelter,  but  cer- 
tainly the  middle  class  does  today. 

And,  frankly,  we  have  had  some  initial  success.  For  the  first  time 
in  about  8  years  the  homeownership  rate  in  America  has  begun  to 
climb  in  a  statistically  significant  way.  It  has  gone  from  64.1  to 
64.5  percent  in  the  last  year. 

We  can't  claim  credit  for  that.  It  is  a  lot  of  factors.  It  is  the  mar- 
ket. But  I  like  to  think  the  revitalization  of  FHA  and  making  FHA 
competitive  again  is  a  force.  They  had  their  best  year  ever  last 
year.  And  for  about  10  years,  for  the  only  10-year  span  since  the 
end  of  the  war,  since  the  Depression,  the  homeownership  rate  had 
been  declining.  We  have  it  going  in  the  right  direction.  We  have  a 
long  way  to  go.  There  are  nations  on  the  globe  whose  homeowner- 
ship rates  are  70  percent.  Seventy-five  percent  in  Europe. 

We  have  got  to  get  homeownership  going  back  in  the  right  direc- 
tion, and  that  is  a  middle  class  program  if  there  ever  was,  although 
clearly  we  want  to  extend  it  to  low-income  persons.  I  want  to  sell 
the  ideas  that  homeownership  is  not  just  a  way  to  get  shelter,  but 
it  is  a  way  to  get  wealth.  For  most  Americans  it  is  the  only  wealth 
they  have.  It  is  the  only  net  asset  that  they  have,  net  worth. 

And  so  we  see  this  as  a  savings  program.  We  see  it  as  an  invest- 
ment program.  We  see  it  as  a  shelter  program.  But  you  are  going 
to  see  a  major  commitment  to  homeownership  for  the  middle  class. 

Chairman  Gonzalez.  The  time  of  the  gentleman  has  expired. 

Mr.  Gutierrez. 

Mr.  Gutierrez.  Thank  you  very  much. 

Thank  you  very  much,  Mr.  Secretary,  for  meeting  last  week  with 
me.  I  really  appreciate  your  attention  and  that  of  your  staff.  I 
would  like  to  say  we  reaffirm  your  word  that  you  do  return  your 
calls  quickly  and  promptly. 

Mr.  Secretary,  I  share  your  prioritization  of  the  homeless.  Tell 
me,  Mr.  Secretary,  within  the  scope  of  the  program,  maybe  just 
taking  an  example,  a  mother  has  a  couple  of  kids,  finds  herself  out 
of  a  home.  How  does  the  program  specifically  help?  Does  it  help 
community-based  organizations  to  create  housing  specifically  for 
this  mother  with  the  two  children?  What  does  it  do?  Does  it  give 
the  housing  authorities  more  additional  flexibility?  Tell  me  what  I 
do  when  someone  walks  into  my  office  and  where  I  might  send  that 
person,  not  specifically,  but  just  in  a  theoretical. 

Secretary  CiSNEROS.  Our  legislative  priorities  for  this  next  year 
and  our  budget  priorities  will  provide  more  money  for  outreach. 
That  means  people  on  the  streets  going  to  where  the  homeless  peo- 
ple are,  finding  them.  Sometimes  it  takes  many  conversations. 

One  of  the  most  interesting  things  I  have  discovered  over  the  last 
year  is  just  how  much  attention  has  to  be  given  to  a  homeless  per- 
son to  persuade  them  to  come  in.  Thev  don't  want  to  come  to  the 
shelters.  They  are  afraid  of  being  robbed  or  beaten  or  what  they 
believe  is  an  environment  in  which  they  might  be  vulnerable  to  a 
disease. 
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So  it  is  a  very  difficult  sell.  I  have  had  caseworkers  tell  me,  you 
can  try  41  times,  and  on  the  fortieth  time  something  clicks.  It  is 
a  cold  night,  they  are  hungry,  something,  but  you  just  have  to  try 
those  41  times  before  you  get  there.  So  outreach  is  a  big  part  of 
what  we  will  do. 

We  will  also  focus  this  year  on  using  vouchers,  15,000  vouchers, 
in  order  to  make  vouchers  available  for  homeless  families  in  par- 
ticular, so  we  can  get  them  into  permanent  housing. 

This  is  going  to  be  different  than  we  have  ever  done  before.  We 
have  never  used  the  Voucher  Program  for  homeless  persons.  It  will 
engage  the  housing  authorities  because  the  vouchers  go  to  the 
housing  authorities,  but  we  are  going  to  require  them  to  engage 
with  nonprofit  organizations  because  they  have  experience  with 
providing  services  to  the  homeless.  We  don't  believe  the  public 
housing  authorities  have  the  expertise  to  deal  with  the  homeless 
the  way  that  nonprofit  housing  providers  do.  So  that  is  another  ele- 
ment of  what  we  will  do. 

My  answer  to  you,  as  specific  as  I  can  be,  would  be  that  we  hope 
there  will  be  housing  providers  in  place  in  your  city,  if  not  in  your 
district,  who  will  be  part  of  this  endeavor  of  reaching  out  to  bring- 
ing in,  providing  the  drug  treatment,  mental  health  counseling, 
and  eventually  permanent  housing  for  homeless  persons. 

Mr.  Gutierrez.  So,  Mr.  Secretary,  the  public  housing  authority 
will  have  an  amount  of  vouchers,  a  certain  amount  of  these  15,000 
vouchers,  and  then  they  will  work  with  community-based  organiza- 
tions, social  services,  which  would  in  turn  be  the  ones  who  would 
actually 

Secretary  CiSNEROS.  Place  people. 

Mr.  Gutierrez.  Excuse  my  ignorance,  Mr.  Secretary,  maybe  you 
can  help  me,  because  as  I  was  going  through  I  just  had  an  idea, 
just  something  that  concerns  me.  Back  in  the  1980's,  early  1980's 
in  my  district,  there  were  many  community-based  projects  with  sec- 
tion 8  certificates  attached  to  them,  and  they  were  project-based, 
and  I  can't  remember,  but  they  had  a  lifespan  attachea  to  them. 

Secretary  CiSNEROS.  Fifteen  years? 

Mr.  Gutierrez.  Fifteen  years.  We  have  got  another  couple  of 
years,  some  of  those  will  be  15  years  old.  What  are  we  doing  about 
those  situations? 

Secretary  CiSNEROS.  The  budget  that  I  presented  earlier,  in  the 
outyears  prepares  for  the  expiration  of  those  contracts  and  at- 
tempts both  in  outlay  terms  and  authority  terms  to  even  out  what 
otherwise  will  be  the  dramatic  peaks  of  renewals  that  come  upon 
us. 

But  that  is  related  to  the  problem  that  the  chairman  asked  about 
a  moment  ago,  that  we  need  a  solution  for,  and  that  is,  these  units 
that  finally  become  our  property,  and  we  have  no  way  to  sell  them 
back  to  the  private  sector  because  they  expect  to  have  the  vouchers 
attached  to  them  before  they  will  buy  them  back,  and  the  way  the 
law  reads  right  now,  we  eitner  cannot  sell  them  because  we  don't 
have  the  vouchers  to  attach,  or  we  end  up  holding  them,  and  we 
are  a  poor  landlord.  The  Department  is  not  designed  to  be  a 
landlord. 

So  it  is  a  very  complex  set  of  problems  that  this  legislation  that 
we  are  asking  for  helps  us  work  through.  But  the  longer  term  issue 
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is  to  even  out  our  outlay  future  so  we  don't  end  up  with  dramatic 
peaks  at  the  renewal  years.  We  do  have  a  large  number  of  pro- 
grams coming  up  for  renewal — a  number  of  contracts  coming  up  for 
renewal. 

Mr.  Gutierrez.  In  some  particular  instances  that  I  know  of,  Mr. 
Secretary,  housing  units  are  actually  going  to  be  worth  a  lot  more 
money  10  years  later  because  of  the  increase  in  property  values  in 
the  very  neighborhoods  that  they  were  built  in.  And  my  time  has 
expired.  So  we  will  talk  some  more  about  it  later. 

Chairman  GONZALEZ.  The  time  of  the  gentleman  has  expired. 

Mrs.  Roukema. 

Mrs.  Roukema.  Thank  you,  Mr.  Chairman. 

I  do  appreciate  what  you  have  said  on  the  multifamily  property 
disposition.  As  you  know,  the  chairman  and  I  are  dedicated  with 
you  to  that. 

I  want  to  also  concur  with  what  my  colleague,  Mr.  Bereuter,  said, 
that  he  used  the  psychiatric  terminology,  schizophrenic.  I  won't  use 
that.  As  the  wife  of  a  psychiatrist,  I  will  avoid  the  schizophrenic, 
but  I  will  say  that  your  programs  seem  to  be  working  against  each 
other  in  terms  of  the  relationship  of  public  housing,  whether  it  be 
modernization  programs — we  will  leave  new  construction  programs 
aside.  I  have  heard  what  you  said  on  the  pipeline,  but  there  are 
reasons  why  that  pipeline  is  there  and  I  think  no  matter  which 
way  you  cut  it,  you  are  robbing  Peter  to  pay  Pauline,  Mr.  Chair- 
man. The  Pauline  I  learned  was  politically  correct  in  the  Education 
and  Labor  Committee  2  weeks  ago.  In  any  case,  whether  it  is  Peter 
and  Paul  or  Pauline,  we  know  that — and  I  understand  your  prob- 
lem with  respect  to  your  budget  restrictions,  but  there  are  prob- 
lems here. 

Now,  let  me  go  back,  again,  to  the  homeless  question,  because 
that  is  a  great  concern  of  mine,  and  I  don't  like  throwing  money 
at  problems  unless  we  have  carefully  thought  them  through,  and 
the  consequences  of  them. 

How,  Mr.  Secretary,  based  on  what  analysis  of  the  nature  of  the 
homeless  problems,  have  you  made  these  recommendations?  By 
that  I  mean,  what  do  you  think  is  feeding  the  homeless  problem? 
Is  it  lack  of  housing  or  is  it  alcohol,  drug  and  mental  illness 
problems? 

Because  I  read  it  quite  differently,  I  think,  from  the  basic 
premise  of  your  program  analysis. 

Secretary  Cisneros.  I  think  it  is  all  of  those  things,  and  I  am 
not  trying  to  duck  the  question  or  straddle  the  fence.  It  is  poor  peo- 
ple who  are  evicted  from  places  and  don't  have  a  place  to  live.  It 
is  people 

Mrs.  Roukema.  Has  that  percentage  been  growing?  I  have  seen 
no  certifiable  data  or  analysis  of  that  component  of  the  problem, 
and  we  all  understand  that  there  is  that  component,  particularly 
with  women,  single  heads  of  households  and  children.  But  I  have 
seen  no  data  on  that  component  of  the  problem. 

Secretary  CIS^fEROS.  I  have  seen  data  that  suggests  that  that 
component  of  the  problem  continues  to  grow,  and  I  will  get  you 
that  information. 

Mrs.  Roukema.  I  would  like  that  information. 

[The  information  referred  to  can  be  found  in  the  appendix.] 


19 

Secretary  CiSNEROS.  The  second  component  is  people  who  are  re- 
leased from  mental  institutions  and  treatment  facilities,  and  that 
number  is  also  growing.  In  fact,  I  have  just  seen  some  analysis  that 
suggests  that  number  may  grow  dramatically  in  the  next  several 
years  because  of  the  problems  State  budgets  are  having.  They  are 
either  straightlining  or  declining  their  funding  for  mental  illness 
treatment.  So  that  is  a  significant  concern. 

And  then  perhaps  one  of  the  largest  of  recent  years  is  the  num- 
ber of  people  who  go  to  homelessness  because  of  drug-related  prob- 
lems, because  their  families  cannot  take  their  drug  problem  any- 
more, because  they  have  worn  out  their  welcome,  because  they  rob 
from  family  members,  because  they  cannot  live  in  a  setting  with 
other  family  members  with  a  drug  habit,  and  they  end  up  on  the 
streets. 

So  you  put  that  combination  together — economics,  drugs,  mental 
treatment  inadequacies — and  it  is  a  potent  combination. 

Mrs.  RouKEMA.  Let  me  make  an  aside  and  then  get  back  to  the 
specifics  of  your  program.  I  have  been  saying  for  more  years  than 
the  chairman  wants  to  remember,  and  I  have  gotten  nowhere  with 
it,  only  now  have  we  come  to  understand  the  nature  of  the  prob- 
lem, that  the  mentally  ill  should  not  be  treated  as  a  housing  prob- 
lem, nor  should  it  be  treated  solely  as  a  Federal  problem,  because, 
and  you  have  alluded  to  this,  because  there  are  Governors  out 
there  and  State  legislators  that  are  closing  the  mental  hospitals, 
taking  the  savings,  and  at  that  time,  not  as  much  now,  but  at  that 
time  they  were  actually  using  those  monies  to  give  tax  rebates 
back,  make  heroes  out  of  themselves  at  home. 

That  is  one  of  the  reasons  I  resisted  certain  of  the  homelessness, 
because  we  were  picking  it  up  not  only  as  a  housing  problem,  but 
we  were  picking  up  the  costs  at  the  Federal  level,  and  I  resisted 
that. 

I  would  hope,  in  the  program  as  you  outlined  it,  and  you  only 
very  broadly  outlined  it  to  my  colleague  from  Chicago,  that  there 
is  going  to  be  some  obligation  for  this  proposal  for  the  locals  and 
the  States  to  pick  up  the  funding. 

I  am  going  to  draw  the  line,  and  I  think  the  mental  health  advo- 
cates should  do  it  with  me,  because  they  are  not  servicing  their  cli- 
entele by  permitting  this  disgrace  to  continue.  We  treat  these  peo- 
ple under  some  false  sense  of  civil  liberties,  worse  than  animals,  on 
the  street,  and  if  they  were  animals  the  ASPCA  would  not  let  us 
get  away  with  it. 

Do  you  want  to  comment  on  that? 

Secretary  CiSNEROS.  Yes,  ma'am,  I  would.  First,  let  me  say  that 
I  will  get  you  the  data  to  support  the  points  that  I  have  just  made, 
but  it  is  available,  and  as  soon  as  we  publish  the  national  homeless 
plan  in  a  couple  of  weeks,  which  has  now  been  going  through  clear- 
ance at  the  White  House,  I  will  get  that  to  you,  and  it  has  much 
of  this  supporting  information. 

Second,  the  programs  that  we  are  talking  about  for  this  next 
year  do  include  a  way  in  which  we  ask  something  of  locals,  of  local 
government  and  State  government,  which  is  matching  programs. 
We  have  so  much  demand  that  we  can  afford  to  put  a  premium  on 
those  who  will  match  and  therefore  show  local  capacity.  It  is  a  way 
to  show  commitment  on  the  part  of  the  local  areas. 
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I  would  ask  you  to  personally,  perhaps,  if  you  have  the  time,  visit 
three  institutions  that  I  saw  in  New  York  last  week,  which  this 
subcommittee  helped  make  possible,  helped  fund,  out  of  the  innova- 
tive homeless  money  that  you  approved  last  year.  We 

Mrs.  RouKEMA.  Is  that  Shelter  Plus? 

Secretary  CiSNEROS.  No,  the  innovative  homeless  grants,  the 
$100  million  you  authorized  last  fall  for  us,  so  we  could  start  with 
the  DC  initiative,  you  remember  that,  and  you  required  that  75 
percent  of  it  be  used  on  these  big  city  initiatives  and  25  percent 
of  it  be  put  up  competitively  for  particularly  innovative  programs. 

And  we  did  that,  trying  to  put  in  place  programs  for  this  winter, 
so  that  people  could  be  dealt  with  who  were  literally  dying  on  the 
streets  in  the  cold  of  this  last  winter. 

The  Bridge  in  downtown  New  York,  assisted  by  a  group  called 
Goddard,  whose  purpose  is  outreach,  and  another  one  called  Grand 
Central,  whose  purpose  is  outreach,  but  The  Bridge — as  you  said, 
the  wife  of  a  psychiatrist  would  particularly  appreciate  this  be- 
cause its  whole  purpose  is  housing  persons  who  have  mental 
disabilities. 

And  it  really  drives  home  the  point,  your  point.  It  is  not  just  a 
housing  problem.  It  is  a  problem  where  people  need  medication, 
they  need  counseling.  But  it  also  has  a  housing  component,  because 
you  can't  treat  them,  you  can't  stabilize  their  lives  unless  they  have 
a  place  to  live.  They  cannot  work.  These  are  people  who  are  like 
children.  I  saw  a  grown  man,  a  huge  man  with  a  beard,  kind, 
gentle  eyes,  no  one  to  take  care  of  him,  but  he  had  a  place  to  live 
and  he  was  stabilizing  his  life  because  he  had  his  medicine. 

Mrs.  RouKEMA.  And  you  cannot  make  a  meaningful  impact  on 
that  population  with  vouchers.  You  absolutely  cannot. 

Chairman  Gonzalez.  The  time  of  the  gentlelady  has  expired. 

Mr.  Rush. 

Mr.  Rush.  Thank  you,  Mr.  Chairman. 

Mr.  Secretary,  I  too  join  in  the  remarks  of  my  colleagues  in  con- 
gratulating you  on  an  outstanding  job,  and  also  commenting  on 
your  accessibility  to  all  the  Members  of  Congress.  And,  certainly, 
I  want  to  commend  you  on  your  leadership  in  the  area  of  the  urban 
communities  and  your  outstanding  work  on  behalf  of  citizens  of  the 
city  of  Chicago,  particularly  those  who  reside  in  public  housing  in 
the  city  of  Chicago,  where  you  know  we  have  an  enormous  problem 
and  efforts  have  been  engaged  upon  in  terms  of  trying  to  help  re- 
lieve some  of  the  misery  that  residents  of  Chicago  public  housing 
are  living  in  today  as  we  speak. 

Mr.  Secretary,  I  have  one  question,  and  it  is  regarding  some  in- 
formation that  I  am  aware  of  that  is  occurring  in  the  administra- 
tion, and  it  is  related  to  the  area  of  welfare  reform  and  the  ques- 
tion of  how  to  pay  for  welfare  reform.  And  I  guess  as  I  think  about 
it,  it  is  not  really  a  question,  it  is  more  of  a  comment,  and  maybe 
you  might  have  some  reaction. 

I  understand  there  is  some  discussion  about  using  the  Section  8 
Program  and  other  supplemental  income  programs  for  housing  in 
an  attempt  to  use  that  as  a  part  of  income  of  the  recipients,  and 
therefore  reduce  AFDC  contributions  to  families,  which  will  have 
the  effect  of  getting  people  into  what  might  be  better  housing  but 
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starving  them  in  those  particular  units.  And  it  is  part  of  a  strategy 
to  tax  the  poor  in  order  to  pay  for  welfare  reform. 

I  just  want  to  let  you  know  that  this  is  one  Member  of  Congress 
if  that  becomes  a  part  of  the  efforts  to  pay  for  welfare  reform,  that 
I  will  do  all  that  I  can  in  order  to  defeat  that  particular  measure, 
and  fight  vigorously  against  that  particular  measure,  and  that  con- 
cept in  general,  putting  this  on  the  backs  of  the  least  in  our  Nation, 
the  people  who  have  the  least  resources  in  trying  to  make  them 
pay  for  welfare  reform. 

I  just  think  that  is  totally  atrocious,  and  that  it  is  something  that 
certainly  we  should  not  be  engaging  in.  I  just  wanted  to  let  you 
know  and  make  that  comment  to  you.  I  am  not  sure  what  your  po- 
sition would  be  or  is  on  that.  I  am  not  asking  you  to  take  a  posi- 
tion. I  think  that  is  really  astounding,  that  there  is  even  discussion 
in  that  particular  area. 

Secretary  CiSNEROS.  Congressman,  let  me  respond,  if  I  may. 
First,  one  of  the  trademarks  of  this  administration  and  the  White 
House  is  that  it  asks  its  administrative  team  to  think  of  all  of  the 
possible  options  to  fund  particular  programs,  to  act  on  priorities, 
and  so  forth.  And  this  was  a  leaked  document  of  considerations  by 
a  task  force  that  was  looking  at  every  possible,  even  extreme  idea. 
But  it  can  only  be  characterized  that  way. 

I  have  had  a  conversation  at  the  White  House  about  it  this  week, 
and  I  was  assured  by  the  people  who  are  working  in  organizing 
and  directing  the  Welfare  Task  Force  that  this  was  someone's  pro- 
posal that  made  it  onto  a  piece  of  paper,  and  when  it  got  into  the 
hands  of  a  reporter  they  obviously  went  for  the  most  outlandish 
proposal  on  the  paper,  and  this  is  the  one  that  made  the  story. 
That  is  point  number  one. 

Second,  we  have  had  no  principal  level  or  cabinet  level  discussion 
of  welfare  reform,  but  that  is  about  to  come,  and  when  it  does  I 
will  take  your  comments  to  that  meeting,  and  make  clear  that  ei- 
ther taxing  the  benefits  of  poor  people  or  counting  the  benefits  as 
income  for  purposes  of  calculation  would  be  in  the  eyes  of  at  least 
you  and  the  members  of  this  subcommittee,  as  I  read  them,  coun- 
terproductive. And  I  will  be  happy  to  take  that  message  in  strong 
terms. 

Chairman  GONZALEZ.  The  time  of  the  gentleman  has  expired. 

Ms.  Roybal-Allard.  Mr.  Chairman,  I  am  sorry,  could  I  have 
unanimous  consent  to  just  make  a  very  brief  statement,  because  I 
do  have  to  leave. 

Chairman  GONZALEZ.  Is  there  any  objection  to  the  gentlelady's 
request? 

If  not,  the  gentlelady  is  recognized. 

Ms.  Roybal-Allard.  I  apologize  and  thank  the  subcommittee. 

I  just  wanted  to  take  this  opportunity  to  commend  Secretary 
Cisneros  for  the  outstanding  job  that  he  has  done  in  helping  the 
victims  of  the  earthquake  in  Los  Angeles.  It  is  due  to  your  personal 
commitment  in  being  there  for  weeks,  working  along  with  the 
members  of  your  agency,  that  you  have  processed  in  record  num- 
bers and  have  given  the  people  of  Los  Angeles  who  are  the  victims 
of  the  earthquake  real  hope  that  they  will  be  able  to  get  their  lives 
together  again.  I  thank  you  for  that. 
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Secretary  Cisneros.  Thank  you  very  much,  Ms.  Roybal-Allard.  I 
saw  you  the  first  night  that  I  was  there,  Monday  night,  that  the 
earthquake  occurred.  I  saw  Congresswoman  Waters  and  others 
during  those  days  as  well. 

Let  me  say  I  will  be  out  there  again  on  Saturday  because  we  are 
organizing  a  very  large  meeting,  Mr.  Chairman,  for  apartment 
owners  whose  apartments  have  been  damaged,  and  therefore  have 
no  financial  capability  to  bring  the  housing  stock  back.  And  Nic 
Retsinas  of  FHA  has  joined  the  Office  of  the  Comptroller  of  the 
Currency,  the  Federal  Home  Loan  Bank  Board,  the  city  of  Los  An- 
geles, and  others  in  putting  together  programs  which  heretofore 
have  not  been  available  to  those  business  people  who  are  apart- 
ment owners.  They  are  available  to  business  people  but  not  people 
whose  business  happens  to  be  creating  housing,  so  we  can  get  the 
housing  stock  repaired. 

There  were  literally  30,000  units  of  housing,  either  apartments 
or  single-family  homes,  which  were  rendered  uninhabitable  by  this 
earthquake — 30,000.  That  is  a  fair-sized  American  city.  If  you  say 
that  you  have  3  people  on  the  average  living  in  each  one,  that  is 
a  city  of  almost  100,000  people.  So  it  is  a  big  job,  and  it  continues. 
But  thank  you  so  much  for  your  comments. 

Chairman  GONZALEZ.  I  have  been  advocating  that  kind  of  ap- 
proach on  a  national  level  by  giving  that  kind  of  emergency  priority 
basis  for  some  time.  But  that  is  another  story. 

Mr.  Baker. 

Mr.  Baker.  Thank  you,  Mr.  Chairman. 

Thank  you,  Mr.  Secretary.  I  just  want  to  return  to  your  written 
comment  provided  to  the  subcommittee,  specifically  in  the  area  of 
8(a)  multifamily  property  disposition  issues.  As  you  know,  over  the 
past  few  months  we  have  conversed  about  the  proper  direction  to 
go,  and  regrettably,  because  of  the  lack  of  congressional  action,  no 
plan  has  been  adopted  that  really  transfers  any  additional  pro- 
grammatic authority  to  the  Secretary. 

I  have  been  supportive,  for  the  record,  under  H.R.  2914,  of  giving 
very  broad  authority  to  the  Secretary  to  use  business  judgment  to 
work  our  way  through  a  significant  problem. 

In  your  written  testimony,  you  reference  inventory  of  31,000  plus 
units  at  184  projects,  which  I  am  sure  is  accurate,  but  when  you 
look  at  the  number  of  units  that  are  in  the  foreclosure  proceeding, 
I  am  very  much  concerned  that  since  the  GAO  report  of  May  1993, 
which  shows  69,000  units  technically  in  the  mill  or  in  our  posses- 
sion, the  number  now  closer  approximates  83,000  nationally,  and 
a  huge  growing  obligation  for  the  Treasury. 

What  bothers  me  is  that  number  does  not  include  FHA-insured, 
multifamily  mortgages  or  HUD-held  mortgages,  that  is  an  addi- 
tional liability,  potentially,  for  us,  some  2,400  mortgages  that  may 
have  been  identified  as  under  some  stage  of  duress,  creating  a  huge 
potential  liability. 

What  we  do  about  it  is  now  the  issue,  and  in  our  discussions 
there  was  some  consideration  of  disposal  to  private  market  without 
subsidy,  managing  some  that  continue  to  make  a  profit,  whatever 
the  mechanism  might  be  that  would  make  sense. 

However,  in  looking  at  a  comment  given  to  me  with  regard  to  the 
administration's  direction  for  disposition  process,  any  section  8  as- 
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sistance  required  by  law  would  be  provided  without  regard  to  fund- 
ing limitations  in  appropriations  legislation. 

Basically,  disposal  of  section  8  distressed  properties  becomes  an 
entitlement  program  of  great  magnitude.  In  the  insurance  fund 
against  future  loss,  I  am  to  understand  we  reserved  approximately 
$11.8  billion  using  the  historical  disposal  cost  of  $3.9  million  per 
property  for  the  total  of  441  properties  now  in  our  possession  or 
soon  to  be.  That  is  a  hit  of  about  $17.6  billion  in  direct  cost  against 
a  fund  which  has  reserved  only  $11  billion. 

I  guess  what  I  am  concerned  about  is  the  legislation  that  I  am 
supportive  of,  H.R.  2914,  which  gives  broad  authority,  now  may  not 
be  so  well  advised  from  my  view  if  in  fact  we  are  going  to  suggest 
the  program  be  run  to  dispose  of  properties  without  regard  of  cost, 
taking  it  off  budget,  and  increasing  our  debt  responsibilities  dra- 
matically when  we  really  don't  quite  know  yet  at  the  moment  what 
our  total  obligations  might  be  if  the  continuing  inventory  continues 
to  grow. 

I  know  I  have  a  5-minute  limit  and  I  have  got  one  other 
question. 

Shifting  completely  to  a  different  perspective,  to  give  you  just  a 
little  historical  view  from  my  side  of  the  fence,  because  I  would 
have  no  reason  to  believe  you  would  be  familiar  with  it,  from  May 
1990  with  the  Treasury's  report  on  the  GSEs  to  the  April  1990  re- 
port, in  1992  legislation  that  I  introduced  with  Mr.  Neal,  we  have 
had  a  continuing  saga  of  activity  on  efforts  to  reform  GSEs,  to  a 
reauthorization  in  October  before  you  which  required  GAO,  CBO, 
and  HUD  to  report  within  6  months  on  the  suggested  moderniza- 
tion of  the  Federal  Home  Loan  Bank  System.  All  reports  are  now 
available  except  for  that  of  HUD,  and  I  am  very  concerned  because 
the  Federal  Home  Loan  Bank  System  is  the  credit  window  of 
liquidity  for  most  first  time  home  buyers  to  get  into  the  home 
marketplace. 

In  the  coming  housing  reauthorization,  I  am  anxious  to  see 
whether  or  not  the  administration  will  propose  any  reform.  Some 
have  suggested  we  should  wait  until  the  studies  are  concluded. 

I  would  certainly  hope  the  study  or  recommendations  from  the 
study  would  be  made  available  prior  to  the  consideration  of  the 
housing  reauthorization.  I  think  it  is  a  significant  problem  which 
has  been  ignored  too  long.  I  look  forward  to  some  direction  ft-om 
the  agency  in  the  coming  weeks. 

Thank  you,  Mr.  Secretary.  I  did  that  rather  quickly  because  my 
time  limits  are  such. 

Secretary  CiSNEROS.  No  problem.  Let  me  say,  I  think  we  are  in 
a  new  era  with  respect  to  our  relationship  with  the  Federal  Home 
Loan  Bank  System.  Typically,  the  Department  has  assigned  some- 
one to  serve  on  the  Federal  Home  Loan  Bank  Board,  but  only  inter- 
mittently, with  not  a  lot  of  level  of  attention,  but  I  have  been  fortu- 
nate to  have  a  talent  like  Nic  Retsinas,  who  has  emerged  as  the 
Chairman  of  that  Board. 

As  a  matter  of  fact,  some  of  what  he  is  going  to  be  able  to  do 
in  Los  Angeles  this  weekend  to  make  housing  funds  available,  is 
because  the  Federal  Home  Loan  Bank  of  San  Francisco  has  a  great 
incentive  to  work  with  us  closely. 
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So  I  will  get  him  to  come  and  see  you  and  speak  to  the  particular 
question  of  the  report  that  you  mentioned.  Arid  we  will  just  make 
it  a  point  to  have  Nic  call  on  you.  I  think  he  either  owes  you  a  visit 
or  that  visit  has  already  occurred,  Mrs.  Roukema. 

On  the  earlier  question,  we  are  recommending  shifting  the  multi- 
family  disposition  to  the  mandatory  side  of  tne  Federal  budget. 
That  is  because  Congress  has  imposed  restrictions  on  our  oper- 
ations. It  is  a  Federal  mandate  that  we  deal  with.  We  can't  dispose 
of  these  properties  without  attaching  some  long-term  section  8 
subsidies. 

So  the  key  is  to  reform  the  Multi-family  Program,  lessen  those 
restrictions,  and  then  fund  disposition  as  a  mandatory  expenditure. 
That  is  the  plan  as  we  have  it  laid  out. 

We  will  not  dispose  without  consideration  of  cost,  because  I  will 
guarantee  you,  Nic  Retsinas  looks  at  every  transaction  and  looks 
at  what  it  means  to  the  funds,  and  he  is  not  going  to  dispose  with- 
out considering  the  cost  implications  for  the  fund. 

Mr.  Baker.  I  know  I  am  out  of  time,  but  I  do  believe  there  are 
some  other  alternatives  that  would  not  be  quite  so  damaging  to  our 
budgetary  consequence.  I  have  grave  reservations  about  the  man- 
datory obligation. 

Secretary  CiSNEROS.  Again,  when  Nic  Retsinas  calls  on  you,  you 
might  want  to  pursue  this  subject  with  him. 

Mr.  Baker.  Thank  you. 

Chairman  Gonzalez.  Mr.  Barrett. 

Mr.  Barrett.  Thank  you,  Mr.  Chairman. 

Mr,  Secretary,  let  me  commend  you  on  the  fine  job  you  are  doing. 
It  is  safe  to  say  you  are  the  most  popular  Texan  in  Wisconsin.  Peo- 
ple in  Wisconsin  like  you  very  much. 

I  am  concerned  that  HUD  in  all  of  its  activities  not  be  directly 
or  indirectly  contributing  to  declining  property  values  in  our 
central  cities,  specifically  in  the  property  disposition  area.  There 
are  several  concerns  arising  out  of  what  is  going  on  in  Milwaukee 
right  now  that  I  want  to  discuss  with  you. 

The  first  is  a  problem  I  want  to  bring  to  your  attention;  there 
have  been  several  problems  raised,  and  this  is  one  of  the  most 
egregious.  There  were  several  reported  instances,  apparently, 
where  HUD  knew  that  its  property  that  it  was  preparing  to  sell 
was  subject  or  at  least  very  likely  to  be  razed  as  soon  as  the  local 
building  inspectors  went  to  the  property.  There  was  one  instance 
where  the  internal  memo  said  we  should  sell  this  property  quickly 
because  as  soon  as  the  inspectors  see  it  they  are  going  to  raze  it. 
Unfortunately,  a  23-year-old  man  bought  the  property  and  the  city 
then  came  through,  inspected  it,  and  put  a  raze  order  in.  I  don't 
want  to  see  that  happen  anywhere  in  the  country.  I  think  there 
should  be  a  message  that  comes  from  your  office,  to  make  sure  that 
that  does  not  happen  again. 

The  second  concern  is  sort  of  a  commonsense  suggestion  that  I 
would  make.  I  support  the  program  of  selling  the  homes  on  an  as- 
is  basis,  but  I  think  it  also  would  be  sensible  for  the  program  to 
inform  the  people  of  the  defects  that  the  agency  knows  about. 

Again,  I  understand  where  you  have  to  be  careful  so  that  you  are 
not  guaranteeing  that  there  are  no  other  defects,  but  I  think  just 
as  private  purchasers  of  a  private  piece  of  property  know  what  the 
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defects  are,  even  though  it  is  an  as-is  sale,  I  think  the  Federal  Cjov- 
ernment  can  be  a  nice  person  and  also  let  the  buyers  know  that. 

Secretary  CiSNEROS.  Mr.  Barrett,  thank  you  very  much.  I  am 
glad  to  know  of  the  case  you  have  described,  because  I  have  tried 
to  instruct  our  field  offices  to  treat  people  decently,  and  it  is  one 
of  the  most  frustrating  things.  I  have  encountered  this  in  Chicago, 
and  in  Cleveland,  recently,  where  we  have  set  up  a  program  where 
we  dispose  of  single-family  houses,  but  instead  of  putting  them  on 
the  auction  block  as  HUD  houses,  we  make  them  available  to  non- 
profit organizations  at  a  30-percent  discount,  so  they  can  purchase 
them,  rehabilitate  them,  and  bring  people  they  know  into  those 
houses.  As  a  result,  we  have  revitalized  the  neighborhood  and  we 
provide  homeownership  for  someone. 

But  I  have  a  terrible  time  conveying  this  to  big  organizations, 
13,000  people  in  the  field  office;  that  is,  carry  this  out  in  the  way 
we  instruct,  and  they  frequently  appraise  them  at  a  price  that  is 
too  high  so  that  the  organizations  can't  really  get  their  hands  on 
them,  or  don't  calculate  the  amount  of  rehabilitation  that  is 
needed. 

What  we  try  to  do  is  appraise  them,  then  discount  the  amount 
of  rehabilitation  that  would  be  needed,  sell  them  for  the  subtrac- 
tion of  that  price,  but  either  they  sell  them  too  high  or  underesti- 
mate what  the  rehabilitations  are,  and  then  the  people  buy  them 
or  the  organizations  don't  buy  them  and  we  end  up  in  continuing 
to  blight  the  neighborhood. 

I  don't  know  why  we  should  have  those  kinds  of  problems  that 
much.  It  is  a  frustration.  But  I  was  just  in  Chicago  dealing  with 
the  community  organization  on  this,  in  Cleveland  dealing  with  a 
community  organization  on  it,  and  it  is  a  generic  problem  I  am  try- 
ing to  address. 

You  can  direct  me  to  the  gentleman  who  got  treated  so  badly  in 
Milwaukee.  We  will  try  to  make  that  right. 

Mr.  Barrett.  You  were  talking  about  the  appraisal  process;  it  is 
sort  of  a  tightrope.  When  the  city  or  community  organizations  want 
to  purchase  property,  they  generally  complain  that  the  appraisal  is 
too  high.  When  the  sales  are  in  the  central  city,  you  get  criticism 
that  the  appraisals  are  too  low  because  the  argument  is  that  you 
are  blighting  the  neighborhood. 

So  my  suggestion  is  to  do  everything  you  can  to  make  sure  that 
the  properties  are  going  to  homeowners,  people  who  are  going  to 
live  in  the  homes  and  have  a  stake  there  rather  than  letting  an  in- 
vestor come  in. 

Secretary  CiSNEROS.  See,  that  is  the  purpose  of  going  with  the 
nonprofit,  because  if  you  go  through  an  auction  you  get  speculators 
who  come  and  buy  the  houses  and  then  rent  them  with  no  inten- 
tion of  improving  them,  but  if  you  go  to  a  nonprofit  and  they  get 
a  30-percent  discount,  that  is  an  organization  that  has  an  interest, 
like  the  neighborhood  housing  services  that  operate  in  most  cities 
in  revitalizing  the  neighborhood  in  making  the  house  available  for 
homeownership.  It  is  a  wonderful  program. 

We  just  need  to  get  bureaucrats  who  have  worked  in  a  particular 
way  to  see  we  are  doing  something  different  and  lighten  up  and 
help  people  instead  of  just  following  bureaucratic  rules. 
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Mr.  Barrett.  Finally,  I  would  like  to  work  aggressively  with 
your  office  to  ensure  that  the  people  in  Milwaukee  can  take  advan- 
tage of  the  Revitalization  Program,  get  an  exception  to  the  program 
so  that 

Secretary  CiSNEROS.  Yes,  we  can  do  that. 

Mr.  Barrett.  We  can  get  that  30  percent. 

Secretary  CiSNEROS.  We  will  have  somebody  contact  your  office 
this  afternoon. 

Mr.  Barrett.  Thank  you  very  much. 

Chairman  GrONZALEZ.  Mr.  Knollenberg. 

Mr.  Knollenberg.  Mr.  Chairman,  thank  you  very  kindly. 

Mr.  Secretary,  thank  you  for  being  on  hand  this  morning.  I  am 
sure  you  may  be  aware  that  I  have  tended  to  focus  on  one  aspect 
of  the  Federal  housing  policy.  It  has  to  do  with  rent  reform.  I  know 
you  have  been  an  encourager  of  that  kind  of  thing  and  in  fact  have 
an  inclusion  in  your  own  offering. 

Last  March  I  introduced  H.R.  2957,  which  is  the  Rent  Reform 
and  Empowerment  Act  of  1993,  that  would  provide  public  housing 
authorities  with  a  menu  of  options  that  they  could  choose  to  use, 
and  it  is  designed  to  remove  the  disincentives  that,  as  you  well 
know,  keep  welfare  recipients  in  public  housing  and  from  seeking 
employment. 

Current  public  housing  policy  tends  to,  in  fact,  punish  those  ten- 
ants who  want  to  work,  and  you  are  well  aware  of  that.  I  salute 
you  for  your  interest  and  inclusion  of  what  I  think  are  necessary 
options  that  dwellers  should  have.  I  think  those  reforms  are  in  the 
text  of  H.R.  3838,  and  I  think  Congress  may  be  finally  willing  to 
work  in  regard  to  getting  something  accomplished  there. 

One  quick  question,  you  needn't  expand  too  much  on  this,  but  in 
terms  of  the  budgetary  impact  of  these  measures,  and  you  men- 
tioned, I  think,  that  they  would  be  budget  neutral  over  time,  very 
quickly,  do  you  have  any  specifics? 

I  don't  need  a  lot  of  this,  but  I  would  be  interested  because  it  is 
difficult,  I  found,  to  get  any  kind  of  solid  numbers,  and  I  was  won- 
dering if  you  had  any. 

Secretary  CiSNEROS.  I  can  get  you  some  solid  numbers  on  it  be- 
cause there  are  some,  but  it  is  effectively  budget  neutral,  because 
people  today  are  discouraged  from  working,  therefore,  they  are  not 
working.  Therefore,  there  is  no  30  percent  increase  in  rent  applied 
because  there  is  no  increases  in  income  coming  from  work,  because 
it  is  effectively  discouraged.  So  you  can  see  that  there  is  no  effect. 

Indeed,  we  believe  that  in  the  outyears  there  probably  are  budget 
gains  if  more  families  work,  because  although  we  don't  allow  auto- 
matic increases  in  income,  there  will  over  time  be  more  persons 
who  are  working  in  public  housing. 

Mr.  Knollenberg.  That  is  what  I  wanted  to  hear  that  essen- 
tially in  time  it  is  going  to  produce  the  other  side.  I  think  this  body 
should  hear  that,  because  those  are  pluses  that  I  think  get  tossed 
aside  if  they  look  at  the  CBO  analysis  initially. 

Secretary  CiSNEROS.  Let  me  say,  Mr.  Congressman,  it  is  our  hope 
that  of  the  measures  which  have  been  proposed  and  carried  over 
in  the  Senate  bill,  that  this  could  be  one  of  those  that  was  acted 
on  in  conference,  because  frankly  I  have  not  encountered  anyone 
who  is  opposed  to  it.  The  housing  authority  industry,  administra- 
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tors,  and  leaders  are  for  it.  Residents  are  unanimously  for  it.  Each 
time  I  go  to  a  housing  authority  and  I  even  ask  about  this  to  resi- 
dents, there  is  just  a  buzz  in  the  room  automatically,  because  peo- 
ple recognize  it. 

And,  frankly,  it  is  one  of  those  things  that  we  have  asked  for  that 
we  could  implement  immediately.  It  takes  a  while  to  do  regula- 
tions, we  will  expedite  the  regulations,  but  we  could  have  this  in 
place  before  the  end  of  the  year  if  we  could  get  authority  to  do  it 
earlier  in  the  Congress.  It  is  a  home  run  for  the  subcommittee,  it 
is  a  home  run  for  nousing  authorities,  it  is  a  home  run  for  HUD. 
We  would  like  to  get  some  assistance  on  this. 

Mr.  Knollenberg.  I  know  you  have  been  to  Detroit  a  couple  of 
times  and  have  established  a  relationship  with  the  new  mayor 
there.  I  have  done  the  same,  and  in  fact  we  made  a  tour  just  about 
10  days  ago  on  various  projects  in  Detroit. 

Another  question  I  had  in  drafting  your  proposal,  did  you  explore 
any  other  methods  beyond  those  that  you  had  incorporated 

Secretary  CiSNEROS.  On  this  subject? 

Mr.  Knollenberg.  No,  on  eliminating  any  other  disincentives 
for  employment.  This  is  a  different  question. 

Secretary  CiSNEROS.  Well,  not  disincentives  so  much  as  more 
positive  measures.  Let  me  describe  what  I  mean. 

I  have  concluded  personally,  just  talking  with  housing  authority 
folks,  that  one  of  the  most  important  sources  for  income  and  work 
in  public  housing  is  working  for  the  public  housing  authorities 
themselves.  We  have  massive  modernization  funds.  Folks  ought  to 
be  able  to  benefit  who  live  there  from  the  work  that  comes  through 
modernization. 

Therefore,  we  are  stressing  a  program  called  section  3,  very  im- 
portant initiative,  to  allow  persons  to  work  in  public  housing  and 
related  construction  work  who  are  public  housing  residents.  Simi- 
larly, Youthbuild,  which  targets  young  people  who  come  from  a 
public  housing  setting. 

These  are  just  a  couple  of  very  positive  things  that  can  make  a 
difference  in  people's  lives  in  public  housing,  that  we  are  targeting 
that  are  of  a  more  positive  nature.  I  will  continue  to  look  for  those 
things  that  are  disincentives,  but  frankly  this  is  one  of  the  ones 
that  is  most  obvious,  that  has  a  broad  base  of  support  immediately. 

Mr.  Knollenberg.  Would  you  have  support  for  a  demo-type 
project  or  a  demo  program  for  PHA  authorities  for  the  directors  to 
experiment  with  and  to  in  fact  give  them  a  little  more  of  a 
challenge? 

In  my  communication  with  these  folks,  they  have  told  me  they 
would  like  to  see  a  little  more  freedom.  And  you  can  call  it  flexibil- 
ity, but  it  is  an  attempt  on  their  part  to  be  able  to  manage  some 
of  those  problems  that  they  think  they  can  do  better,  in  fact,  than 
what  HUD  apparently  is. 

Secretary  CiSNEROS.  Yes,  sir.  Under  the  National  Performance 
Review,  we  have  a  directive  there  to  do  precisely  that  and  we  are 
in  constant  discussion,  including  the  organizations  that  are  going 
to  testify  here  today,  NAHRO  and  others,  public  housing  directors. 
Council  of  Large  Public  Housing  Authorities.  We  are  always  work- 
ing with  them  to  find  where  we  can  make  their  life  a  little  easier 
and  help  them  serve  the  residents  and  achieve  the  Congress'  goals. 
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Mr.  Knollenberg.  Thank  you.  My  time  has  expired. 

Chairman  Gonzalez.  Ms.  Waters. 

Ms.  Waters.  Thank  you  very  much,  Mr.  Chairman. 

I  would  like  to  join  with  Congresswoman  Roybal-Allard  and  oth- 
ers who  have  commended  you,  Mr.  Secretary,  on  the  fine  job  that 
you  are  doing  in  general,  but  specificallv  for  the  Los  Angeles  area, 
following  the  earthquake.  You  were  absolutely  magnificent.  The 
team  that  worked  with  you  that  came  from  the  Federal  Govern- 
ment were  absolutely  magnificent.  And  a  lot  of  it,  I  think,  has  to 
do  with  the  fact  that  you  and  Mr,  Pena  and  Mr.  Wing  and  others 
come  with  so  much  experience,  and  you  were  able  to  bring  that  ex- 
perience to  bear,  and  I  think,  perhaps  you  have  created  for  all  an 
example  of  what  you  do  in  a  disaster. 

And  I  wanted  to  thank  you  for  the  time  and  the  attention  that 
you  put  into  Los  Angeles,  and  the  wonderful  results  that  we  are 
getting.  You  certainly  have  done  a  great  job. 

I  would  like  to  quickly  go  down  the  1995  reauthorization  propos- 
als and  kind  of  give  you  some  of  my  take  on  them.  Reducing  home- 
lessness  is  an  important  priority.  I  want  us  to  be  careful,  however, 
how  we  do  this. 

I  think  there  is  a  role  for  the  housing  authorities  to  play,  but  I 
am  worried  about  compaction  and  density  in  housing,  public  hous- 
ing developments.  We  did  some  experimental  things,  made  some  ef- 
forts in  Los  Angeles.  Mr.  Shuldiner  is  very  familiar  with  them.  We 
moved  on  some  portables  and  other  kinds  of  things  to  accommodate 
the  homeless. 

I  would  like  for  you  to  really  reevaluate  or  evaluate  very  care- 
fully how  you  include  housing  projects  in  this  effort  to  deal  with 
homelessness,  and  to  certainly  take  a  look  at  those  creative  pro- 
grams that  would  bring  in  perhaps  nonprofits  to  operate  and  man- 
age kind  of  SROs,  because  many  of  our  homeless,  whether  they 
have  mental  or  emotional  problems  are  single  individuals,  who 
really  are  not  looking  for  homes  and  apartments;  they  really  are 
looking  for  a  safe  place  to  stay  without  a  lot  of  effort  where  perhaps 
they  could  get  a  couple  of  meals  a  day,  and  it  is  all  managed  by 
somebody  else,  and  they  have  a  nice,  clean  room  and  bathroom  fa- 
cilities, and  so  forth. 

So  I  really  wish  you  would  look  very  closely  at  that  and  see  if 
there  are  any  creative  proposals  that  you  could  support. 

On  turning  around  public  housing,  there  are  a  lot  of  people  who 
are  worried  that  there  are  some  cuts  being  proposed  for  public 
housing  modernization,  I  suppose.  I  am  not  so  worried  because  I 
remember  when  you  came  there  was  money  in  the  pipeline,  and  I 
don't  know  how  that  is  moving,  but  I  have  confidence  that  you  un- 
derstand what  those  needs  are  and  I  understand  you  have  targeted 
those  housing  projects  that  are  worst  off,  and  you  are  going  to  set 
some  priorities  and  deal  with  the  problem.  And  I  am  confident  that 
you  will,  and  I  have  been  called  by  the  press  about  this,  and  I  have 
given  to  you  my  vote  of  confidence  in  handling  that. 

Expanding  housing  production  and  preserving  the  supply  of  af- 
fordable housing.  I  have  a  little  bit  different  take  on  this.  I  am 
really  interested  in  rehabilitation,  and  maintenance  of  existing 
housing  and  multifamily  units  that  are  out  there.  Communities  are 
going  down  and  in  great  disrepair  because  we  put  them  up  and 
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then  we  kind  of  forget  about  what  we  should  be  doing  to  help  main- 
tain them.  And  so  I  am  really  interested  in  rehab,  and  I  am  con- 
cerned that  perhaps  we  are  not  looking  at  various  areas  of  our 
country  in  different  ways. 

There  are  some  communities  where  you  have  vacancy  rates,  but 
now  that  our  low-income  housing  development  people  have  learned 
how  to  do  this,  they  still  want  to  put  them  up.  And  I  think  we 
ought  to  take  a  very  close  look  at  those  areas  where  we  have  got 
high  vacancy  rates  and  really  get  the  kind  of  information  that  will 
help  us  direct  where  those  resources  should  be  going.  Again,  I  am 
concerned  about  compaction  and  density,  and  I  want  us  to  spread 
out  our  low-income  housing  units. 

I  like  the  idea  of,  as  you  know,  of  section  108,  and  whatever  the 
combination  is  of  CDBG  or  whatever  resources  we  are  going  to  use 
in  providing  technical  assistance,  I  am  very  much  for  that.  After 
you  build  all  the  low-income  housing,  people  have  got  to  have  serv- 
ices. They  have  got  to  have  businesses.  They  have  got  to  be  able 
to  shop  in  their  communities.  And  so  the  fact  that  you  are  giving 
some  attention  to  that  pleases  me  greatly. 

And  you  know  in  Los  Angeles,  we  have  pointed  out  some  areas 
to  you,  and  you  have  been  there,  you  have  looked  at  it.  I  think  you 
understand  this  very  well.  And  I  support  you  100  percent  in  trying 
to  move  section  108  funds  into  cities  so  that  they  can  build  the  sup- 
port for  the  communities  so  that  the  goods  and  the  services  will  be 
there,  and  some  economic  development  creation. 

Let  me  just  mention  in  your  public  housing — ^if  I  may,  Mr.  Chair- 
man, a  few  more  seconds  here — that  I  think  we  can  create  some 
commerce.  The  marketplace  that  we  tried  under  Mr.  Shuldiner  in 
south  central  Los  Angeles  can  work.  We  have  people,  may  not  be 
able  to  find  out,  but  they  have  some  desire  to  sell  some  items.  The 
marketplace  is  a  wonderful  concept  for  low-income  people  who  de- 
cide that  they  can  learn  how  to  buy  something  wholesale  and  sell 
it  retail. 

Commerce,  for  the  most  part,  is  discouraged,  because  I  mean, 
you  don't  have  all  of  the  guidelines  by  which  to  direct,  and  you 
can't  do  any  old  thing  you  want  to  do.  I  wish  you  would  look  at 
those  guidelines  and  encourage  more  some  idea  of  commerce. 

I  would  also  say  to  you,  and  this  is  my  concern  about  compassion 
and  crime,  that  I  think  we  should  look  at  how  we  thin  out  some 
of  our  places  and  we  use  them  for  service  centers,  some  space.  We 
in  Los  Angeles  created  an  employment  program  under  the  Commu- 
nitv  bill;  the  housing  authority  gave  us  space.  It  has  served  us 
well.  We  can  do  it  better  with  a  little  help. 

We  also  created  an  alternative  school,  and  Imperial  Courts,  be- 
cause we  had  such  a  high  rate  of  dropouts,  and  kids  who  were  not 
going  to  school  and  gang  problems.  We  got  the  L.A.  Unified  School 
District  and  L.A.  Housing  Authority  to  create  that .  alternative 
school.  Those  kinds  of  ideas  I  think  need  some  support. 

I  like  your  idea  of  the  18  months  for  allowing  people  to  stay  in 
them  without  raising  rents.  On  the 

Chairman  Gonzalez.  The  time  of  the  gentlelady  has  once  again 
expired. 

Ms.  Waters.  Unanimous  consent  for  1  minute? 

Chairman  GrONZALEZ.  Any  objection? 
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Hearing  none,  the  gentlelady  can  continue. 

Ms.  Waters.  Thank  you  very  much. 

Let  me  just  say  that  the  rent  reduction  idea,  incentives  for  beau- 
tification  and  upkeep,  I  don't  know  what  you  could  do.  It  may  be 
that  you  can  talk  about  just  a  teeny  bit  of  rent  reduction  for  the 
planting  of  flowers  and  the  upkeep  of  units,  and  create  some  com- 
petitions within  the  housing  authorities  in  order  to  get  people  more 
involved  in  upkeep. 

Now,  there  are  a  lot  of  young  men  in  these  housing  authorities 
who  are  not  on  the  lease.  And  everybody  pretends  that  they  don't 
live  there.  They  are  not  on  the  lease  because  people  don't  want  to 
pay  a  little  extra  money  or  more  money  that  they  can't  afford  in 
order  to  have  that  18-  or  that  19-year-old  or  that  20-year-old  on  the 
lease. 

I  would  like  us  to  look  at  our  policies.  They  need  work.  And  this 
thing  that  we  pushed  in  Los  Angeles  about  creating  opportunities 
for  them  to  work  on  modernization,  is  real  important.  And  we  need 
to  recognize  that  they  really  do  live  there.  They  are  there.  And  we 
ought  to  include  them  in  opportunities  for  work  and  we  should  not 
say  we  don't  think  are  you  a  resident  if  you  are  not  on  the  lease. 

With  that,  thank  you  very  much,  Mr.  Chairman,  for  the  time. 

Chairman  Gonzalez.  The  time  of  the  gentlelady  has  once  again 
expired. 

Mr.  Bachus. 

Secretary  CiSNEROS.  Very  quickly,  if  I  may,  I  would  like  to  just 
cover  some  quick  responses  to  the  Congresswoman's  statements. 

Chairman  GONZALEZ.  OK,  if  you  can  within  30  seconds. 

Secretary  CiSNEROS.  Very  good,  sir. 

Chairman  GONZALEZ.  And  if  not,  you  can  answer  on  the  record. 

Secretary  CiSNEROS.  On  homelessness,  I,  too,  am  a  fan  of  SROs, 
and  there  are  many  cases,  and  we  will  look  at  innovative  ap- 
proaches for  that.  On  public  housing,  we  are  attempting  to  move 
the  modernization  funds,  and  linking  it  to  jobs,  as  you  say.  I  visited 
Imperial  Courts  and  saw  the  young  gang  members  there  who  were 
promised  work  as  a  result  of  the  Modernization  Program.  It  has 
not  happened;  we  are  pressing  to  make  that  occur. 

On  production,  I  take  your  points  on  rehabilitation  to  heart.  Well 
stated  on  preservation.  And  I  appreciate  your  support  on  the  Sec- 
tion 108  Program.  As  I  said  earlier  before  you  had  arrived,  that  you 
are  acknowledged  as  the  person  who  has  championed  the  108  ini- 
tiative. And  what  we  are  proposing  to  do  now  is  to  take  recaptured 
UDAG  funds,  old  UDAG  funds,  and  further  write  down  the  interest 
rates  so  that  people  can  take  advantage  of  that  108  money  and  put 
it  to  greater  effect.  So  I  just 

Ms.  Waters.  Thank  you  very  much. 

Chairman  GONZALEZ.  I  wanted  to  say  that  we  have  two  more 
witnesses  and  they  are  both  very  important.  So  we  must  move 
along. 

Mr.  Bachus. 

Mr.  Bachus.  Thank  you,  Mr.  Chairman. 

Mr.  Secretary,  I  think  we  are  all  very  concerned  about  the  home- 
less. And  my  concern  for  the  homeless  is  that  I  think  traditionally 
in  this  country  the  commonsense,  practical,  long-term  solution  to 
homelessness  has  been  for  the  government  to  encourage  in  every 
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way  it  could,  homeownership.  And  I  want  to  applaud  you  for  what 
you  said  earlier  when  you  were  responding  to  Mr.  Bereuter  when 
you  said,  not  just  homeownership,  not  just  housing,  it  is  a  way  for 
people  to  get  equity  and  wealth. 

You  know,  there  is  a  saying  that  a  man,  and  I  guess  now  you 
would  have  to  change  it,  a  man  or  a  woman's  home  is  their  castle. 
And  I  think  the  government  has  had  a  long-term  policy  to  encour- 
age everyone  to  own  that  castle.  And  I  hope  that  the  HUD's  policy 
is  to  encourage  homeownership  as  the  best  solution  to  home- 
lessness. 

With  that  in  mind,  I  read  an  article  back  on  February  17  in  The 
New  York  Times,  that  really  alarms  me.  And  almost  I  wonder  if  it 
is  some  indication  that  the  U.S.  Government  is  abandoning  its  pol- 
icy to  encourage  homeownership.  And  I  want  to  introduce  that  arti- 
cle into  the  record.  And  what  that  article  says,  among  other  things, 
and  there  is  also  an  expression  that,  "Say  it  is  not  so,  Sam."  I  want 
to  say  to  you,  say  it  is  not  so,  Mr.  Secretary,  that  what  I  read  in 
the  draft  report  on  homelessness  is  that  that  report  suggests  that 
the  government  is  misdirecting  its  resources  by  allowing  home- 
owners to  deduct  the  interest  on  their  home  mortgages. 

[The  article  referred  to  can  be  found  in  the  appendix.] 

I  can't  believe  that  I  read  that  in  a  newspaper  in  this  country. 
Can  you  explain  how  that  ever  got  even  in  draft  form? 

Secretary  CiSNEROS.  Congressman,  I  can  say  it  is  not  so,  as  you 
asked  me  to.  Earlier  I  said  that  sometimes  documents  get  out  with 
every  idea  that  somebody  could  possibly  consider  as  a  way  to  fund 
something  listed.  This  one,  I  saw  the  draft  report,  and  it  did  not 
speak  to  addressing  the  larger  homeownership  deduction. 

As  a  matter  of  fact,  if  you  will  look  at  that  article,  there  are 
about  three  paragraphs  there  where  the — it  does  not  attribute,  it 
is  not  in  quotation  marks,  it  just  says  the  author  of  the  article's 
interpretation  of  what  the  administration  should  be  doing,  it  goes 
off  into  a  little  tangent  about  the  Homeownership  Deduction  Pro- 
gram. Let  me  say  for  the  record,  the  President  of  the  United  States 
was  asked  as  a  candidate  one  day  on  the  campaign  trail  whether 
he  favored  any  reduction  or  removal  of  the  homeownership  deduc- 
tion and  he  said  absolutely  not. 

He  was  very  upset  about  that  piece  that  you  have  there,  because 
it  is  about  a  leaked  document.  But  quite  apart  from  the  issue  of 
the  leaking,  he  was  very  concerned,  very  angry  on  the  substance 
of  it,  that  it  would  put  him  in  the  position  of  even  considering 
something  he  had  said  on  the  campaign  trail  he  would  not  ever 
support  as  President,  which  is  removal  of  homeownership  deduc- 
tion. So  I  can  tell  you  straight,  directly,  unequivocally,  that  is  not 
an  issue  under  consideration. 

Mr.  Bachus.  Well,  thank  you.  I  think  every  middle-class  Amer- 
ican is  breathing  easier. 

I  want  to  ask  you  another  question.  And  this  is  about  earthquake 
relief  In  the  earthquake  supplemental,  you  have  15,000  section  8 
vouchers  to  assist  displaced  renters. 

Secretary  CiSNEROS.  Actually,  it  will  be  more  than  that. 

Mr.  Bachus.  That  is  right?  That  is  for  a  18-month  period;  is  it 
not? 

Secretary  CiSNEROS.  Correct. 
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Mr.  Bachus.  What  happens  after  that  18  months? 

Secretary  CiSNEROS.  After  the  18  months,  people  who  were  Hving 
in  the  private  marketplace  before,  these  are  not  people  who  were 
on  assistance,  they  were  living  in  the  private  marketplace,  have  to 
go  back  and  find  their  own  housing  because  the  government  is  not 
in  a  position  to  extend  beyond  the  18  months. 

Now,  I  have  received  some  criticism,  and  I  think  it  is  fair,  that 
18  months  possibly  was  too  long  a  time  period.  But  we  are  now 
about  18  months  plus  since  Hurricane  Andrew  in  Florida,  and  I 
have  been  back  there  as  recently  as  last  week,  and  there  are  a 
whole  lot  of  people  whose  jobs  have  not  come  back  in  that  time- 
frame and  who  are  not  yet  stabilized  in  their  houses.  It  just  takes 
a  while.  These  are  not  things  that  can  be  done  overnight. 

And  when  you  see  what  happened  in  Los  Angeles,  businesses 
were  lost,  a  VA  hospital  was  closed,  a  university  was  closed,  it  is 
going  to  be  a  while  before  jobs  come  back.  So  I  think  I  can  defend 
the  18  months,  but  we  have  made  clear  to  everyone  involved,  resi- 
dents, landlords,  these  cannot  be  extended  beyond  18  months. 

Mr.  Bachus.  Thank  you,  Mr.  Secretary. 

Chairman  Gonzalez.  Mr.  Watt. 

Mr.  Watt.  Thank  you,  Mr.  Chairman. 

I  just  have  two  very  brief  points.  First  of  all,  I  want  to  com- 
pliment the  Secretary  on  the  quality  of  the  presentation  you  made 
this  morning  to  the  subcommittee.  The  one  problem  I  am  having 
is,  since  your  charts  we  do  not  have  with  us 

Secretary  CiSNEROS.  I  will  get  those  to  you. 

Mr.  Watt.  To  pair  up  with  your  testimony,  the  good  thing  about 
having  testimony  is  you  can  take  it  back,  read  it  and  study  it  and 
it  is  very  helpful  sometimes,  and  I  would  like  to  request  the  benefit 
of  those  charts. 

Secretary  CiSNEROS.  Congressman,  I  decided  this  morning  as  I 
left  the  office  that  this  might  be  interesting  to  the  subcommittee 
and  so  we  brought  the  charts  and  I  will  make  sure  we  get  a  hard 
copy  to  you  by  this  afternoon. 

[The  charts  referred  to  can  be  found  in  the  appendix.! 

Mr.  Watt.  Thank  you  very  much. 

Second,  I  am  trying  not  to  be  concerned  about,  as  Ms.  Waters 
has  indicated,  about  the  cuts  in  modernization  in  public  housing 
funding.  There  is  one  aspect  of  it  that  is  a  little  troubling,  though, 
which  I  would  ask  you  to  comment  on.  And  that  is — I  think  I  am 
beginning  to  understand  the  mentality  of  this  congressional  body 
that  we  serve  in.  Although  I  am  beginning  to  worry  about  myself 
for  even  suggesting  that  I  might  do  that. 

As  I  understand  it,  the  reason  you  are  able  to  make  these  cuts 
short  term  is  that  there  is  money  in  the  pipeline  that  has  not  been 
used,  that  has  been  there  and — but  longer  term  is  the  concern  that 
I  have.  If  you  make  a  cut  in  a  budget  around  this  place,  it  seems 
to  me  that  the  mentality  of  the  Congress  is  that  that  establishes 
something  henceforth  now  and  forever.  And  so  what  I  am  con- 
cerned about  is  that  you  are  driving  your — you  may  not  have  a 
short-term  problem  the  next  1,  2,  3  years,  but  we  may  be  creating 
a  problem  3,  4,  5  years  out.  And  I  would  ask  you  to  comment  on 
that  and  primarily  for  the  purpose  of  getting  into  the  record  so  that 
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when  the  time  comes,  we  can  go  back  in  3  years  from  now  and  say, 
look,  this  was  not  to  be  a  permanent  cut  in  public  housing  funding. 

Secretary  Cisneros.  Yes,  sir. 

Well,  sir,  your  analysis  is  correct.  If  we  were  not  to  make  this 
up  in  future  years,  then  in  3  years  you  would  see  an  effect  in  less 
money  available  for  public  housing  modernization  as  the  pipeline 
that  now  exists  is  used.  But  as  I  said,  this  is  a  pretty  basic  prior- 
ities proposition.  We  had  a  budget  to  work  within,  and  at  the  time 
it  was  not  the  increase  that  I  showed  you.  I  showed  you  how  we 
increased  $1  billion  in  authority  and  $2  billion  in  outlays.  It  was 
not  at  that  time  an  increase. 

We  are  working  with  very  tight  numbers.  We  subsequently  went 
back  and  appealed  certain  things,  and  that  is  how  we  got  the  in- 
creases. We  appealed  the  homeless  funds  and  we  appealed  the 
modernization  and  didn't  get  all — we  got  some  back  but  not  all  that 
we  wanted.  And  we  appealed  some  of  the  others.  But  in  order  to 
get  that  effect  on  homelessness  and  some  of  the  other  things  that 
we  have  done,  it  had  to  come  from  somewhere. 

Now,  one  option  was  to  take  it  from  the  Community  Develop- 
ment Block  Grant,  and  there  was  a  pretty  good  rumor  around  town 
that  there  was  going  to  be  $1  billion  cut  in  Community  Develop- 
ment Block  Grant  funds.  Well,  we  decided  that  we  could  not  do 
that,  it  was  not  a  way  to  do  that.  So  we  had  to  look  at  places  where 
even  though  it  hurts,  we  can  make  it  up.  And  even  though  we  don't 
want  to  do  it  there,  if  you  have  to  do  it  somewhere,  here  is  a  place 
where  there  is  a  pipeline  that  you  can  work  with.  So  there  is  no 
visible  effect  for  about  3  years. 

Literally,  what  you  will  see  over  the  next  2  years,  is  increases 
in  spending  for  modernization,  because  we  are  flushing  the  pipeline 
and  working  with  housing  authorities  to  do  it.  So  you  are  going  to 
see  dramatic  increases  in  modernization  even  though  this  year's 
money  is  less. 

But  you  are  correct,  if  we  don't  fix  it  in  the  outyears,  and  I  be- 
lieve we  have  to  and  we  will  build  that  into  future  budgets,  and 
I  say  that  for  the  record,  then  we  will  not  be  able  to  run  at  the 
rate  that  we  need  to,  which  is  about  $3  billion  a  year  to  keep  pace 
with  the  modernization  needs.  We  have  $2.8  billion  in  this  one,  we 
are  $200  million  off. 

Mr.  Watt.  Thank  you,  Mr.  Chairman. 

Chairman  Gonzalez.  Thank  you. 

Mr.  Frank. 

Mr.  Frank.  Mr.  Secretary,  in  fact,  let  me  compliment  you  on 
your  accomplishments.  You  have  done  more  today  than  most  Sec- 
retaries have. 

Couple  of  brief  points.  One,  in  terms  of  the  shelters,  we  specifi- 
cally authorized  a  few  years  ago 

Secretary  CiSNEROS.  In  terms  of  the  what,  sir? 

Mr.  Frank.  The  shelters  for  the  homeless.  Because  I  guess  one 
of  the  problems  people  have  is  they  don't  want  to  go  in  there  be- 
cause they  might  get  robbed.  Shame  on  us  that  we  maintain  with 
our  money  places  where  vulnerable  people  are  afraid  that  they  will 
be  robbed  because  we  don't  protect  them. 

We  should  put  cops  in  the  shelters.  We  have  authorized  that.  We 
are  going  to  be  dealing  at  the  Judiciary  Committee  with  more  cops 
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on  the  streets,  and  I  urge  you  to  make  that  one  of  the  conditions 
people  have  to  have  to  make  the  shelters  safe.  Cities  have  police. 
There  isn't  any  reason  why  the  people  who  live  in  those  cities  who 
are  forced  to  take  shelter  are  less  deserving  of  police  protection 
than  people  elsewhere. 

We  can  make  funds  available,  and  one — I  mean  part  of  it,  some 
of  the  people  out  in  the  streets  have  an  irrational  fear  of  coming 
in,  there  is  some  mental  illness,  but  there  is  some  perfectly  rational 
reasons  not  to  go  into  the  shelters,  and  they  are  our  fault.  We  have 
given  authorization  for  this  in  the  past,  there  ought  to  be  a 
provision. 

I  am  not  talking  about  anything  less  than  full  police  officers.  I 
think  the  people  who  live  there  are  as  entitled  to  police  protection 
as  elsewhere.  We  are  going  to  be  increasing  police  protection,  and 
I  think  that  is  essential. 

Second,  on  regulations.  I  was  impressed  when  you  said  that  with 
regard  to  the  rent  reform,  if  we  passed  it,  you  would  get  the  regula- 
tion out  before  the  end  of  the  year,  confirming  my  view  that  when 
you  really  want  to  do  a  regulation,  you  can  do  them  quicker  than 
you  usually  do  them.  I  understand  you  inherited  the  situation,  but 
I  hope  that  we  are  not  going  to  have  a  situation  where  the  regula- 
tions you  like  come  out  quicker  than  some  of  the  ones  that  people 
don't  like. 

We  will  be  authorizing  later  this  year — and  I  have  talked  in  the 
past  about  putting  specific  deadlines  on  particular  programs  where 
they  go  into  effect,  regulations  or  not.  I  don't  know  whether  I  will 
do  that  again  this  year.  It  will  depend  on  the  pace. 

And  I  appreciate  what  you  have  said  about  trying  to  deal  with 
mixed  housing.  But  you  say  you  can  do  rent  reform  before  the  end 
of  this  year,  we  haven't  passed  it  yet.  Mixed  housing  was  passed 
in  1992.  Now,  you  weren't  in  office  then,  so  that  is  transitional,  but 
you  have  got  to  do  quicker  on  the  regulations. 

Finally,  I  hope  and  I  understand,  when  you  are  testifying  and 
people  ask  you  questions  and  most  people  like  to  be  agreeable  face 
to  face,  but  I  would  not  want  you  to  apologize  for  people  thinking 
that  you  were  a  Department  for  the  poor  people.  It  seems  to  me 
they  are  entitled  to  one  in  the  whole  government.  They  don't  get 
much  out  of  most  of  them.  And  I,  frankly,  if  we  didn't  care  about 
poor  people,  we  wouldn't  need  a  HUD,  I  don't  think.  People  would 
leave  that  to  the  Federal  Government.  A  lot  of  things  that  help 
homeownership,  the  homeownership  deduction,  that  is  over  in  IRS 
anyway,  so  I  think  you  ought  to  be  primarily  the  agency  for  poor 
people,  because  they  are  the  ones  who  are  most  in  need  of  housing. 

And  while  I  think  promoting  homeownership  is  good,  I  disagree 
with  the  suggestion  of  the  gentleman  from  Alabama  that  it  is  even 
ideally  the  goal  for  everybody.  Most  poor  people,  most  of  their  lives, 
will  be  renters.  And  a  policy  which  fails  to  recognize  that  is  going 
to  condemn  them  to  serious  problems  there. 

There  are  parts  of  this  country  where  by  definition  you  couldn't 
be  a  poor  person  and  own  a  home,  if  you  own  a  home,  you  are  not 
poor  anymore.  And  I  think  that  we  have  to  remember  the  renters. 
And  that  leads  me  to  my  distress  over  the  public  housing  budget. 

I  understand  that  you  were  given  these  constraints  by  0MB  and 
I  should  just  note  one  of  the  things  that  was  in  the  budget  the 
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President  sent  us  that  I  intend  to  fight  very  vigorously  in  the 
Budget  Committee  is  a  decision  to  increase  the  budget  authority  for 
the  Defense  Department  by  $2.7  bilHon  over  what  it  was  in  last 
year's  budget  resolution. 

The  Defense  Department  says  they  are  going  to  give  a  pay  raise, 
so  is  everybody  else.  And  people  should  understand  that  the  loss 
that  you  acknowledge,  we  could  have  used  to  keep  public  housing 
modernization  on  an  even  keel,  went  to  the  Defense  Department 
from  last  year's  assumptions.  But  that  was  in  the  President's  budg- 
et, it  is  not  our  budget,  and  I  don't  intend  to  vote  for  a  budget  that 
does  that.  So  I  realize  that  these  are  problems  you  had  to  deal 
with.  But  I  am  still  concerned. 

I  have  asked  some  people,  the  Council  of  Large  Public  Housing 
Authorities  to  give  me  the  figures — ^yes,  there  is  a  pipeline  with 
modernization.  But  it  is  not  an  ever-increasing  pipeline.  It  is  a 
pipeline  which  is  being  drawn  down  very  steadily  and  which  you 
and  your  team  are  helping  to  draw  down. 

Now,  they  point  out  to  me  that  traditionally  there  has  been  a  15- 
month  gap  between  our  voting  modernization  funds  and  your  even 
being  able  to  release  them,  so  that  there  is  going  to  always  be  that 
delay.  They  are  getting  somewhat  unfairly  blamed  for  delay.  And 
they  have  given  me  the  figures  that  are  HUD's  figures,  from  June 
1992  or  1993,  which  show  a  very  substantially  reduced  amount  of 
holdover,  as  you  go  back,  unobligated  fi-om  1988,  virtually  nothing. 

From  1989,  virtually  nothing.  Yes,  there  is  the  first  significant 
unobligated  funds  in  1991,  $1  bilHon;  1992,  $2  bilhon.  The  problem, 
of  course,  is  that  particularly  if  you  continue  to  make  progress  in 
speeding  up  the  pipeline,  we  are  going  to  run  into  trouble.  And  it 
is  not  just  in  3  years,  I  am  afi"aid.  This  is  the  problem.  Because 
the  spending  levels  3  years  from  now  are  dictated  by  people's  abil- 
ity to  make  plans  then  and  contracts  now. 

The  problem  is  that  people  are  now  going  to  be  told,  no  you  can't 
draw  up  the  plans,  no,  you  didn't  certainly  sign  the  contracts.  So 
even  if  we  try  to  make  it  up  later,  we  run  into  some  real  problems. 
And  I  am  talking  to  people  in  the  Appropriations  Committee,  I  am 
less  sanguine  than  some  of  my  colleagues  that  we  can  afford  that 
reduction  in  modernization,  especially.  And  this  finally  seems  to  me 
the  great  irony,  we  are  told  we  have  to  cut  public  housing  mod- 
ernization because  we  want  to  help  the  homeless. 

In  my  experience,  very  few  of  the  homeless  are  moving  to 
Georgetown  or  Beverly  Hills  or  such  neighborhoods.  A  very  sub- 
stantial percentage  of  the  homeless  are  going  to  be  housed  in  public 
housing.  And  our  ability  to  accommodate  them,  I  think,  depends  on 
modernization.  So  I  understand  the  bind  you  were  put  in  and  I  re- 
alize that  these  do  not  represent  your  priorities  in  terms  of  overall 
funds,  but  I  remain  unconvinced  about  modernization. 

And  the  other  point  I  would  ask,  and  then  I  will  just  ask  you  to 
respond  if  the  chairman  will  give  you  a  little  time,  you  say  that  we 
will  try  to  make  this  up.  I  guess  what  might  help  would  be  if  we 
got  some  letters  from  the  Budget  Director  or  President  that  said 
when  we  go  to  this  next  year,  they  will  not  hold  us  to  this  baseline. 
We  run  by  baselines  here.  And  you  are  saying,  well,  we  are  going 
to  have  to  make  it  up.  But,  in  fact,  we  are  going  to  run  into  the 
difficulty  of  next  year  being  told  if  we  just  try  to  get  back  to  where 
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we  were  this  year,  that  is  going  to  be  considered  a  big  increase.  So 
not  only  do  normal  budget  rules  make  it  unlikely  that  we  will  be 
able  to  make  this  up,  the  fact  that  we  took  this  cut  is  probably 
going  to  be  used,  inevitably  going  to  be  used  as  an  argument  for 
further  cuts  in  the  future. 

And  at  the  very  least,  to  make  that  point,  I  would  hope  you 
would  get  some  letters  and  some  commitments  and  talk  to  the 
budget  Chairs  and  the  appropriations  people.  Because  we  are  not 
even  going  to  get  back  to  neutral  here  without  a  heck  of  a  fight. 

Secretary  CiSNEROS.  Mr.  Chairman,  if  I  may,  a  couple  quick 
points. 

The  first,  I  share  your  concern  about  unimplemented  statutes, 
regulations,  and  the  pace  of  regulations.  We  have  a  project  within 
the  Department  that  we  call  precisely  that,  "unimplemented  stat- 
utes." I  asked  about  it  on  Monday  afternoon  in  our  staff  meeting, 
I  am  due  a  report  in  a  week,  which  I  would  be  happy  to  share  with 
you. 

We  are  doing  pretty  well  at  moving  the  regulations  through  the 
Department.  There  have  been  some  really  controversial  ones,  like 
the  immigration  rule,  like  the  one  on  mixed  populations,  which  we 
are  moving  through  and  getting  comment  on  and  moving  them  out. 
I  hope  to,  with  the  help  of  Nelson  Diaz,  the  new  general  counsel, 
to  move  these  faster  and  that  is  why  I  made  the  comment  earlier 
that  I  think  that  if  we  were  to  get  permission  on  the  recent  reform, 
we  can  get  that  rule  out  and  meet  all  the  time  responsibilities  that 
we  have  in  order  to  have  it  by  the  end  of  the  year. 

But  I,  too,  have  a  civics  problem  with  a  Department  that  took  it 
upon  itself  to  hold  up,  by  not  issuing  regulations,  congressional  in- 
tent, whether  they  liked  it  or  not.  I  came  from  a  form  of  govern- 
ment as  a  mayor  where  when  the  legislative  body,  the  city  council, 
asked  something,  it  expected  the  Department  heads  to  carry  them 
out.  There  was  no  greater  fi'ustration  than  asking  someone  to  do 
something  and  finding  out  months  later  that  they  had  decided 
among  themselves  not  to  carry  it  out. 

Mr.  Frank.  Can  I  just  say,  Mr.  Secretary,  because  I  don't  want 
to  point  the  finger  at  you,  you  are  trying.  Early  on,  I  was  as- 
tounded when  I  asked  an  Assistant  Secretary  in  the  Reagan  ad- 
ministration, Mr.  Abrams,  about  a  particular  enactment  and  he 
said  that  is  not  in  effect. 

What  do  you  mean  it  is  not  in  effect,  we  passed  it,  it  was  signed. 
We  haven't  promulgated  the  regulations.  And  there  really  was  a 
constitutional  theory  there  that  after  a  passage  of  a  bill  by  both 
Houses  and  the  signature  of  the  President,  came  the  really  impor- 
tant thing  which  was  the  regulation,  and  withholding  a  regulation 
had  virtually  the  same  constitutional  effect  as  a  veto. 

Secretary  CiSNEROS.  Well,  I  don't  buy  that,  and  please  know  we 
are  doing  everything  we  can  on  those  we  like  and  those  we  don't 
like.  Those  that  are  going  to  get  us  in  some  hot  water  with  particu- 
lar constituencies  or  not,  we  are  moving  them  to  try  to  affect  the 
intent  of  the  Congress. 

On  the  predisposition  to  the  poor,  I  don't  apologize  for  that.  In 
fact,  I  stated  it  exactly  as  such,  a  predisposition  toward  the  poor 
at  our  Department.  It  is  a  philosophy  that  has  guided  our  work 
since  the  beginning.  Our  homeless  initiatives,  our  public  housing. 
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our  fair  housing,  they  all  put  the  Department  as  advocate  for  those 
Americans  who  are  the  most  disadvantaged. 

But  I  do  believe  it  is  important  where  possible,  and  our  home- 
ownership  and  housing  responsibilities  require  this,  that  we  extend 
our  programs  to  the  middle  class.  When  the  Department  was 
founded  in  the  mid-1960's,  it  was  viewed  as  the  Housing  Depart- 
ment with  the  housing  obligations  for  the  whole  of  American  hous- 
ing production,  affordable  production,  homeownership.  It  is  a  role 
that  I  want  the  Department  to  reclaim.  And  so  we  are  working 
hard  at  that. 

Those  are  my  responses  to  your  points. 

Mr.  Frank.  I  just  ask  unanimous  consent,  Mr.  Chairman,  to  put 
into  the  record  two  charts  that  the  Council  of  Large  Public  Housing 
Authorities  took  from  HUD  documents,  which  show  what  I  think 
is  the  case,  which  is  that  the  pipeline  is  in  fact  not  a  continuing 
problem,  it  is  being  drawn  down  on  a  regular  basis,  and  I  think 
they  argued  for  continued  level  funding. 

Secretary  CiSNEROS.  What  you  say.  Congressman,  is  correct.  Let 
me  just  say,  the  way  you  have  to  look  at  tnis  from  my  standpoint, 
that  is  to  say  the  dilemma  that  I  am  confronted  with,  is  given  that 
that  is  true,  where  do  I  get  the  money,  $400  million,  to  offset  the 
difference  in  modernization? 

Does  it  come  from  the  homeless  programs  or  does  it  come  from 
fair  housing  or  does  it  come  from  an  FHA  initiative  that  is  already 
stretched  to  the  max,  preservation  or  something? 

Does  it  come  from  CDBG? 

You  know,  where  do  I  get  $400  million?  And  that  is  the  context 
in  which  I  have  to  work  at  this. 

Chairman  Gonzalez.  Without  objection,  the  gentleman's  request 
is  so  ordered. 

[The  charts  referred  to  can  be  found  in  the  appendix.] 

Mr.  Roth. 

Mr.  Roth.  Thank  you,  Mr.  Chairman. 

Mr.  Secretary,  it  is  nice  to  be  with  you  this  morning.  I  wish  I 
could  have  been  here  for  the  entire  hearing,  but  we  have  three  dif- 
ferent markups  this  morning. 

But  I  want  to  come  here  oasically  to  add,  just  to  build  on  what 
Mr.  Frank  had  mentioned  before  about  people  in  homeless  shelters 
should  be,  you  know,  safe  and  so  on.  And  that  is  true.  But  by  the 
same  token,  we  also  realize  you  can't  have  a  policeman  on  every 
comer,  in  every  lobby  in  the  country. 

You  are  going  to  be  attending  a  conference,  I  am  told,  on  St. 
Patrick's  Day,  you  are  going  to  be  at  Marquette  University  in 
Milwaukee? 

Secretary  CiSNEROS.  I  think  that  is  right,  yes,  sir. 

Mr.  Roth.  And,  Mr.  Secretary,  I  commend  that  program  to  you, 
because  basically,  I  think,  you  can't  do  it  all.  You  can't  be  like  Atlas 
and  have  the  entire  globe  on  your  shoulders.  I  think  other  people 
have  to  help  correct  many  of  these  programs. 

And  I  commend  this  experience  at  Marquette  to  you  very  highly. 
I  have  been  there  and  I  have  seen  what  has  happened  and  I  wish 
I  could  be  there  to  roll  out  the  red  carpet  for  you  when  they  take 
up  the  Urban  Initiatives  Conference  where  you  are  going  to  be. 
Arid  this  is  a  3-day  forum  for  those  who  really  play  an  integral  part 
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in  revitalizing  America's  cities.  We  want  to  showcase  what  Mar- 
quette has  done  to  rehabilitate  Avenues  West,  a  100-block  area 
around  the  university. 

Mr.  Secretary,  if  you  could  have  seen  that  area  before  and  see 
it  now,  I  think  that  you  would  be  very,  very  impressed  and 

Secretary  CiSNEROS.  It  is  around  Marquette? 

Mr.  Roth.  That  is  right  around  Marquette,  and  you  are  going  to 
be  there.  The  point  I  want  to  make  here  is  that  in  order  for  you, 
I  think,  to  do  your  job,  it  is  going  to  take  more  than  the  govern- 
ment, more  than  the  HUD  agencv,  quite  franklv.  I  think  it  is  going 
to  take,  if  we  could  use  the  word  "value,"  you  know,  the  President 
used  it  in  the  State  of  the  Union  Message,  I  think  we  have  to  go 
back  to  that.  That  is  a  question  I  want  to  pose  to  you,  how  are  we 
going  to  do  that?  How  do  you  feel  about  that? 

Now,  Mr.  Secretary,  Wisconsin  leads  the  Nation  in  many  ways, 
especially  with  respect  to  the  financial  services  industry.  And  Wis- 
consin leads  the  Nation  in  its  community  reinvestment  record  in 
low-income  areas.  And  so  I  urge  you  to  look  at  Wisconsin's  experi- 
ence when  you  reinvent  HUD.  And  in  your  letter  of  March  26,  1993 
to  me,  you  said  that  you  are  moving  ahead — to  quote:  "We  are  mov- 
ing ahead  in  our  effort  to  transform  the  way  HUD  does  business, 
not  just  to  streamline  but  to  rethink  our  mission  and  purpose."  So 
I  commend  you  in  that  area. 

I  want  to  ask  you  the  question  about  values  and  how  you  are 
looking  at  changing  the  societies — the  changes  you  have  to  make. 

Secretary  CiSNEROS.  No,  Congressman  Roth,  but  many  of  the 
problems  that  we  deal  with  from  urban  poverty  to  crime  cannot  be 
dealt  with  by  programs,  cannot  be  budgeted,  but  require  new  ac- 
ceptance of  personal  responsibility  by  individuals,  families,  church- 
es, and  neighborhoods  across  the  country.  I  think  the  potential  is 
there  to  see  that  proprietary  acceptance  of  responsibility  in  commu- 
nities across  the  country,  but  it  doesn't  absolve  us  from  doing  our 
part,  which  is  to  create  decent  settings  in  which  people  can  live, 
to  provide  them  a  measure  of  safety  and  security,  hence  a  program 
like  our  Operation  Safe  Home  to  try  to  make  it  possible  for  people 
to  live  in  public  housing  without  having  to  worry  about  the  drug 
dealers  that  have  taken  over  their  hallways  ana  stairwells.  So  it 
is  a  partnership. 

But  I  do  believe  you  are  right  and  the  President  has  spoken  to 
this  repeatedly  in  recent  months,  that  we  are  in  an  era  in  which 
individuals  must  accept  a  greater  responsibility  because  there  is 
just  no  way  that  we  in  government  with  our  limited  resources  can 
touch  lives  and  communities  as  we  would  like. 

Mr.  Roth.  I  had  some  38  town  hall  meetings  since  the  beginning 
of  the  year,  and  we  have  had  record  turnouts.  And  it  is  amazing 
how  often  this  comes  back  like  a  theme  in  a  symphony,  when  peo- 
ple get  up  and  say,  hey,  we  have  got  to  take  responsibility.  I  think 
the  people  have  come  to  the  conclusion  that  the  government  is  not 
going  to  resolve  the  problems,  that  people  have  to  get  involved.  And 
quite  frankly,  it  is  encouraging  for  me  to  hear  that. 

Secretary  Cisneros.  The  overarching  theme  of  our  work  at  HUD 
will  be  this  concept  of  creating  a  platform,  a  base,  and  then  work- 
ing with  people  to  move  them  along  a  ladder  of  opportunity.  And 
that  requires  from  that  base  that  is  provided,  whether  it  is  public 
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housing  or  a  housing  shelter  or  treatment  or  whatever  the  base  is, 
whatever  the  platform  that  we  provide,  people  will  have  to  take 
steps  on  their  own  to  get  to  a  better  life. 

Mr.  Roth.  Thank  you,  Mr.  Chairman. 

Chairman  Gonzalez.  Thank  you. 

Well,  thank  you  very  much,  Mr.  Secretary.  You  have  been  most 
patient  and  your  presentation  is  excellent  and  most  helpful  to  us. 

Secretary  CiSNEROS.  Thank  you  very  much. 

Chairman  Gonzalez.  And  we  will  be,  of  course,  in  continuing 
contact  with  you  as  we  go  into  the  months  of  March  and  April.  And 
we  hope  to  have  action  by  the  following  month  out  of  the  sub- 
committee, full  committee,  and  the  House. 

Secretary  CiSNEROS.  Thank  you  very  much,  Mr.  Chairman. 

Chairman  Gonzalez.  So  thank  you  very  much.  Thank  you,  sir, 
and  your  staffs. 

We  have  two  more  witnesses,  and  I  want  to  thank  them  in  ad- 
vance for  their  patience.  They  have  been  here  all  morning. 

Mr.  Richard  C.  Gentry,  the  executive  director  of  the  Richmond 
Redevelopment  and  Housing  Authority  of  Richmond,  Virginia,  will 
speak  here  on  behalf  of  the  National  Association  of  Housing  and 
Redevelopment  Officials;  and  Mr.  Moises  Loza,  whom  I  mentioned 
earlier,  who  is  the  executive  director  of  the  Housing  Assistance 
Council  based  here  in  DC. 

Thank  you  again,  gentlemen,  as  I  said  earlier  for  your  patience. 

But  without  any  further  ado,  we  will  recognize  you  first,  Mr. 
Gentry. 

STATEMENT  OF  RICHARD  C.  GENTRY,  EXECUTIVE  DIRECTOR, 
RICHMOND  REDEVELOPMENT  AND  HOUSING  AUTHORITY, 
RICHMOND,  VA,  ON  BEHALF  OF  THE  NATIONAL  ASSOCIA- 
TION OF  HOUSING  AND  REDEVELOPMENT  OFFICIALS 

Mr.  Gentry.  Thank  you,  Mr.  Chairman,  for  the  opportunity  to  be 
here  today.  My  name  is  Richard  C.  Gentry  and  I  am  the  executive 
director  of  the  Richmond  Redevelopment  and  Housing  Authority  in 
Richmond,  Virginia.  I  am  also  the  senior  vice  president  of  the  Na- 
tional Association  of  Housing  and  Redevelopment  Officials,  on 
whose  behalf  I  am  testifying. 

There  is  a  written  statement  for  the  record  and  I  will  not  try  to 
go  back  through  all  of  that.  But  what  I  would  like  to  do  is  spend 
a  couple  of  minutes  just  hitting  some  highlights  from  that 
testimony. 

Chairman  GrONZALEZ.  Yes,  sir. 

I  wanted  to  thank  you  for  that,  because  we  have  had  it  and 
looked  it  over.  And  it  will  be  in  the  record,  printed  as  you  gave  it 
to  us. 

You  may  proceed,  sir. 

Mr.  Gentry.  And  I  would  be  glad  to  respond  to  any  questions 
you  may  have  at  the  end  of  these  few  comments. 

As  you  well  know,  the  NAHRO  legislative  agenda  for  this  year 
proposes  a  number  of  modifications  to  HUD  programs.  Those  in- 
clude the  following  general  areas:  Rent  reform  for  both  public  hous- 
ing and  section  8  renters;  regulatory  relief  for  local  housing  agen- 
cies; a  merged  Section  8  Program;  crime  grants  for  all  housing  au- 
thorities with  HUD-approved  plans  and  demonstrated  need;  public 
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housing  operating  subsidy  revision;  public  housing  modernization 
formula  revision;  restoration  of  the  Consolidated  Supply  Program; 
extension  of  the  lead  paint  testing  deadline  in  public  housing;  and 
a  number  of  other  recommendations  that  we  would  make  to  you. 

Two  of  these  in  particular  I  would  like  to  reference  just  in  pass- 
ing. One  is  the  issue  of  rent  reform.  And  we  in  the  industry  are 
extremely  pleased  that  both  HUD  and  the  Congress  have  embraced 
the  concept  of  rent  reform  for  public  housing  residents.  This  would 
reward  work,  encourage  income  mix  within  low-income  develop- 
ments, and  enable  families  ultimately  to  move  up  and  out  of  public 
housing  which,  after  all,  is  the  eventual  goal. 

NAHRO  would  go  a  step  further  and  include  rent  reform  for  sec- 
tion 8  residents  as  well.  After  all,  the  section  8  residents  are  from 
the  same  income  group  as  those  people  living  in  public  housing  and 
should  have  the  same  incentives  to  gain  job  training  and 
employment. 

Not  proposed  by  HUD,  nor  included  in  your  bill  at  this  point,  Mr. 
Chairman,  is  the  issue  of  regulatory  relief  for  local  housing  agen- 
cies. You  may  recall  that  when  I  testified  last  summer  before  this 
subcommittee  on  reforms  of  the  Public  Housing  Development  Pro- 
gram, I  displayed  for  you  an  8-foot  chart.  It  took  three  of  my  em- 
ployees to  hold  it  up  to  give  it  proper  viewing,  of  the  steps  that  a 
housing  authority  has  to  take  to  acquire  an  existing  piece  of  prop- 
erty from  HUD. 

We  in  Richmond  are  actively  involved  in  trying  to  acquire  FHA- 
repossessed  units  for  public  housing,  rather  than  build  new  prop- 
erties. And  the  problem  from  our  standpoint  is  not  the  FHA  dis- 
position process,  it  is  the  HUD  public  housing  acquisition  process, 
which  believe  it  or  not,  requires  a  266-day  process  to  acquire  a  sin- 
gle unit  from  HUD. 

We  believe  that  what  we  have  displayed  to  you  last  summer  is 
symptomatic  of  the  micromanagement  by  HUD  fi-om  which  local 
housing  authorities  seek  relief  Our  proclaimer  process,  we  believe, 
would  significantly  unburden  not  only  housing  authorities  but  also 
HUD  from  an  onerous  oversight  process  which  delays  program  re- 
sults and  does  little  to  safeguard  the  taxpayers'  investment. 

While  we  at  NAHRO  are  pleased  that  the  bottom  line  of  HUD 
for  the  1995  budget  is  $1  billion  more  than  the  current  fiscal  year, 
we  are  shocked  at  the  shortchanging  of  public  housing  programs 
contained  in  that  HUD  budget.  With  the  exception  of  Indian  Public 
Housing  and  Drug  Elimination  Grants  which  hold  steady  at  this 
year's  level,  all  other  public  housing  accounts  are  reduced. 

We  are  particularly  concerned  with  the  proposed  reduction  of 
public  housing  operating  subsidies  and  modernization.  Without  ac- 
counting for  inflation,  the  proposed  budget  for  operating  subsidies 
is  at  least  $268  million  below  the  need.  And  will  be  less  than  84 
percent  of  full  formula  funding  under  the  Performance  Funding 
System,  which  was  created  by  the  Congress. 

Modernization  would  be  cut  14  percent,  and  a  new  $85  million 
earmark  proposed  would  lop  off  even  more  money  for  a  new 
program. 

Your  bill,  Mr.  Chairman,  on  the  other  hand,  rightfully  recognizes 
the  need  to  fully  fund  PFS  and  provides  $2.7  billion  for  operating 
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subsidies  and  $3.3  billion  for  Public  Housing  Modernization,  and 
we  thank  you  for  that. 

Additionally,  HUD  proposes  to  slash  Public  Housing  Develop- 
ment and  Acquisition  by  some  31  percent,  down  to  what  we  believe 
is  an  insignificant  level  of  some  1,754  units  for  the  entire  country. 
There  are  more  than  1  million  families  and  seniors  on  waiting  lists 
currently  nationwide  for  this  permanently  affordable  low-rent  hous- 
ing. They  are  doubled  up,  tripled  up,  split  up,  and  homeless,  while 
they  wait  for  a  decent  place  to  live. 

And  we  commend  you,  Mr.  Chairman,  and  this  subcommittee,  for 
being  the  champion  of  the  Public  Housing  Development  and  Acqui- 
sition Program  and  your  bill  would  fund  this  program  at  a  level 
which  would  enable  us  to  continue  to  provide  low-rent  housing  at 
a  minimum  level  of  some  7,400  units  per  year. 

NAHRO  has  consistently  indicated  to  the  Congress  and  the  ad- 
ministration that  new  programs  must  be  funded  with  new  money. 
Yet,  the  HUD  budget  proposes  even  more  set-asides  within  current 
accounts  to  fund  new  programs. 

By  NAHRO's  count,  HUD  is  proposing  some  12  new  programs  to 
be  authorized  at  a  total  cost  of  some  $3.1  billion.  In  another  time, 
with  the  Federal  deficit  under  control  and  more  generous  HUD 
budget  authority,  many  of  us  would  be  jumping  for  joy  at  these 
prospects.  But  the  cold,  hard  facts  of  life  are  that  these  program 
proposals,  if  enacted,  are  certain  to  eat  into  the  funding  of  current 
proven  programs. 

As  I  have  heard  Secretary  Cisneros  say  a  number  of  times,  the 
great  majority  of  the  public  housing  authorities  in  this  country,  the 
public  housing  programs,  are  well  managed,  are  well  operated.  We 
are  blemished  by  the  high-profile  problems  of  a  number  of  our 
agencies,  but  most  of  us  run  good,  decent  programs,  and  it  doesn't 
make  sense  to  enact  cuts  at  our  expense. 

Further  set-asides,  earmarks,  and  reductions  of  current  programs 
are  the  only  way  to  pay  for  new  initiatives,  as  we  all  know.  And 
that,  Mr.  Chairman,  and  the  members  of  the  subcommittee,  is  sim- 
ply unacceptable  to  us. 

It  is  particularly  ironic  that  HUD  proposes  more  than  $3  billion 
in  new  programs  at  the  same  time  it  cuts  public  housing  by  $1.4 
billion,  provides  for  no  one-for-one  replacements  in  public  housing, 
lops  off  some  $200  million  in  CDBG  through  an  earmark,  cuts 
HOME  monies  by  some  $275  million,  and  effectively  adds  only 
45,000  net  new  section  8  units  to  the  Nation's  housing  supply. 

The  U.S.  Advisory  Commission  on  Intergovernmental  Relations 
has  reported  lately  that  the  Federal  aid  system  has  some  506 
microgrants  to  localities,  at  least  in  the  year  1992.  Of  a  total  of  553 
Federal  aid  grants,  these  microgrants,  506  out  of  553  programs, 
consume  only  10  percent  of  the  Federal  aid  money  going  into  local- 
ities, while  requiring  inordinate  personnel  costs  and  paperwork  to 
administer  from  both  the  Federal  level  and  to  compete  for  from  the 
local  level. 

An  ACIR  member  was  quoted  as  saying,  and  I  believe  it  was 
Mayor  Rendell  from  Philadelphia:  "That  money  is  tight,  but  the 
peewee  grants  still  breed  like  rabbits — while  Federal  aid  to  local 
governments  has  declined  steeply  since  1978,  special  interests  and 
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Federal  micromanagers  have  tightened  their  grip  in  dividing  up 
the  pie.  Federal  help  of  this  sort  is  counterproductive." 

And  I  would  maintain  to  you,  Mr.  Chairman,  and  to  the  sub- 
committee, that  the  proliferation  of  small  microprograms  is  not 
what  we  need.  What  we  need  is  predictable  standard  funding  for 
many  of  the  programs  that  have  worked  successfully  for  many, 
many  years. 

With  the  exception  of  the  McKinney  Block  Grant  proposal  and 
the  use  of  UDAG  recaptures  for  loan-loss  reserves  and  bridge  loans 
under  the  section  108  loan  guarantees,  the  new  programs  that 
HUD  has  proposed  today  are  new  to  NAHRO  and  many  of  the 
other  public  interest  groups  as  well.  I  will,  therefore,  this  morning 
reserve  judgment  on  them  until  we  have  seen  the  specifics  of  legis- 
lative language,  but  I  would  point  out  the  apparent  problems  and 
dangers  of  going  to  new  programs  at  the  expense  of  existing  proven 
programs. 

Just  lately,  the  HUD  inspector  general  has  identified  that  the 
proliferation  of  progn^ams  coupled  with  the  decline  in  HUD  staffing 
is  a  major  part  of  the  material  weakness  which  is  identified  in  the 
performance  of  the  Department  of  Housing  and  Urban  Develop- 
ment. We  maintain  that  we  all  need  to  proceed  cautiously  here  as 
we  seek  to  reinvent  HUD  and  ourselves  and  develop  creative  ap- 
proaches to  stretch  HUD  resources  further  and  to  achieve  the  most 
return  on  this  crucial  Federal  investment.  We  would  not  want  to 
see  existing  programs  hurt  with  the  problems  of  new  programs. 

Thank  you,  sir. 

[The  prepared  statement  of  Mr.  Gentry  can  be  found  in  the 
appendix.] 

Chairman  Gonzalez.  Thank  you  very  much,  Mr.  Gentry,  and 
also  again  for  the  statement  you  gave  us  in  writing. 

Mr.  Loza,  thank  you  again. 

STATEMENT  OF  MOISES  LOZA,  EXECUTIVE  DIRECTOR, 
HOUSING  ASSISTANCE  COUNCIL 

Mr.  Loza.  Thank  you,  Mr.  Chairman. 

Good  morning,  Mr.  Chairman,  and  members  of  the  subcommit- 
tee. My  name  is  Moises  Loza.  I  head  a  corporation  which  works  to 
improve  rural  housing  for  low-income  Americans. 

Before  anything  else,  I  would  like  to  thank  you,  Mr.  Chairman, 
and  members  of  the  subcommittee,  for  this  opportunity  to  comment 
on  H.R.  3838.  This  particular  bill  is  going  to  be  a  major,  major  in- 
gredient in  the  mix  as  we  look  to  housing  assistance,  what  is  avail- 
able and  how  it  is  available  in  the  next  several  years.  With  an  ac- 
tivist leader  at  HUD  and  with  an  ongoing  reorganization  at  the  De- 
partment of  Agriculture,  it  is  going  to  be  very  interesting  to  see 
where  all  this  leads  us. 

We  think  that  H.R.  3838  is  an  excellent  start,  Mr.  Chairman, 
and  we  are  very  pleased  overall  with  what  you  and  your  staff  have 
done  with  this  particular  bill. 

My  comments  are  obviously  directed  toward  the  rural  portions  of 
the  bill.  First,  I  would  like  to  comment  on  Title  V,  which  are  the 
programs  administered  by  the  Farmers  Home  Administration.  We 
think  that  the  spending  levels  you  have  authorized  are  fairly  ade- 


43 

quate.  We  also  are  pleased  that  you  have  decided  to  permanently 
authorize  the  Section  515  Rental  Housing  Program. 

Before  commenting  on  other  specifics,  Mr.  Chairman,  there  is  an 
issue  that  while  not  in  your  bill,  I  think  that  this  subcommittee 
needs  to  concern  itself  with.  The  administration  proposes  to  in- 
crease from  20  to  30  percent  the  proportion  of  income  that  Farmers 
Home,  section  502  borrowers  will  have  to  pay  for  their  principal, 
interest,  taxes,  and  insurance. 

Our  initial  analysis  indicates  that  the  result  would  be  a  dramatic 
shift  upward  in  the  level  of  family  incomes  needed  to  participate 
in  this  particular  program.  With  utilities  and  maintenance  in- 
cluded, those  currently  participating  in  the  program  would  see 
their  shelter  costs  increase  40  to  50  percent. 

In  trying  to  understand  the  administration's  rationale  for  this 
proposal,  we  understand  that  one,  it  is  an  intent  to  save  the  gov- 
ernment money.  The  other  thing  we  understand  is  that  there 
seems  to  be  the  mistaken  impression  that  the  502  Program  needs 
to  be  made  equivalent  with  the  rental  assistance  programs  of  the 
government.  When  utilities  and  maintenance  expenses  are  added  to 
the  502  Homeownership  Program,  in  fact,  families  already  pay  30 
percent  and  more  of  their  income  for  housing.  If  the  costs  for  prin- 
cipal, interest,  taxes  and  insurance  are  increased  to  30  percent  of 
family  incomes,  we  are  afraid  that,  where  the  government  proposes 
to  save  money,  it  may  be  seeing  some  severe  losses  because  the 
costs  that  the  families  would  now  have  to  bear  would  go  up 
dramatically. 

We  can  provide  later  to  this  subcommittee  some  more  specific 
analysis.  For  example,  we  took  a  family  in  Mississippi  and  found 
that  a  502  borrower  there,  this  is  an  existing  borrower,  who  would 
have  to  pay  30  percent  of  his  income,  would  have  $2,900  left  for 
other  expenses  after  having  his  costs  raised  for  housing;  $2,900  is 
not  a  lot  for  a  family  of  4  to  cover  transportation,  food,  clothing, 
medicine,  and  other  kinds  of  expenses. 

So  we  raise  this,  Mr.  Chairman,  not  because  it  is  in  H.R.  3838, 
but  we  do  think  it  is  an  issue  that  we  hope  this  subcommittee  will 
pay  some  attention  to.  We  think  it  is  very  serious.  We  propose  to 
continue  to  do  some  analyses,  take  some  actual  situations  to  tell 
you  the  real  effect  of  this  particular  proposal,  and  then  hope  that 
the  subcommittee  will  address  this  issue. 

We  are  very  pleased  to  see  included  in  the  bill's  title  the  new 
Rural  Housing  Capacity  Demonstration  Program  for  Native  Ameri- 
cans and  Alaskan  Natives.  The  Farmers  Home  Programs  should  be 
a  supplementary  housing  resource  for  the  reservations.  For  years, 
the  Housing  Assistance  Council  has  worked  to  try  to  introduce  the 
Farmers  Home  Administration  programs  on  the  Indian  Reserva- 
tions. They  do  provide  some  resources,  they  do  provide  some  oppor- 
tunities, but  we  have  not  seen  a  lot  of  headway  made  in  this  area. 

In  the  last  3  fiscal  years,  only  six-tenths  of  1  percent  of  the 
Farmers  Home  homeownership  and  home  repair  assistance  has 
gone  to  Native  Americans.  We  think  this  can  increase  and  we  think 
that  this  particular  provision  in  the  bill  can  help  us  do  that.  We 
say  that  with  some  authority. 

For  the  last  couple  of  years,  we  have  run  a  demonstration  pro- 
gram on  four  reservations  in  the  Midwest.  We  have  had  some  fund- 
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ing  from  the  Northwest  Area  Foundation.  By  bringing  together  the 
tribal  leaders,  the  housing  authorities  on  the  reservation,  the 
Farmers  Home  Administration,  and  by  employing  some  of  the  trib- 
al members,  we  have  been  able  to  develop  well  over  150  applica- 
tions for  Native  Americans  to  improve  their  housing. 

The  experiment  or  the  demonstration  that  has  been  funded  by 
the  Northwest  Area  Foundation  will  continue  for  another  2  years. 
What  we  hope  is  that  this  particular  provision  will  give  us  an  op- 
portunity to  expand  that  particular  demonstration  and  make  Farm- 
ers Home  Administration  housing  programs  available  to  a  larger 
population  in  the  Indian  community. 

Let  me  mention  the  underserved  areas,  Mr.  Chairman.  We  are 
very  pleased  that  you  have  agreed  to  extend  in  your  bill  the  des- 
ignation of  underserved  areas.  We  have  seen  this  program  grow 
slowly.  We  have  seen  some  real  success.  The  purpose  was  to  des- 
ignate those  areas  where  traditionally  there  had  been  no  assistance 
delivered,  where  there  was  high  poverty,  high  unemployment,  and 
high  rates  of  substandard  housing. 

We  also  found,  however,  that  1  year's  designation  really  was  not 
enough.  It  takes  a  while  to  develop  capacity  in  those  communities. 
In  addition  to  that,  by  the  time  Farmers  Home  designated  the  com- 
munities and  made  tne  set-asides  available,  a  good  part  of  the  fis- 
cal year  had  elapsed.  By  increasing  the  time  of  the  designation  to 
2  years,  and  3  years  on  reservations,  we  think  that  we  can  make 
this  particular  program  more  successful. 

Let  me  make  a  couple  of  comments  on  the  HUD  Programs,  Mr. 
Chairman.  First  of  all,  we  have  all  seen  the  activism  and  the  en- 
ergy and  the  initiatives  taken  by  Secretary  Cisneros.  In  fact,  the 
Secretary  has  established  a  Special  Actions  Office  that  looks  par- 
ticularly at  colonias,  farmworkers,  and  rural  housing,  and  for  the 
first  time  people  within  the  Department  carry  that  as  their  main 
responsibility.  They  have  been  going  around  the  country  talking  up 
and  trying  to  get  more  involvement  and  more  resources  into  those 
communities.  We  are  very,  very  encouraged  by  all  of  that. 

The  administration's  proposal  for  1995  proposes  a  $100  milHon 
appropriation  for  work  in  the  colonias,  and  again  we  think  that 
that  is  very,  very  encouraging.  We  support,  consistent  with  that, 
the  provision  in  your  bill,  Mr.  Chairman,  that  would  amend  section 
10  of  the  Housing  and  Community  Development  Act  to  include 
colonias  activities,  and  also  to  reauthorize  the  set-asides  of  the 
CDBG  money  to  go  to  colonias.  We  have  seen  that  set-aside  work 
well  in  some  States  and  not  at  all  in  other  States.  We  expect  that 
with  the  Secretary's  leadership  and  maybe  with  some  time,  that 
will  turn  around  and  we  will  see  additional  activity. 

We  think  that  with  the  administration's  additional  $100  million, 
more  flexible  money  can  go  to  colonias,  and  we  may  begin  to  see 
more  activity  and  better  results  than  we  have  seen  thus  far. 

On  the  Homelessness  Program,  again  we  are  happy  to  see  the 
rural  homeless  grant  as  one  of  your  provisions.  We  understand  that 
HUD  presently  is  thinking  of  setting  aside  25  percent  of  its  home- 
less money  to  non-Metro  areas.  One  of  the  reasons  we  think  that 
having  your  particular  provision  in  the  bill  is  important  is  that  the 
set-aside  of  the  money  to  non-Metro  areas  does  not  guarantee  that 
those  funds  go  to  very  small  communities. 
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In  my  testimony  I  mention  that  from  1987  to  1991,  only  2  per- 
cent of  all  the  supportive  housing  for  the  Homeless  Program  funds 
went  to  non-Metro  communities  with  populations  of  less  than 
20,000.  The  provision  in  your  bill  specifically  targets  and  des- 
ignates very  small  communities  for  assistance.  Unfortunately,  we 
think  that  unless  those  things  are  done,  that  the  non-Metro  por- 
tions or  allocations  end  up  in  the  larger  communities,  and  in  fact 
it  is  in  the  smaller,  more  isolated  communities,  where  the  need  is 
greater.  And  it  is  much,  much  more  difficult  to  affect  some  change 
there. 

To  conclude,  Mr.  Chairman,  I'd  like  to  say  that  we  believe  that 
the  proposed  act  will  help  meet  much  of  tne  need  for  affordable 
housing  in  our  country,  rural  and  urban.  And  I  would  like  to  reit- 
erate that  we  support  and  are  very  grateful  to  you  and  to  the  sub- 
committee's efforts  in  this  bill  and  elsewhere  on  behalf  of  low- 
income  and  community  development. 

Thank  you,  Mr.  Chairman. 

[The  prepared  statement  of  Mr.  Loza  can  be  found  in  the 
appendix.] 

Chairman  Gonzalez.  Well,  once  again,  I  want  to  express  grati- 
tude in  the  name  of  the  subcommittee. 

Over  the  course  of  the  years,  since  I  became  chairman,  you  have 
contributed  greatly. 

You  commented  on  section  502,  which  was  one  of  the  matters 
that  I  had  wanted  to  discuss,  concerning  the  impact  of  the  increase 
in  the  borrower's  share  to  30  percent. 

But  again,  we  go  back  to  that  amendment,  in  1987  I  believe, 
where  we. had  that  definition  applied  to  people  on  very  low  income. 
So  I  guess  you  anticipate  that  this  would  have  some  impact  on 
FmHA's  ability  to  meet  its  needs  with  respect  to  the  very  low 

Mr.  Loza.  Yes. 

Chairman  Gonzalez.  I  don't  know  if  you  remember  the  big  dis- 
cussion and  the  flap  that  ensued  in  interpreting  that.  How  some 
State  administrators,  in  the  allocation  of  the  funds  through  the 
State,  began  to  interpret  it  in  a  way  that  greatly  narrowed  it.  So 
I  don't  know  if  you  wish  to  expand  on  that  now,  or  have  us  wait 
to  hear  from  you. 

Mr.  Loza.  Well,  if  I  may  comment  very  briefly,  Mr.  Chairman. 
The  Farmers  Home  Administration  is  required  to  set  aside  40  per- 
cent of  its  homeownership  money  to  very  low-income  families.  And, 
in  fact,  that  program  has  taken  off  slowly,  but  it  has  begun  to  see 
some  results. 

Presently,  the  agency  looks  at  a  family's  budget  to  see  whether 
in  fact  it  can  qualify,  and  also  whether  it  can  handle,  from  a  budg- 
et standpoint,  a  homeownership  loan.  We  have  begun  to  see  more 
and  more  of  the  40  percent  of  very  low-income  money  being  spent 
by  most  of  the  States.  There  is  also  a  proposal  by  Farmers  Home 
to  go  to  a  formula  where  if  you,  with  certain  percentage  of  vour  in- 
come, can  meet  certain  costs,  then  you  are  qualified  for  a  loan.  So 
that  now  we  have  a  more  subjective  and  we  may  go  to  a  more  ob- 
jective sort  of  standpoint. 

Our  concern,  and  as  I  say,  we  are  trying  to  fine  tune  some  of  our 
analyses,  is  that  under  a  budget  approach,  when  a  person  review- 
ing a  budget  sees  that,  as  I  said  in  this  particular  case  in  Mis- 
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sissippi,  there  is  only  $2,900  left,  anyone  making  a  responsible  loan 
would  say  you  can't  handle  this.  If  we  go  to  a  formula,  I  think  we 
are  going  to  find  ourselves  with  the  same  result,  that  the  percent- 
age of  money  that  goes  for  housing  is  because  there  is  some  theory 
or  some  experience  that  that  leaves  some  amounts  of  money  for 
other  costs. 

But  whether  this  is  done  by  formula,  whether  an  objective  or  a 
subjective  basis,  in  fact  this  is  going  to  leave  very,  very  little  money 
for  other  costs.  And  I  think  we  put  families  in  situations  where 
they  just  can't  afford  the  housing. 

There  are  many  families  now  who  are  in  the  program,  and  as  we 
understand  it,  the  proposal  would  also  apply  to  families  who  are 
present  borrowers,  so  we  are  going  to  see  dramatic  shifts  upward 
of  the  cost  per  housing  and  we  have  to  worry  about  what  it  does 
for  all  the  other  expenses  they  have  to  bear. 

Chairman  Gonzalez.  I  can  see  and  I  agree  with  you  thoroughly. 
I  have  witnessed  this  time  and  time  again,  and  I  have  said  it  would 
be  very  false  economically  and  very  costly  in  the  long  run. 

Well,  it  looks  as  if  you  are  saving  money,  but  again  I  say  it  is 
false  economy.  And  when  you  get  to  raising  those  income  levels,  it 
is  bothersome. 

But  I  am  really  grateful  that  you  have  given  it  such  thought.  We 
expect  to  continue  to  hear  from  you  as  we  proceed  toward  the 
markup  of  the  bill.  We  want  to  do  it  very  expeditiously  and  on  a 
schedule,  so  you  will  be  hearing  from  us. 

Mr.  Grentry,  thank  you,  again,  and  of  course,  I  recall  your  testi- 
mony. It  was  just  last  year,  wasn't  it? 

Mr.  Gentry.  Last  summer,  yes. 

Chairman  Gonzalez.  Last  summer.  In  fact,  I  still  have  it  in  the 
office.  But  what  further  comments  or  extension  of  your  thinking 
could  you  offer  us  on  this  proposal  to  reduce  the  upper  limit  of  the 
fair  market  rents  to  the  40  percent  percentile  from  the  45  percent? 

It  seems  that  this  would  create  conflicts  with  this  action  and  the 
other  actions  of  the  Department,  in  its  attempt  to  stimulate  or  fos- 
ter economic  and  racial  integration. 

Do  you  see  that  as  a  possible  conflict? 

Mr.  Gentry.  Absolutely.  I  agree  with  you  totally.  NAHRO's  posi- 
tion is  that  reduction  in  the  percentile  of  local  rents  to  which  FMRs 
are  set  would  likely  result  in  the  further  ghettoization  of  section  8 
residents.  It  would  reduce  their  choice.  And  it  flies  in  the  face  of 
the  Department's  professed  interest  in  expanding  housing  choice 
among  section  8  renters. 

As  a  matter  of  fact,  our  position  is  not  only  do  we  not  think  it 
should  be  reduced,  we  think  it  should  be  increased.  We  think  it 
should  go  up  to  where  it  was  in  1985.  And  we  think  it  would  pro- 
vide greater  choice,  greater  opportunity,  and  help  foster  greater  in- 
tegration. So  we  would  agree  with  you  entirely. 

Chairman  Gonzalez.  I  would  certainly  agree  with  the  original 
presentations  by  NAHRO,  and  the  analysis.  I  think  they  have  prov- 
en out  that  the  net  impact  is  as  you  have  described  it. 

Do  you  know  if  estimates  have  been  made  as  to  the  number  of 
families  or  the  statistical  projection  on  the  number  of  families  that 
would  be  served  by  these  reductions? 
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And  on  the  other  hand,  famiHes  that  would  not?  I  guess  you  ex- 
perience it,  but  do  you  know  if  any  statistical  gathering  has  been 
effectuated? 

Mr.  Gentry.  I  am  not  aware  of  one,  sir,  either  from  us  support- 
ing an  increase  in  the  FMR  rate,  nor  from  HUD  supporting  the  de- 
crease. I  think  this  would  relate  to  our  values  and  the  way  we 
want  to  see  the  program  run.  And  from  my  experience  in  operating 
this  program,  not  only  in  Richmond  but  in  Austin,  Texas,  where  I 
was,  as  you  may  recall,  and  Greensboro,  North  Carolina  before 
that,  the  more  opportunity  you  can  provide  residents  to  maximize 
their  choice  in  units  within  the  area  that  the  housing  authority 
serves,  the  better  the  program  works. 

It  makes  it  possible  for  more  landlords  to  participate,  it  makes 
it  possible  for  section  8  certificate  holders  to  live  in  areas  of  town 
they  would  otherwise  be  excluded  from,  and  therefore  helps  to  fos- 
ter not  only  racial  but  economic  integration. 

And  we  think  what  the  administration  is  proposing  is  another 
example  of  false  economy.  It  might  stretch  a  dollar  or  two  more 
now,  but  I  think  in  the  long  term  it  would  not  save  the  government 
money. 

Chairman  Gonzalez.  I  guess  in  the  beginning  of  my  political  ex- 
perience as  an  elected  official  on  the  city  council,  it  was  a  very 
bruising  initial  2  years.  I  won  reelection  as  an  independent  and 
served  1  year  and  then  ran  for  the  Senate,  and  to  the  surprise  of 
everybody,  including  myself,  I  won. 

But  one  of  the  lessons  that  was  forever  impressed  on  me  is  there 
is  really  nothing  new  under  the  Sun.  The  first  time  I  got  elected 
was  the  only  time  I  ran  on  a  ticket.  I  came  in  with  a  crew  that 
wanted  to  bring  our  local  government  under  control,  and  cut  and 
economize. 

And  they  did.  They  slashed  and  they  gutted  and  they  cut.  As  en- 
thusiastic as  I  was,  though,  I  instinctively  reacted  negatively,  so 
that  set  me  apart  from  the  club,  because  we  had  run  on  a  ticket, 
I  found  out  never  again  to  run  on  a  ticket  for  that  reason.  But  I 
discovered  the  after  effect  of  what  was  touted  as  good  economics 
ended  up  costing  the  city  of  San  Antonio  the  total  amount  of  the 
budget  we  had  that  first  year,  $40  million. 

A  few  years  later,  when  a  competent  city  manager  was  hired 
along  with  a  progressive  council,  you  had  an  entirely  different  at- 
mosphere, and  that's  what  it  took  to  repair  the  damage. 

But  I  then  defined  true  economy  by  not  necessarily  cutting,  but 
by  making  sure  that  the  people  got  100  cents'  worth  of  every  gov- 
ernment or  taxpayer  dollar.  If  you  can  get  100  cents'  worth  of  serv- 
ice for  every  dollar,  as  was  intended,  that  was  a  true  economy,  and 
not  just  necessarily  cutting.  It  is  very  hard  to  try  to  express  this 
concept. 

These  are  lessons  you  learn,  and  they  were  like  revelations  at 
the  time.  But  through  the  years  I  have  seen  this,  to  my  amazement 
and  chagrin,  taking  over  in  Congress.  Not  necessarily  only  with  the 
immediate  past  administrations,  but  going  back  some  time. 

I  can  remember  when  Lyndon  Johnson  turned  the  lights  off*  at 
the  White  House  to  economize.  Everybody  knew  he  was  doing  it  in 
spirit,  to  economize,  and  laughed  at  it  realizing  it  was  ridiculous. 
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But,  nevertheless,  we  have  reached  those  points.  The  thing  that 
I  think  is  terrible  is  that  we  have  institutionalized  the  thinking, 
and  as  you  mentioned  a  while  ago,  for  instance,  that  this  also  tends 
to  discourage  the  property  owners  to  get  into  the  program.  I  want- 
ed to  ask  you  one  final  question  or  comment,  and  then  I  will  sub- 
mit some  others  in  writing  for  you.  That  is  that  we  have  had,  or 
at  least  I  have  had,  some  disturbing  reports  about  the  unwilling- 
ness of  landlords  to  participate  in  the  program,  and  that  these 
landlords  or  owners  tend  to  discriminate  against  the  certificate  or 
the  voucher  holders.  The  reason  being  they  seem  to  attach  a  stigma 
to  a  "government  program."  In  fact  we  have  a  report  fi^om  Los 
Angeles  that  this  type  of  discrimination  is  quite  prevalent  and 
aggravating. 

Now,  the  question  is,  what  do  we  do?  Do  we  pass  a  law?  Do  we 
have  to  enact  legislation  to  outlaw  that  kind  of  discrimination  in 
the  use  of  vouchers  and  certificates?  I  don't  know  about  national 
legislation,  maybe  perhaps  locally,  but  we  have  laws  now  that  I 
think  are  fairly  general  in  applicability  that  could  be  utilized. 

But  have  you  had  any  chance  or  has  NAHRO  had  any  reports 
similar  to  these? 

Mr.  Gentry.  I  think  I  could  separate  that  into  two  subissues. 
One  is  that  it  does  occur  more  frequently  than  we  would  prefer, 
that  landlords  will  use  discrimination  against  section  8  holders  as 
a  proxy  discrimination  for  other  illegal  discrimination.  In  other 
words,  it  may  be  an  observation  that  tnis  is  a  way  to  keep  minori- 
ties out  of  a  particular  property.  And  I  think  strengthening  the  fair 
housing  laws  would  be  an  approach  to  deal  with  that. 

That  law  is  already  in  effect.  It  does  work.  And  I  know  the  Sec- 
retary is  proposing  to  increase  focus  on  that.  But  I  think  that  law 
is  in  effect  and  can  work,  where  a  landlord  says  one  thing  but 
really  means  another. 

The  other,  where  there  is  no  currently  illegal  discrimination 
going  on  but  there  is  a  reluctance  by  a  landlord  to  deal  with  the 
Section  8  Program,  has  a  result  on  the  property  market  situation. 
When  we  first  got  the  Section  8  Program  running  in  North  Caro- 
lina in  1975,  1976,  where  the  property  market  was  in  pretty  strong 
shape,  there  was  a  good  deal  of  reluctance.  I  think  it  is  fair  to  sav 
that  a  property  owner  probably  is  not  going  to  want  to  fool  with 
government  unless  he  has  to.  If  he  is  able  to  rent  the  property  in 
the  market  setting  and  not  deal  with  section  8,  he  is  not  going  to. 

On  the  other  hand,  when  I  was  in  Texas  in  late  1987,  as  you  well 
understand,  in  the  middle  of  the  property  bust,  landlords  loved  us. 
They  were  coming  in  the  door  unsolicited. 

I  think  it  is  purely  a  condition  of  the  marketplace.  I  know  in  cur- 
rent situations  where  it  is  still  a  weak  property  market,  like  much 
of  Texas,  Louisiana,  and  Oklahoma,  it  works  very  well.  Whereas  if 
you  go  into  areas  like  New  York  City,  L.A.,  San  Francisco,  where 
there  is  a  very  tight  property  market,  it  is  more  difficult  to  make 
it  work.  And  coming  up  with  a  national  law  that  would  solve  those 
local  market  issues  I  think  would  be  problematic. 

Chairman  GrONZALEZ.  Yes,  sir.  Well,  that  is  a  very  perceptive, 
very  good  observation.  But  we  do  intend  to  look  into  it  from  the 
standpoint  that  you  suggested  in  your  first  discussion  or  is  there 
perhaps  some  way  of  finessing  the  existing  Fair  Housing  Act. 
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Mr.  Gentry.  And  on  that  approach,  it  is  a  simple  technique  for 
market  testers  on  discrimination.  That  is,  if  a  landlord  turns  away 
a  minority  when  it  does  not  turn  away  a  nonminority,  that  is  a 
pretty  clear  indication.  But  when  a  landlord  is  willing  to  take  a  mi- 
nority or  any  other  applicant  until  he  learns  that  person  is  a  cer- 
tificate holder,  that  is  a  different  kind  of  attitude.  I  suspect  that 
landlords  under  the  latter  are  concentrated  in  strong  market  areas. 

Chairman  GONZALEZ.  Yes.  Well,  I  am  sure  you  are  right  from  my 
own  observations.  We  have  been  getting  these  reports  in  a  more 
numerous  and  substantial  number  lately.  But  thank  you  very 
much. 

Mrs.  Roukema. 

Mrs.  Roukema.  Thank  you,  Mr.  Chairman. 

I  want  to  thank  our  panel  here. 

Mr.  Gentry,  you  laid  out  I  think  your  priorities  quite  well.  They 
are  consistent  with  what  I  think  my  priorities  are,  too.  And  I  noted 
that  you  identified  at  least  one — I  don't  know  how  many  more, 
maybe  I  missed  them,  we  will  go  over  the  testimony — other  ways 
of  saving  money  in  deference  to  the  reality  of  the  budget  restraints 
we  are  under. 

You  mentioned  the  proliferation  of  small  microprograms.  I  cer- 
tainly agree  with  that.  There  are  other  reasons  why  we  should  go 
to  more  block  grants  or  either  larger  programs  or  block  grants  that 
give  more  discretion  to  the  local  level  rather  than  categorical 
grants,  and  I  certainly  agree  with  that. 

But  that  is  not  going  to  save  us  the  amount  of  money  that  is  nec- 
essary here  in  terms  of  meeting  the  budget  requirements.  I  as- 
sume, though,  that  you  would,  as  I  have  already  indicated,  put 
your  priority,  of  course,  if  you  are  weighing  the  puolic  housing  ver- 
sus an  extraordinary  increase  in  homelessness  where  the  programs 
have  questionable  returns,  whether  or  not  you  are  not  really  cut- 
ting off — I  mean,  really  adding  to  the  problem.  Would  you  comment 
further  on  that? 

Mr.  Gentry.  Yes,  ma'am.  Public  housing  remains  the  single  larg- 
est resource  for  housing  the  homeless  now.  As  a  matter  of  fact, 
under  the  federally  required  preferences,  we  must  give — we,  local 
housing  authorities,  must  give  preference  to  people  who  are  with- 
out housing. 

Now,  we  also  tend  not  to  house  single  people  unless  they  are  el- 
derly, disabled,  or  handicapped,  so  there  are  some  single  homeless 
individuals  who  might  not  be  served  by  our  programs,  but  a  home- 
less family,  which  is  the  nontraditional  category  that  the  Secretary 
indicated  a  while  ago  has  been  growing  in  recent  years,  we  are  the 
primary  resource  for  that  already. 

And  in  Richmond  we  are  constantly  receiving  referrals  from  the 
Department  of  Social  Services  in  Richmond  on  mothers  and  chil- 
dren who  are  involuntarily  displaced  through  no  fault  of  their  own, 
are  homeless.  They  get  priority  for  admission.  We  are  already 
doing  that.  And  to  go  through  the  false  economy,  reducing  our 
funding,  both  for  Operating  Subsidy  or  for  Modernization  is  going 
to  cause  you  all  some  worse  problems  in  the  future. 

And  I  give  you  a  couple  of  examples.  As  you  both  well  know, 
housing  authorities  are  forbidden  by  law  from  raising  rent  on  ten- 
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ants  to  make  up  for  loss  of  subsidy.  The  rents  are  set  by  law  at 
30  percent  of  income. 

So  we  could  not  make  up  for  loss  of  subsidy  by  raising  rents,  nor 
should  we.  We  serve  some  very  poor  people.  In  Richmond,  Virginia, 
our  average  family  income  is  $7,100  per  family  per  year.  Eighty- 
eight  percent  of  my  clientele  is  on  some  form  of  public  assistance. 
Their  average  rent  is  $125.  This  is  net,  per  month.  Per  family.  This 
is  not  a  clientele  you  would  raise  rent  on  anyway. 

But  what  would  happen  if  operating  subsidies  are  reduced?  Since 
we  cannot  increase  rent  to  make  up  for  it,  we  will  have  to  cut  down 
on  expenses.  Maintenance  is  the  single  largest  area  in  our  budget, 
and  if  we  reduce  spending  on  maintenance,  then  we  reduce  the 
liveability  of  our  properties. 

In  Richmond,  the  Richmond  police  chief  subscribes  to  something 
he  calls  the  broken  window  theory,  and  that  is  if  a  window  is  bro- 
ken on  a  residential  property  for  an  inordinate  amount  of  time,  it 
attracts  crime.  The  criminals,  dope  dealers,  show  up  when  they 
think  nobody  cares.  So  if  we  don't  keep  our  properties  up,  we  are 
adding  a  burden  back  to  our  residents. 

When  I  was  in  Austin,  Texas,  the  police  chief  told  me  the  single 
best  thing  I  could  do  to  help  him  fight  crime  and  drugs  in  the  com- 
munities was  by  maintaining  the  properties.  The  drug  dealers  and 
criminals  are  going  to  go  where  they  think  they  won't  be  bothered. 

If  we  allow  our  public  housing  developments  to  fall  into  decay 
through  some  sort  of  savings  rationale,  we  are  going  to  worsen  the 
plight  of  families  for  housing  and  we  are  going  to  be  back  at  your 
doorstep  in  a  couple  of  years  for  a  program  like  the  Severely  Dis- 
tressed Program  a  couple  of  years  ago,  which  was  caused  by  false 
savings  a  few  years  ago. 

Mrs.  ROUKEMA.  You  alluded  in  here — Mr.  Loza  might  want  to 
comment  as  well — but  you  alluded  to  the  set-asides  for  new  pro- 
grams taking  up  an  inordinate  amount  of  funding  obligations.  One 
of  those  programs  is  the  empowerment  zones,  which  are  for  rural 
as  well  as  urban  areas,  and  I  think  accounts  for  500  million  new 
dollars. 

Would  either  of  you  like  to  comment  on  the  empowerment  zone 
relative  to  your  priorities  as  you  see  them?  You  don't  have  to  if  you 
don't  want  to,  but  it  is  an  obvious  area  for  creation  of  a  new  pro- 
gram, and  it  is  a  considerable  amount  of  money. 

Mr.  GE^^^RY.  It  is  difficult  to  be  too  critical  of  a  new  program 
that  is  only  potential.  Public  housing 

Mrs.  RouKEMA.  Yes,  but  that  is  how  they  all  get  started. 

Mr.  Gentry.  Public  housing  has  been  around  50  years,  and  when 
you  have  been  around  that  long,  warts  are  going  to  show.  I  prefer 
to  talk  about  our  successes. 

You  talk  about  empowerment.  Let  me  give  you  an  example  of 
something  we  have  done  in  Richmond  using  Modernization  monies 
that  has  provided  a  great  deal  of  empowerment  to  public  housing 
residents.  We  used  some  of  our  management  monies  under  Mod- 
ernization some  2  years  ago  to  set  up  a  program  called  the  Rich- 
mond Business  and  Employment  Development  Center  [RBEDC]. 
What  that  is,  is  our  assistance  to  residents  to  create  resident- 
owned  corporations  who  then  do  work  with  us. 
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Not  only  that  way  are  our  residents  employed — and  25  percent 
of  my  work  force,  by  the  way,  either  are  currently  residents  of  pub- 
lic housing  or  were  when  we  hired  them — but  we  set  up  some  cor- 
porations, a  painting  corporation,  a  janitorial  corporation,  a 
grounds  care  corporation,  and  we  have  others  planned,  where  the 
residents  own  those  corporations,  and  then  do  work  back  with  us 
by  contract. 

And  we  have  had  that  in  operation  now  about  2  years.  We  have 
cut  contracts  covering  several  hundred  thousand  dollars.  That  has 
provided  a  great  deal  of  real,  hard  empowerment  to  distinct  human 
beings  who  needed  the  help.  And  that  has  worked  very  well. 

So  any  time  you  look  at  taking  money  away  from  a  program  that 
is  providing  real  benefits  to  something  that  has  the  potential,  of 
course,  you  look  for  new  and  better  ways  of  doing  things,  but  you 
don't  automatically  destroy  something  that  for  the  most  part  is 
working  well  on  the  off  chance  that  something  else  might  be  better. 

Mrs.  RoUKEMA.  Where  did  you  say  you  got  the  capital,  the  in- 
vestment for  that? 

Mr.  Gentry.  Management  improvement  monies  out  of  our  Mod- 
ernization monies.  Currently,  about  10  percent  of  our  Moderniza- 
tion monies  may  be  used  for  management  improvements  or  soft 
side  activities.  And  HUD  has  allowed,  rightly  so,  housing  authori- 
ties to  be  very  creative  in  the  way  we  do  that.  It  can  be  anywhere 
from  turning  around  a  troubled  housing  authority,  as  I  used  that 
money  for  when  I  was  in  Austin,  Texas,  to  resident  empowerment 
activities  as  we  are  using  them  for  in  Richmond,  to  other  type 
activities. 

But  what  it  means  is  that  housing  authorities  currently  have 
within  their  powers,  with  current  funding  vehicles,  to  design  spe- 
cific responses  to  specific  local  issues.  And  it  may  be  that  what 
Richmond  needs  is  not  at  all  what  northern  New  Jersey  needs  or 
what  central  Texas  needs,  but  that  programs  already  have  some 
flexibility,  although  we  would  certainly  advocate  for  more  with  con- 
tinued deregulation.  But  to  automatically  reduce  what  is  already 
there  in  order  to  provide  something  new  that  is  not  tested  and  we 
are  not  sure  of,  doesn't  make  sense. 

Mrs.  RouKEMA.  Mr.  Loza,  do  you  wish  to  comment  from  a  rural 
perspective? 

Mr.  Loza.  I  will  comment  briefly,  Mrs.  Roukema.  The  concept  of 
empowerment  zones  is  not  different  from  what  we  have  argued 
about  regarding  the  reorganization  of  the  Department  of  Agri- 
culture. One  of  the  concepts  is  that  there  are  different  resources 
brought  to  a  particular  area  so  that  it  gets  a  holistic  development 
approach  as  opposed  to  parceling  and  piecing.  As  far  as  that  goes, 
it  is  something  we  think  has  some  merit. 

Like  Mr.  Gentry,  we  are  not  quite  sure  how  it  is  going  to  work. 
From  our  perspective,  rural  areas  needs  aren't  isolated  or  can't  be 
separated.  A  person  needing  housing  also  needs  jobs  and  also  needs 
infrastructure  and  a  hospital  and  a  school  and  all  those  kinds  of 
things. 

And  if  the  empowerment  zones  in  part  address  those  very  needs, 
then  there  is,  I  think,  some  merit  to  the  concept. 
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I  think  we  are,  like  Mr.  Gentry,  worried  that  you  are  going  to 
take  from  somewhere  else  to  do  that,  and  we  just  don't  know  be- 
yond that. 

Mrs.  RouKEMA.  Thank  you,  Mr.  Chairman.  I  have  no  further 
questions. 

Chairman  Gonzalez.  Thank  you. 

Again,  almost  imperceptible  things  have  happened  here.  Origi- 
nally, we  had  a  sort  of  a  dictum  that  if  you  had  a  new  program, 
you  looked  for  new  financing.  We  have  gone  into  this  other 
imperceptively  whereby  now  you  get  a  new  program,  but  as  long 
as  you  are  going  to  shift  the  money  from  somewhere  else,  you  don't 
have  to  worry  about  getting  new  money. 

Well,  that  is  why  I  said  earlier  that  the  concept  that  you  can  rob 
Peter  to  help  Paul  has  ended  up  ironically  in  robbing  both  Peter 
and  Paul. 

Of  course,  it  was  inevitable.  I  noticed  that  around  the  middle  of 
the  1980's,  we  had  a  spending  freeze.  What  we  have  to  do  is  freeze 
the  budget.  I  found  myself  arguing  at  the  table  in  the  caucus,  with 
my  own  majority.  I  was  the  only  one  saying  that  it  didn't  make 
sense  to  me.  The  response  was,  "Well,  you  want  to  be  Don  Qui- 
xote." And  I  answered  that  "I  would  rather  be  Don  Quixote  than 
Sancho  Panza."  It  didn't  help  me,  so  I  found  myself  isolated. 

I  said  I  would  go  along — I  had  to  yield,  of  course,  and  I  always 
do,  because  that  is  the  essence  of  our  governance,  as  representa- 
tives of  the  American  people.  The  majority  rules,  and  it  is  always 
the  social  contract  in  this  arrangement  that  the  lesser  yields  to  the 
greater.  And  when  we  have  a  disturbance  I  will  tell  you  what.  If 
you  will  freeze  births  in  this  country,  I  will  go  along  with  the 
freeze. 

The  point  I  was  trying  to  make  was  they  were  talking  as  if  this 
country  has  suddenly  leveled  off.  It  is  still  dynamic.  It  is  still  a 
growing  country.  We  have  more  people  now  than  we  had  3  years 
ago. 

Mr.  Gentry.  Yes,  we  do. 

Chairman  Gonzalez.  That  means  you  have  to  have  shelter.  No 
matter  where  a  human  lives  on  the  globe,  the  three  indispensable 
necessities  are  food,  shelter,  and  clothing,  which  we  learned  in 
grammar  school,  but  we  seem  to  have  forgotten. 

So  we  went  into  another  phase  with  the  advent  of  Gramm- 
Rudman  and  thought  that  all  of  a  sudden  the  budget  would  be  bal- 
anced. This  was  in  1986.  By  1991,  here  in  this  subcommittee  when 
we  would  have  the  next  shift  and  we  come  in  with  the  Humphrey- 
Hawkins  bill,  and  the  chairman  would  explain  it.  Then  Chairman 
Hawkins  would  ask  me  to  handle  it  in  the  full  House,  and  debate 
the  monetary  aspects  of  the  Hawkins-Humphrey  Report.  I  never 
will  forget  in  March  1986,  the  effective  date  of  the  Gramm- 
Rudman-Hollings  bill. 

Nowadays,  you  don't  hear  anything  about  it.  But  for  many  years 
this  was  an  absolute  sacred  cow.  You  had  to  stick  to  it,  so  they 
said.  On  March  15,  because  of  the  Gramm-Rudman  effectiveness, 
we  were  supposed  to  have  a  $15  billion  reduction  in  the  debt  in  the 
first  quarter.  But  I  got  up  and  pointed  out  that  same  day,  that  it 
was  a  myth,  a  delusion,  because  the  cost  of  servicing  the  debt,  and 
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the  interest,  was  going  to  be  $30  billion,  cancelling  out  the  $15  bil- 
lion and  leaving  us  $15  billion  more  in  the  hole. 

So  here  we  come  to  the  most  vital  section  of  all,  which  is  shelter 
and  community  development.  If  you  are  going  to  have  shelter,  it 
means  you  have  to  have  water,  light,  streets,  schools,  and  all  that 
goes  with  them. 

So  that  has  been  the  whole  basis  of  my  own  individual  approach, 
how  to  encompass  a  more  panoramic  or  holistic  approach.  But  it 
just  looks  like  we'll  have  to  sit  here  and  take  the  hard  lumps.  But 
there  is  no  connection.  There  is  no  connection  between  the  deci- 
sions we  were  making  in  1986  and  the  consequences  now  that  we 
are  still  addressing. 

So  the  whole  Congress,  the  White  House,  and  everybody  else  are 
not  dedicated  to  answering  the  burgeoning  needs  that  are  coming 
from  the  midst  of  our  country.  They  are  great  and  they  are  grow- 
ing, because  we  now  have  forces  over  which  we  no  longer  have  con- 
trol. External  to  our  shores,  no  matter  what  we  do  internally,  we 
are  going  to  be  impacted,  affecting  us  every  day  in  our  standard 
of  living. 

So  we  are  addressing  issues  negatively  to  try  to  make  up  for  the 
problems  that  we  have  created,  and  that  we  have  to  face. 

Our  ideas  to  fight  homelessness  was  like  public  housing  in  the 
beginning.  I  remember  the  first  public  housing  projects  attempted 
to  eliminate  slums.  You  couldn't  build  anywhere  other  than  in  slum 
areas.  You  couldn't  build  on  open  land,  until  the  Housing  Act  of 
1947.  But  it  used  to  be  that  you  had  to  have  one  slum  unit  elimi- 
nated to  build  a  public  housing  unit. 

That  was  because  of  the  Depression,  and  soon  we  had  normalcy. 
I  did  a  study  later  when  I  worked  for  the  public  housing  authority 
in  San  Antonio,  and  found  that  over  90  percent  of  those  families 
that  started  living  on  the  west  side  developments  ended  up  being 
homeowners. 

But  you  had  a  different  type  of  demographic  and  societal  condi- 
tion. The  families  living  during  the  Depression  in  public  housing, 
they  were  broke,  but  they  weren't  poor  in  the  sense  that  they  were 
unified,  they  weren't  broken  up.  Then  with  all  of  the  things  that 
happened  during  the  war,  and  I  could  see  that  nobody  was  paying 
much  attention  to  housing  issues  after  it.  In  order  to  qualify  for 
public  housing  it  almost  seemed  that  you  either  had  to  be  split  up, 
on  relief  or  something  like  that. 

So  how  could  it  not  have  ended  up  the  way  it  did  in  the  1950's, 
1960's,  and  1970's?  So  then  we  had  the  innovations — everything 
from  turnkey  housing  to  vouchers  and  all  have  been  touted  as  a 
way  to  save  us  from  public  housing.  If  you  look  at  the  arguments, 
that  is  what  they  were,  public  housing.  And  you  were  dead  right. 
What  other  program  have  we  had  around  this  country  to  house  the 
very  poor,  being  mainly  the  homeless. 

So  your  observations  here  are  most  welcome,  as  they  are  most 
perceptive.  I  want  to  thank  you  and  the  NAHRO  that  you  rep- 
resent. 

From  1950  to  1953  I  worked  in  the  Expansion  Program  for  public 
housing  in  San  Antonio.  I  was  named  the  Assistant  Director  for 
Land  Acquisition,  Family  Relocation.  And  for  the  first  time  this 
morning.  Marge,  I  heard  Secretary  Cisneros  saying  how  they  were 
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getting  these  agencies  together  in  L.A.  We  had  454  families  that 
we  had  to  relocate  in  San  Antonio  between  1950  and  1953,  and  I 
was  able  to  do  it  without  one  single  eviction  order.  But  we  had  to 
evade  the  old  PHA  regulations,  and  the  way  I  did  it  was  to  talk 
to  the  construction  foreman  that  was  going  to  demolish  it  all  and 
give  him  a  list  of  a  few  of  the  homes  that  were  in  the  middle  of 
dwellings  that  were  lean-tos.  This  is  between  1950  and  1953.  The 
lean-tos  had  dirt  floors,  cardboard  in  some  cases,  and  no  drinking 
water  except  for  a  common  fountain  for  about  a  dozen  families.  Can 
you  imagine  that? 

But,  lo  and  behold,  we  were  able  to  persuade  the  contractor  to 
set  aside  those  that  were  standard.  There  were  some  standard 
homes  by  definition  of  PHA.  But  some  of  these  others,  of  course, 
there  was  nothing  you  could  do  about. 

We  were  able  to  work  with  the  appraiser  also  and  explain  that 
even  though  this  shack  here  may  not  be  anything  compared  to  the 
appraisals  in  this  area,  it  is  shelter. 

Then  we  gave  it  some  basic  value.  Then  for  those  families  that 
had  at  least  $700  based  on  whatever  appraisal  they  had,  it  was  a 
substandard  home,  without  inside  plumbing  or  anything.  But  we 
gave  them  a  chance  to  buy  the  standard  house  at  15  percent  of  its 
appraised  value,  and  with  that  they  had  enough  money  to  find  a 
lot  and  move  it.  Every  one  of  those  454  families  was  relocated  in 
an  entirely  upgraded  and  satisfactory  environment. 

We  had  to  stretch  the  rules  and  I  had  a  very  brilliant  director, 
Ms.  Marie  McGuire,  from  Houston.  But  it  worked,  and  I  hear  Mr. 
Cisneros  saying  they  are  going  to  use  a  modified  form  of  it.  All  we 
had  to  do  was  bring  these  generalized  relations  and  whatnot  to- 
gether to  make  them  work. 

Because,  as  you  said,  in  your  locality,  this  is  working.  Maybe  it 
won't  work  in  Chicago,  or  in  San  Antonio,  but  it  certainly  has  in 
yours.  And  you  ought  to  have  that  discretion. 

Mr.  Gentry.  Yes,  sir. 

Chairman  Gonzalez.  So  I  wanted  to  compliment  you  and  thank 
you,  because  you  have  evoked  memories  of  past  experiences  that 
prove  that  you  are  absolutely  correct. 

Mr.  Gentry.  Thank  you.  I  appreciate  the  opportunity  to  be  here. 
I  would  ask  you  to  do  one  other  thing  for  me,  if  you  please. 

Chairman  GONZALEZ.  Certainly.  Absolutely. 

Mr.  Gentry.  For  a  number  of  years — and  this  idea  that  there  is 
some  sort  of  a  pipeline  of  unspent  money  hanging  around  for  us  to 
use,  it  is  absolutely  false.  Would  you  please  require  HUD  to  show 
you  a  breakdown  of  where  that  money  is? 

Chairman  Gonzalez.  Mr.  Frank  is  on  that  and  I  am  working 
with  him.  In  fact,  he  took  a  subcommittee  chairmanship  so  he  is 
no  longer  a  member  of  the  subcommittee.  But  in  any  event,  yes, 
sir,  I  got  your  message,  and  I  also  intend  to  work  real  hard  to  see 
what  we  can  do  to  prevent  the  sharp  reduction  in  the  comprehen- 
sive budget.  So  we  will  do  what  we  can  here. 

I  have  one  good  piece  of  news  for  you  that  hasn't  been  generally 
noted.  The  last  year,  we  have  had  the  chairman  of  the  Subcommit- 
tee on  Appropriations  that  has  jurisdiction  of  HUD  and  other  inde- 
pendent agencies  from  Cleveland.  He  has  been  the  most  responsive 
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of  all  the  previous  two  chairmen  we  have  had  that  I  have  worked 
with  since  I  have  been  chairman. 

In  fact,  you  signed  the  letter  when  we  had  this  emergency  sup- 
plemental just  10  days  ago,  and  here  we  are  having  the  Senate  cut 
$400  million  plus. 

If  you  think  you  had  a  reduction  now — and  we  got  to  working 
and  we  signed  the  letter  and  we  got  Mr.  Stokes  and  we  broke  that. 
But,  unfortunately,  that  was  the  $78  million  that  we  addressed 
earlier.  We  still  have  to  try  to  make  up  for  it. 

So  I  would  also  like  to  thank  Marge  Roukema.  She  has  been  a 
rock  and  I  am  very  grateful.  We  get  into  some  areas  in  which  it 
is  a  little  bit  more  difficult,  but  whether  difficult  outside  or  not,  in 
this  subcommittee  we  have  had  a  very  wonderful,  harmonious  rela- 
tionship. We  have  managed  to  do  things  on  a  bipartisan  basis,  re- 
gardless of  what  administration  is  in  power. 

Mrs.  Roukema.  Recently. 

Chairman  GJoNZALEZ.  Recently. 

So  thank  you,  Mr.  Grentry. 

And  Mr.  Loza,  again,  I  repeat,  thank  you. 

[Whereupon,  at  1  p.m.,  the  hearing  was  adjourned.] 


H.R.  3838;  HOUSING  AND  COMMUNITY 
DEVELOPMENT  ACT  OF  1994 


THURSDAY,  MARCH  10,  1994 

House  of  Representatives, 

Subcommittee  on  Housing 
AND  Community  Development, 
Committee  on  Banking,  Finance  and  Urban  Affairs, 

Washington,  DC. 

The  subcommittee  met,  pursuant  to  notice,  at  10  a.m.,  in  room 
2128,  Rayburn  House  Office  Building,  Hon.  Henry  B.  Gonzalez 
[chairman  of  the  subcommittee]  presiding. 

Present:  Chairman  Gronzalez,  Representatives  Maloney,  Furse, 
Velazquez,  Watt,  Roukema,  Bereuter,  and  Thomas  of  Wyoming, 

Chairman  CJonzalez.  The  subcommittee  will  please  come  to 
order. 

This  morning  we  are  very  happy  to  welcome  Mr.  Michael  V. 
Dunn,  Administrator  of  the  Farmers  Home  Administration,  in  his 
first  appearance  before  the  subcommittee;  and  also  our  good,  long 
time  friend,  Judy  England-Joseph,  Director  of  Housing  and  Com- 
munity Development  Issues  at  the  Greneral  Accounting  Office,  in 
the  second  of  our  reauthorization  hearings  this  legislative  session. 
Their  testimony  will  focus  on  the  administration's  rural  housing 
priorities  and  GAO's  broad  and  incisive  review  of  work  completed 
since  the  last  Reauthorization  bill. 

As  you  know,  I  introduced  H.R.  3838,  the  Housing  and  Commu- 
nity Development  Act  of  1994,  with  21  members  of  the  committee 
as  original  cosponsors,  on  February  10.  This  legislation  includes 
the  regular  reauthorizations  required,  some  technical  and  clarify- 
ing changes,  and  a  number  of  rural  housing  initiatives. 

We  have  also  included  several  rural  housing  provisions  which  I 
note  the  administration  will  propose,  such  as  permanent  authority 
for  the  Section  515  Rural  Rental  Housing  Program,  even  in  the  face 
of  recent  revelations  about  serious  health  and  safety  violations  in 
projects  in  several  States. 

I  note  that  the  Department  believes,  as  I  do,  that  these  problems 
should  not  be  seen  as  an  indictment  of  the  Section  515  Rural  Rent- 
al Housing  Program.  As  a  matter  of  fact,  it  would  be  an  injustice 
to  even  consider  that  in  view  of  the  long  time  successful  history  of 
this  program.  We  are  particularly  interested  in  Mr.  Dunn's  com- 
ments about  these  provisions  and  the  recent  activity  surrounding 
the  Section  515  Program. 

We  are  also  interested  in  learning  about  the  administration's 
budget  priorities  and  the  planned  reorganization  of  the  Department 
of  Agriculture,  the  breakup  of  the  Farmers  Home  Administration, 
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and  the  creation  of  the  Rural  Housing  and  Community  Develop- 
ment Service. 

I  know,  as  in  the  past — in  fact  in  the  1980' s — the  subcommittee 
had  considerable  problems  because  we  could  never  get  the  Sec- 
retary of  Agriculture  or  the  various  Secretaries  of  Agriculture.  So 
they  would  send  us  either  the  interim  designees  or  interim  holders; 
or  they  would  send  nonpolicy  determining  office  holders,  so  it  was 
quite  difficult  in  the  1980's.  Then,  during  the  immediate  past  ad- 
ministration, I  believe  we  had  considerable  restoration  of  stability 
and  input. 

So  I  am  hopeful  that  though  we  know  Mr.  Dunn  cannot  answer 
for  the  Secretary's  reorganization  mandate,  as  all  of  the  Depart- 
ments are  under  the  Vice  President's  directives,  we  still  are  inter- 
ested in  hearing  him. 

Certainly,  I  wanted  to  thank  Mr.  Dunn  for  providing  the  sub- 
committee members  with  the  extensive  and  substantive  briefing 
materials  that  we  received. 

Also,  I  wanted  to  thank  Ms.  England-Joseph.  Since  the  consider- 
ation of  the  last  reauthorization  legislation,  the  GAO  has  com- 
pleted or  initiated  a  number  of  studies  on  programs  and  policies 
which  we  will  have  to  consider  again  this  year;  and  some  of  these 
findings  have  been  incorporated  into  H.R.  3838. 

Once  again,  the  subcommittee  is  interested  in  your  review  of 
these  studies  and  their  implications  for  this  year's  legislation.  We 
are  specifically  interested  in  your  recommendations  about  the 
major  issues  GAO  has  examined,  including  property  disposition, 
loan  services,  and  default  prevention,  the  Section  8  Program,  such 
as  the  merger  of  certificates  and  vouchers  and  fair  market  rents, 
community  development,  economic  development,  homelessness,  and 
several  rural  housing  issues.  The  GAO's  insights  have  always  been 
invaluable  to  us  in  our  deliberations  concerning  housing  and  com- 
munity development  legislation. 

We  are  looking  forward  to  the  testimony. 

[The  prepared  statement  of  Chairman  Gonzalez  can  be  found  in 
the  appendix.] 

I  am  very  happy  to  recognize  Mrs.  Roukema. 

Mrs.  Roukema.  Thank  you,  Mr.  Chairman.  I  would  like  the  full 
text  of  my  remarks  to  be  included  in  the  record. 

Chairman  Gonzalez.  Without  objection. 

Mrs.  Roukema.  I  want  to  note  that  this  is  a  very  timely,  impor- 
tant hearing,  in  both  cases — with  the  GAO  as  well  as  Farmers 
Home — particularly  with  the  GAO  report.  As  you  well  know  or  re- 
member, it  was  as  recently  as  late  January  when,  before  a  Senate 
committee,  the  head  of  the  GAO,  Mr.  Bowsher,  announced  they 
were  adding  the  Department  of  HUD  to  the  list  of  high-risk  agen- 
cies. We  all  noted  that  with  some  chagrin  and  sense  of  anxiety.  I 
believe,  if  I  am  informed  correctly,  this  was  the  first  time  the  De- 
partment has  ever  been  placed  on  such  a  list. 

Obviously,  there  are  numbers  of  problems  there  which  I  expect 
to  hear  about  today  from  those  who  are  testifying  from  the  GAO. 
Mr.  Bowsher  at  that  time  was  rather  specific  as  to  the  problems. 
I  will  not  go  into  them  here;  I  believe  we  will  hear  more  of  that 
in  the  testimony. 
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But  I  will  say  it  was  a  serious  and  extraordinary  indictment  of 
the  Department  and  a  serious  warning  to  all  of  us  we  should  be 
conducting  proper  oversight  here  as  we  are  doing  today,  and  there 
will  have  to  be  proper  folio wthrough.  One  of  my  concerns,  however, 
is  that  when  we  spoke  with,  or  had  the  Secretary,  Mr.  Cisneros, 
here  just  2  weeks  ago,  he  outlined  his  five  priorities.  But  I  think 
the  HUD  improvements,  management  improvements,  were  last  on 
his  list  of  five.  I  hope  that  did  not  represent  a  lack  of  attention  to 
it;  but  it  is  something  that  certainly  I  intend  to  follow  through  on 
with  some  intensity  of  focus. 

I  think  we  can  look  forward  to  cooperating  together,  Mr.  Chair- 
man, in  that  regard.  I  would  simply  like  to  say  that  I  would  reflect 
and  echo  your  concerns,  or  the  concerns  already  outlined  by  the  De- 
partment of  Agriculture  on  the  515  Program;  and  I  certainly  hope 
we  are  going  to  move  aggressively  to  get  to  the  bottom  of  that  prob- 
lem and  not  have  another  developing  housing  scandal  on  our 
hands. 

So  I  welcome  the  testimony  here  today. 

Mr.  Chairman,  I  might  say  to  those  who  are  testifying  and  to  our 
colleagues  here  that  I  do  have  a  conflict  with  the  Health  Care  bill 
that  is  coming  before  our  committee  today  on  Labor-Management. 
I  may  have  to  leave  before  the  conclusion  of  the  hearing.  I  will  stay 
as  long  as  I  can. 

Thank  you,  Mr.  Chairman.  As  you  know,  that  is  a  fairly  high  pri- 
ority, the  Health  Care  bill.  We  are  moving  ahead  aggressively  on 
Education  and  Labor. 

[The  prepared  statement  of  Mrs.  Roukema  can  be  found  in  the 
appendix.] 

Chairman  Gonzalez.  The  gentlewoman  is  leaving  the 
semisublime  to  go  to  the  semiridiculous. 

Mrs.  Roukema.  Worse  than  that,  the  only  thing  you  learn  when 
you  deal  with  Health  Care  and  the  Reform  bill  is  the  more  you 
know  about  it  is  that  the  less  you  know,  you  understand  better.  It 
becomes  a  very  difficult  moving  machine.  Every  part  affects  every 
other  moving  part.  I  think  we  are  getting  some  enlightenment  on 
the  subject,  slowly  but  surely. 

Chairman  Gonzalez.  I  wish  you  well.  It  is  complicated.  You  have 
about  seven  or  eight  committees  on  the  House  side  that  have  juris- 
diction on  parts  of  it. 

Mrs.  Roukema.  At  least  three.  At  least  three  who  will  be  report- 
ing— oh,  we  have  expanded  the  number.  I  see.  I  see. 

Chairman  Gonzalez.  Little  chunks. 

Mrs.  Roukema.  In  terms  of  reporting  a  comprehensive  bill,  I 
know  there  are  three. 

Chairman  GONZALEZ.  Frankly,  I  think  the  whole  thing  will  be  in 
Ways  and  Means. 

Mrs.  Roukema.  Perhaps  so.  Perhaps  so. 

Chairman  Gonzalez.  That  is  where  you  pay. 

Mrs.  Roukema.  All  of  the  money?  Follow  the  money;  I  am  afraid 
you  are  right,  Mr.  Chairman. 

Chairman  Gonzalez.  Anyway,  I  wish  you  well  in  your  delibera- 
tions on  that  committee. 

Do  you  have  a  statement,  Mr.  Bereuter? 

Mr.  Bereuter.  Thank  you  very  much,  Mr.  Chairman. 


60 

Returning  to  housing  for  a  minute,  I  welcome  Mr.  Dunn  from  the 
Farmers  Home  Administration.  I  have  had  long  contact  with  him, 
and  have  great  respect  for  his  ability. 

I  want  to  welcome  Ms.  England-Joseph  as  well.  I  never  resist  an 
opportunity  to  tell  GAO  I  am  not  too  enthused  about  their  work  in 
financial  budgetary  matters.  I  think  they  are  lacking  in  objectivity 
and  good  research  techniques;  but  with  respect  to  housing,  I  have 
no  complaints.  I  hope  to  pore  over  the  details  and  your  advice  here 
very  carefully. 

I  want  to  thank  you,  Mr.  Chairman,  for  holding  these  hearings. 
Rural  housing  issues  are  of  great  interest  to  a  district  and  State 
like  my  own.  This  subcommittee  has  been  pa3dng  close  attention  to 
these  issues  as  long  as  Mr.  Gonzalez  has  been  chairman,  and  that 
has  been  as  long  as  I  can  remember. 

I  am  pleased  to  see  the  administration's  budget  request  for  fund- 
ing on  the  502  Middle-Income  Loan  Guarantee  Program  has  in- 
creased from  $750  million  this  year  in  program  level  to  $1.3  billion 
next  year;  and  I  think  for  a  person  just  from  the  outside,  we  need 
to  emphasize  if  you  talk  about  $1.3  billion  next  year  for  a  program 
level,  we  are  really  talking  about  budget  authority  of  only  $22 
million  in  administrative  costs.  The  default  rate,  as  I  understand 
it,  as  of  February  16  of  this  year,  is  1.56  percent,  which  I  think  is 
commendable — always  room  to  bring  it  down,  but  very 
commendable. 

The  item  I  notice  in  particular  is  one  that  the  chairman  and  the 
ranking  member  have  already  mentioned  about  the  problems  we 
are  having  in  the  515  Rural  Rental  Housing  Direct  Loan  Program. 
The  numbers  there  are  dramatically  decreased.  That  is  not  a  cru- 
cial interest  to  my  district  or  State,  but  I  think  it  will  be  of  some 
substantial  concern  to  many  States,  especially  Southern  States. 

Of  course,  it  is  not  unusual  the  budget  request  of  the  administra- 
tion and  this  subcommittee,  the  appropriators  are  different.  We  see 
things  differently.  I  hope  these  hearings  will  help  us  convince  our 
colleagues  that  a  consensus  can  be  achieved. 

I  thank  you  again,  Mr.  Chairman,  for  holding  these  hearings.  I, 
too,  have  another  hearing  at  the  Kennedy  subcommittee  I  need  to 
go  to.  I  want  to  spend  as  much  time  as  possible  here. 

Chairman  Gonzalez.  I  appreciate  that  very  much. 

Well,  we  will  recognize  Mr.  Dunn,  and  again  thank  you  for  your 
statement.  You  may  proceed  as  you  deem  best.  You  may  wish  to 
summarize  or  read  from  your  statement  and  your  prepared  state- 
ment will  appear  in  the  record  as  you  gave  it  to  us. 

We  thank  you  again, 

STATEMENT  OF  MICHAEL  V.  DUNN,  ADMINISTRATOR,  FARM- 
ERS HOME  ADMINISTRATION,  U.S.  DEPARTMENT  OF  AGRI- 
CULTURE 

Mr.  Dunn.  Mr.  Chairman,  I  do  appreciate  the  opportunity  to 
meet  with  the  subcommittee.  As  you  indicated,  this  is  my  first  op- 
portunity to  appear  before  this  subcommittee.  I  am  pleased  to  do 
so. 

I  will  just  hit  the  highlights  of  the  testimony,  as  you  have  sug- 
gested. Hopefully,  that  will  give  us  enough  to  enter  into  a  discus- 
sion on. 
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The  programs  at  Farmers  Home  Administration  have  contributed 
strongly  to  President  Clinton's  missions  of  strengthening  the  econ- 
omy and  improving  the  quality  of  life  for  thousands  of  people  in 
rural  America. 

Median-income  household  income  for  rural  areas  is  $27,000.  The 
average  income  of  Farmers  Home  home  buyers  is  $16,700.  Tenants 
renting  apartments  in  FmHA  projects  make  an  average  of  $7,932 
per  year.  Ninety-eight  percent  of  all  tenants  in  Farmers  Home  mul- 
tifamily  housing  projects  are  in  a  low-income  category.  Eighty- 
seven  percent  of  the  tenants  are  considered  very  low  income.  The 
average  income  of  families  living  in  Farmers  Home  rental  housings 
is  only  30  percent  of  the  rural  median  income.  Even  though  we  can 
reach  very  low-income  people,  there  are  still  those  who  have  fallen 
on  bad  times  and  at  least  temporarily  cannot  afford  our  housing, 
even  with  rental  assistance. 

In  the  spirit  of  the  President's  Executive  Order  12-848,  Farmers 
Home  Administration  has  been  reviewing  its  ongoing  programs  to 
help  prevent  homelessness  and  exploring  new  ways  to  help  home- 
less people  where  possible.  We  started  a  program  whereby  inven- 
tory housing  not  suitable  for  our  regular  program  is  rented  or  sold 
to  nonprofit  organizations.  They,  in  turn,  provide  additional  hous- 
ing for  the  homeless.  Presently,  109  properties  are  leased  to  nearly 
35  organizations  in  17  States. 

This  administration  is  going  to  enter  upon  a  new  old  thrust,  Mr. 
Chairman.  We  are  going  back  to  the  original  mission  of  Farmers 
Home  Administration  to  provide  supervised  credit  for  the  folks  that 
we  work  with. 

The  majority  of  Farmers  Home  borrowers  are  hard-working,  hon- 
est people.  They  try  to  pay  their  bills  on  time.  When  they  cannot, 
it  is  sometimes  because  of  the  loss  of  a  job,  unexpected  health  ex- 
penses, or  some  other  problem  beyond  their  control.  Delinquency 
rates  are  surprisingly  low,  considering  the  circumstances.  The  na- 
tional single-family  delinquency  rate  is  8.7  percent. 

This  administration  is  emphasizing  supervised  credit.  Supervised 
credit  means  meeting  with  the  borrowers  even  before  the  applica- 
tion is  made;  it  means  explaining  the  programs  in  detail,  pointing 
out  the  responsibilities  that  go  along  with  homeownership  and  pro- 
viding counseling  when  necessary.  Supervised  credit  also  means  es- 
tablishing a  rapport  with  the  borrowers  so  they  feel  comfortable 
enough  to  come  into  the  FmHA  office  when  problems  first  develop, 
rather  than  waiting  until  it  is  too  late.  Farmers  Home  can  and  will 
provide  additional  subsidy  payment,  moratoriums  for  loan  resched- 
uling, and  do  everything  within  our  authority  to  help  borrowers 
who  fall  on  bad  times  due  to  circumstances  beyond  their  control. 

Our  goal  is  to  keep  homeowners  in  the  home  by  providing  super- 
vised credit,  while  protecting  the  interests  of  the  taxpayers. 

Mr.  Chairman,  we  have  set  a  goal  to  cut  down  on  first-time  de- 
linquencies via  the  supervised  credit  mechanism.  Currently,  home- 
owners receiving  assistance  are  required  to  make  their  tax  and  in- 
surance payments  directly  to  the  insurance  company  and  taxing 
authorities.  We  are  in  the  process  of  establishing  a  mechanism  for 
escrowing  so  that  the  tax  and  insurance  payments  can  be  paid 
monthly,  along  with  a  person's  mortgage.  Thereby,  we  anticipate  a 
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substantial  financial  savings  in  administrative  and  accounting 
costs  when  we  get  that  in  place. 

Currently,  we  pay  $20  million  to  pay  taxes  that  our  borrowers 
fail  to  pay.  The  present  accounting  system  is  antiquated  and  costly. 
The  proposed  system  will  be  streamlined  and  much  more  effective. 
We  are  looking  at  implementing  that  by  October  1,  1996. 

Supervised  credit  in  Multifamily  Housing  Programs  means  as- 
sisting developers,  nonprofit  groups,  and  others  who  in  turn  pro- 
vide decent  housing  for  many  of  the  lowest  income  people.  It  means 
overseeing  the  operations  and  maintenance  of  established  projects 
to  ensure  quality  living  to  the  tenants. 

I  would  like  to  turn  to  the  budget  request.  First,  in  the  single- 
family  housing  area,  the  administration  has  requested  $1.8  billion 
for  direct  single-family  housing  loans.  This  will  allow  28,800  new 
families  to  own  their  own  homes  and  requires  direct  borrowers  to 
contribute  up  to  30  percent  of  their  adjusted  income  for  housing. 
For  guaranteed  single-family  housing  loans,  we  are  asking  for  a 
loan  level  of  $1.3  billion,  an  increase  of  $550  million  in  guarantees 
and  8,270  units  over  fiscal  year  1994. 

Mr.  Chairman,  I  would  like  to  point  out  that  our  request  does  ex- 
ceed the  authorization  level  in  your  proposed  legislation.  We  are  re- 
questing about  $35  million  in  housing  repair  loans  to  help  fix  up 
7,400  homes  for  low-income  people.  We  are  also  asking  $25  million 
in  repair  grants  for  older  people  who  cannot  afford  a  Targe  enough 
loan  to  meet  safety  and  health  standards,  and  to  repair  health  haz- 
ards in  their  homes. 

And  now  for  the  multifamily  housing  budget  request.  For  those 
rural  residents  who  do  not  have  the  resources  to  purchase  single- 
family  homes.  Farmers  Home  finances  the  construction  of  multi- 
family  housing  and  provides  rental  assistance.  Eighty-seven  per- 
cent of  those  who  receive  this  assistance  have  incomes  below  50 
percent  of  the  area  median.  Most  recipients  require  rental  assist- 
ance in  addition  to  the  interest  credit  assistance  provided  on  fi- 
nancing of  the  rental  projects. 

The  high  cost  of  the  program  has  made  it  difficult  to  fund  addi- 
tional units  of  new  construction.  There  are  about  90,000  out  of  a 
total  of  440,000  tenants  in  existing  projects  who  are  rent-overbur- 
dened in  the  sense  they  are  qualified  for  rental  assistance,  but 
have  not  been  able  to  receive  it. 

Our  budget  proposed  funding  for  the  Section  515  Program  at 
$220  million  in  1995,  but  it  increases  rental  assistance  payments 
from  $447  million  in  1994  to  $523  million  in  1995.  Again,  Mr. 
Chairman,  I  would  like  to  point  out  that  that  does  exceed  the  au- 
thorizing limits  in  H.R.  3838. 

We  ask  for  funding  of  rural  housing  vouchers  at  $25  million. 
These  will  allow  us  to  fund  some  5,270  units  of  new  construction 
and  provide  rental  assistance  contracts  on  around  41,000  units,  in- 
cluding 27,600  units  for  expiring  contracts  and  8,700  units  for  rent- 
overburdened  tenants  in  existing  projects. 

Multifamily  housing  problems:  Serious  safety  and  health  viola- 
tions have  Deen  found  in  a  number  of  Farmers  Home-funded 
projects  in  Louisiana  and  Mississippi.  There  are  indications  that 
there  may  be  problems  in  many  more  States.  In  addition,  instances 
of  apparent  discrimination  and  Fair  Housing  Law  violations  have 
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been  uncovered.  We  took  immediate  steps  to  overcome  the  problem, 
to  determine  how  widespread  it  may  be,  and  to  see  that  it  never 
happens  again. 

First,  we  made  sure  all  repairs  needed  to  meet  safety  and  health 
standards  will  be  made.  We  have  taken  over  management  of 
projects  and  are  working  through  the  legal  system  to  gain  control 
of  others. 

We  are  working  with  the  Office  of  the  Inspector  General  to  inves- 
tigate all  instances  of  fraud,  where  fraud  is  suspected.  Review 
teams  are  being  formed  in  States  where  any  problems  appear  to 
exist.  An  administrative  notice  has  been  sent  to  all  State  directors, 
instructing  them  to  conduct  a  review  of  all  multifamily  housing 
projects  in  their  States. 

Two  additional  administrative  notices  are  being  prepared.  One 
will  give  State  directors  instructions  on  denying  transfers  of  owner- 
ship to  any  property  with  severe  problems.  The  second  notice  will 
require  that  State  directors  investigate  any  possible  civil  rights  vio- 
lations and  take  decisive  and  immediate  corrective  action. 

We  are  reviewing  all  of  our  legal  and  administrative  authorities 
and  remedies  at  our  disposal  to  use  when  fraud,  waste,  or  abuse 
is  found.  We  believe  some  of  these  should  be  expanded  to  include 
such  measures  as  civil  monetary  penalties. 

As  Secretary  Espy  put  it,  we  will  not  allow  misuse  of  government 
funds  or  mismanagement  of  government-financed  projects.  Our  pre- 
liminary survey  indicates  there  are  only  a  small  percentage  of 
problem  developments;  yet,  any  abuse  is  unacceptable  and  all  resi- 
dents deserve  safe,  sanitary  housing. 

Mr.  Chairman,  I  believe  he  echoed  your  views  here.  We  cannot 
allow  a  few  rotten  apples  to  spoil  the  entire  barrel.  A  major  reorga- 
nization is  taking  place  at  the  Department.  Under  the  administra- 
tion's Reinventing  Government,  under  Secretary  Espy's  plans,  the 
Housing  Program  would  be  included  with  other  rural  development 
activities.  Legislation  needed  to  authorize  some  of  the  changes  is 
now  moving  through  Congress. 

Consistent  with  the  administration's  emphasis  on  supervised 
credit,  a  strong  local  delivery  system  will  be  maintained.  Through 
the  actual  configuration  of  local  offices  still  to  be  determined,  the 
delivery  system  will  be  streamlined,  efficient,  cost-effective,  and 
customer-friendly,  with  improved  internal  controls.  It  will  use  the 
latest  technology  available  and  reach  out  to  those  who  need  our 
services  the  most. 

The  congressional  mandate  to  provide  decent  and  safe  housing  to 
rural  residents  will  continue  to  be  carried  out  to  its  fullest.  The  re- 
organization is  designed  to  strengthen  those  efforts,  not  to  dilute 
them.  Our  commitment  to  you,  Mr.  Chairman — and  to  the  sub- 
committee— is  to  provide  decent,  safe  housing  to  those  who  have 
nowhere  else  to  turn  and  to  protect  the  integrity  of  all  programs 
under  our  jurisdiction.  We  believe  the  new  emphasis  on  closely  su- 
pervised credit  will  go  a  long  way  toward  achieving  that  goal. 

Again,  I  thank  you,  Mr.  Chairman,  for  this  opportunity  to  share 
our  views  with  you.  I  will  be  happy  to  respond  to  any  questions  you 
and  the  members  of  the  subcommittee  may  have. 

[The  prepared  statement  of  Mr.  Michael  Dunn  can  be  found  in 
the  appendix.] 
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Chairman  Gonzalez.  Thank  you,  Mr.  Dunn.  We  deeply  appre- 
ciate your  excellent  statement. 
Ms.  England-Joseph. 

STATEME^^^  of  JUDY  A.  ENGLAND-JOSEPH,  DIRECTOR,  HOUS- 
ING AND  COMMUNITY  DEVELOPMENT  ISSUES,  RESOURCES, 
COMMUNITY,  AND  ECONOMIC  DEVELOPMENT  DIVISION,  U.S. 
GENERAL  ACCOUNTING  OFFICE;  ACCOMPANIED  BY  ANDY 
FINKEL  AND  DENNIS  FRICKE 

Ms.  England- Joseph.  Thank  you  for  giving  me  the  opportunity 
to  be  here  today  to  discuss  H.R.  3838,  the  Housing  and  Community 
Development  Act  of  1994.  As  agreed  with  your  office,  I  will  focus 
my  comments  on  aspects  of  the  bill  which  GAO  has  either  com- 
pleted or  is  in  the  process  of  completing  work.  Some  of  this  work 
has  been  carried  out  at  your  request,  Mr.  Chairman,  and  some  has 
been  performed  for  other  requesters,  who  have  given  us  permission 
to  discuss  it  with  you  today. 

Because  this  statement  is  based,  in  part,  on  ongoing  work,  some 
of  the  results  we  present  are  preliminary. 

The  aspects  of  the  bill  that  I  will  discuss  relate  to:  One,  default 
prevention  for  Community  Development  Block  Grant  loans;  two, 
the  structure  of  and  funding  for  the  McKinney  Act's  Homeless  As- 
sistance Programs;  three,  the  merger  of  the  Department  of  Housing 
and  Urban  Development's  Section  8  Tenant-based  Certificate  and 
Voucher  Assistance  Programs;  four,  the  reamortization  and  refi- 
nancing of  the  Farmers  Home  Administration's  rural  housing 
loans;  and  five,  the  disposition  and  loan  management  of  HUD's 
multifamily  assets. 

In  summary,  H.R.  3838  addresses  a  number  of  problems  that  we 
have  identified  in  our  past  work.  For  example,  it  contains  provi- 
sions that  could  reduce  the  potential  for  defaults  or  foreclosures  in 
three  government-sponsored  loan  programs — it  would  improve 
HUD's  efficiency  in  providing  assistance  to  lower  income  house- 
holds by  merging  the  HUD  Tenant-based  Certificate  and  Voucher 
Assistance  Programs.  It  also  authorizes  increased  funding  for 
homeless  assistance  programs.  This  funding  could  help  fill  the  gap 
between  need  and  the  programs'  capacity  to  help  the  homeless. 

Our  work,  however,  has  also  identified  several  factors  that  the 
subcommittee  should  be  mindful  of  as  it  considers  this  legislation. 
One  important  issue  that  affects  both  the  proposed  merger  of  the 
Certificate  and  Voucher  Assistance  Programs  and  the  Homeless- 
ness  Assistance  Programs  is  how  the  programs  can  best  be  struc- 
tured to  meet  the  needs  of  program  recipients  while  minimizing  ad- 
ministrative burdens  on  HUD  staff  and  program  recipients.  Fur- 
thermore, our  work  has  pointed  out  the  usefulness  of  congressional 
monitoring  of  both  the  Community  Development  Block  Grant  and 
HUD's  multifamily  loan  programs  to  ensure  that  continued  delin- 
quencies, defaults,  and  foreclosures  do  not  threaten  the  programs' 
effectiveness. 

I  would  now  like  to  discuss  our  work  in  each  of  the  five  areas 
I  mentioned  and  comment  on  how  H.R.  3838  would  address  the 
problems  we  found. 

First,  I  would  like  to  begin  bv  discussing  the  proposal  in  H.R. 
3838  to  establish  new  grants  to  oe  used  in  connection  with  section 
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108  loan  guarantees  under  the  CDBG  Program.  We  believe  these 
new  grants,  together  with  improved  monitoring,  should  help  lessen 
the  incidence  of  defaults  on  these  guaranteed  loans. 

Several  weeks  ago,  we  reported  on  the  CDBG  Program  in  re- 
sponse to  a  request  by  this  subcommittee  in  the  Housing  and  Com- 
munity Development  Act  of  1992.  One  thing  we  found  is  that  the 
section  108  loan  guarantees  are  important  to  local  communities' 
funding  of  economic  development  activities,  particularly  for  larger 
projects  that  require  more  funds  than  are  normally  available 
through  CDBG  grants.  Unlike  the  CDBG  grants,  section  108  loan 
guarantees  tend  to  be  used  by  communities  more  for  economic  de- 
velopment than  for  other  purposes. 

As  you  are  well  aware,  Mr.  Chairman,  defaults  on  CDBG  loans 
have  persistently  been  identified  as  a  problem  by  HUD's  inspector 
general. 

H.R.  3838  could  help  reduce  the  likelihood  of  defaults  on  these 
loans  by  authorizing  HUD  to  use  unspent  funds  recovered  from  the 
Urban  Development  Action  Grant  Program  to  provide  additional 
grants  in  conjunction  with  the  Section  108  Loan  Guarantee  Pro- 
gram. These  additional  grants  would  likely  help  ensure  the  finan- 
cial soundness  of  projects  benefiting  from  the  section  108  loans.  Be- 
cause section  108  loans  tend  to  involve  larger  amounts  and  the 
local  communities  are  responsible  for  repaying  the  guaranteed  loan 
by  using  future  CDBG  allocations,  defaults  can  have  a  seriously 
detrimental  effect  on  the  grantees'  CDBG  activities.  We  therefore 
recommended  that  HUD  assist  the  Congress  in  monitoring  the  seri- 
ousness of  the  default  situation  by  starting  to  include  in  its  annual 
CDBG  Report  to  the  Congress  data  on  delinquencies  and  defaults 
that  it  has  begun  to  collect  from  grantees. 

Our  report  also  noted  that  CDBG-funded  economic  development 
activities,  including  section  108-funded  projects,  can  play  a  signifi- 
cant role  in  helping  communities  carry  out  their  economic  revital- 
ization  strategies.  However,  without  a  comprehensive  set  of  per- 
formance measurements,  it  is  difficult  to  evaluate  how  effective 
these  activities  are. 

Our  report  identified  numerous  measurements  that  a  community 
can  use  to  evaluate  local  economic  development  initiatives.  We  did 
not  recommend  that  these  be  done  because  we  believe  they  can 
best  be  done  by  local  grantees.  However,  we  did  note  that  HUD  has 
the  opportunity  to  help  grantees  define  the  measurements  that 
would  serve  them  best. 

Another  matter  that  I  would  like  to  discuss  concerns  provisions 
of  H.R.  3838  that  would  reauthorize  and  increase  funding  for  the 
McKinney  Act's  Homelessness  Assistance  Programs.  Within  the 
next  few  weeks,  GAO  will  be  publishing  the  results  of  a  com- 
prehensive study  on  these  programs  that  was  requested  by  the 
Subcommittee  on  Housing  and  Urban  Affairs  of  the  Senate  Com- 
mittee on  Banking,  Housing,  and  Urban  Affairs.  This  study  as- 
sesses the  local  impact  of  McKinney  Act  programs  via  comprehen- 
sive case  studies  in  the  cities  of  Baltimore,  St.  Louis,  San  Antonio, 
and  Seattle.  The  preliminary  results  from  this  work  indicate  that 
homelessness  continues  to  be  a  serious  problem  that  requires  addi- 
tional Federal  resources. 
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Extensive  input  from  a  wide  range  of  those  involved  in  assisting 
the  homeless  led  us  to  the  inevitable  conclusion  that  the  need 
greatly  outstrips  the  current  capacity  of  available  assistance  pro- 
grams. Both  H.R.  3838  and  the  President's  budget  call  for  substan- 
tial increases  in  McKinney  Program  funding,  which  should  help. 
However,  experts  were  quick  to  point  out  that  the  McKinney  Act 
programs  should  not  be  expected  to  make  up  for  serious  short- 
comings in  mainstream  assistance  programs  for  low-income  people, 
which  are  supposed  to  form  the  "safety  net"  against  becoming 
homeless.  They  believe  the  mainstream  programs  also  must  be  ex- 
panded and  made  more  accessible  to  the  homeless  to  significantly 
improve  the  current  situation.  Our  forthcoming  report  also  notes 
the  possible  negative  impacts  related  to  the  withdrawal  of  appro- 
priations in  fiscal  year  1994  for  the  Interagency  Council  on  the 
Homeless.  While  HUD  is  providing  funds  to  a  successor  organiza- 
tion formed  as  a  working  group  of  the  Domestic  Policy  Council, 
there  is  some  question  whether  this  group  will  be  able  to  sustain 
the  Interagency  Council's  former  level  of  communication  of  infor- 
mation to  the  homelessness  assistance  community  across  this  coun- 
try. This  is  a  function  we  believe  will  become  increasingly  impor- 
tant over  the  next  few  years  as  many  McKinney  program  evalua- 
tions are  completed  and  yield  information  on  what  service  strate- 
gies work  best. 

I  would  like  to  turn  to  the  proposed  merger  of  the  Section  8  Cer- 
tificate and  Voucher  Programs  contained  in  H.R.  3838.  In  1989,  we 
issued  a  report  that  advocated  merging  these  two  assistance  pro- 
grams and  we  continue  to  support  sucn  action.  Moreover,  others, 
including  national  organizations  representing  owners  and  housing 
agencies,  have  also  urged  that  the  two  programs  be  unified,  as  has 
the  administration.  However,  Mr.  Chairman,  several  key  issues  as- 
sociated with  a  merger  would  need  to  be  addressed,  not  the  least 
of  which  is  the  capacity  of  HUD  and  the  housing  agencies  to  effec- 
tively carry  it  out. 

If  the  Congress  decides  to  merge  the  two  programs,  whatever  ap- 
proach it  adopts  will  require  considerable  effort  on  the  part  of  HUD 
and  the  housing  agencies.  For  example,  the  Congress  could  dissolve 
the  Certificate  and  Voucher  Programs  simultaneously  and  require 
HUD  to  provide  housing  assistance  for  all  households  under  the  re- 
quirements of  a  new  "merged"  program.  This  approach  would  likely 
require  a  considerable  short-term  effort  by  HUD  field  offices  to 
merge  about  30,000  existing  contracts  with  over  2,500  housing 
agencies  and  educate  these  agencies  about  new  program  require- 
ments. The  housing  agencies  would  have  to  make  considerable  ef- 
forts to  educate  tens  of  thousands  of  housing  owners  and  gain  their 
acceptance  of  new  program  rules,  educate  about  1.3  million  as- 
sisted households  about  new  program  requirements,  and  establish 
unified  recordkeeping  and  accounting  systems. 

Alternatively,  if  the  Congress  adopted  a  gradual  merger  ap- 
proach as  existing  housing  contracts  expire,  as  envisioned  in  H.R. 
3838,  HUD  would  be  required  to  run  three  separate  programs  until 
existing  contracts  expired  around  2003.  This  approach  would  exac- 
erbate the  difficulties  involved  in  administering  multiple  programs 
for  both  HUD  and  the  housing  agencies,  since  it  would  entail 
three — instead  of  two — sets  of  program  requirements. 
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Because  a  merger  would  likely  require  considerable  effort  by 
HUD  to  complete  the  actions  mentioned  above,  policymakers  would 
need  to  ensure  that  HUD's  staffing  was  appropriate  and  was  orga- 
nized so  that  a  merger  could  be  successfully  carried  out  with  little 
adverse  impact  on  the  Section  8  Rental  Assistance  Program  or  on 
other  agency  activities. 

As  was  mentioned  by  Mrs.  Roukema,  we  have  recently  des- 
ignated HUD  as  a  high-risk  agency,  in  part  because  of  an  organiza- 
tional structure  that  blurs  accountability,  inadequate  information 
and  financial  systems,  and  staff  without  the  skills  to  effectively 
manage  these  programs.  While  both  ours  and  OMB's  designations 
of  high  risk  are  agencywide,  given  these  historical  inadequacies, 
HUD  should  be  in  a  position  to  demonstrate  that  it  can  effectively 
carry  out  a  merger  before  it  is  required  to  undertake  it. 

I  would  now  like  to  discuss  H.R.  3838's  proposed  amendment  to 
allow  the  reamortization  and  refinancing  of  section  502  Farmers 
Home  Administration  housing  loans.  We  began  discussing  this 
issue  with  housing  advocacy  groups  and  FmHA  last  fall  and  are 
currently  working  on  a  request  from  the  chairman,  Subcommittee 
on  Information,  Justice,  Transportation,  and  Agriculture,  Commit- 
tee on  Grovernment  Operations,  of  which  Representative  Thomas  is 
the  ranking  minority  member,  to  examine  the  extent  of  the  prob- 
lem and  the  budgetary  impacts  of  allowing  reamortization/refinanc- 
ing  within  the  program.  Although  we  have  not  yet  completed  the 
budgetary  aspect  of  our  work,  the  preliminary  results  from  our 
work  indicate  that  the  regulatory  prohibition  against 
reamortization/refinancing  results  in  the  customers  of  FmHA's  Sec- 
tion 502  Program  paying  interest  rates  significantly  higher  than 
rates  available  to  households  in  the  private  sector.  The  regulatory 
prohibition  exists  primarily  because  FmHA  officials  interpret  the 
current  legislation  as  requiring  refinancing  be  counted  as  a  new 
loan,  and  they  do  not  want  to  limit  the  amount  of  new  loans  that 
could  be  made  during  the  year. 

We  found  that  FmHA's  portfolio  of  single-family  section  502 
loans  has  a  large  percentage  of  mortgages  with  high  interest  rates 
when  compared  to  rates  available  to  new  FmHA  borrowers  or  those 
available  to  households  in  the  private  sector.  For  example,  as  of 
September  30,  1993,  over  75  percent  of  FmHA's  $18.7  bilHon  port- 
folio, about  600,000  loans,  was  at  rates  of  8  percent  or  higher.  As 
you  know,  the  current  mortgage  rate  available  to  Farmers  Home 
borrowers  is  at  6.5;  the  private  market  is  at  7  to  7.5.  While  many 
loans  are  receiving  some  amount  of  interest  credit  subsidy,  over 
400,000  Farmers  Home  borrowers  with  total  unpaid  principal  loan 
balances  of  over  $6.4  billion  are  currently  receiving  no  subsidy  at 
all,  including  14,760  loans  paying  interest  rates  of  13  percent  or 
higher. 

What  we  find  is  a  way  to  readdress  the  way  we  can  effectively 
help  those  borrowers.  Refinancing  should  result  in  a  decreased  rate 
of  delinquency  and  foreclosures  and,  obviously,  an  increase  in 
households'  disposable  incomes,  making  the  communities  economi- 
cally stronger.  Reducing  interest  rates  will  reduce  the  number  of 
FmHA  customers  who  are  receiving  interest  credit  subsidies.  In  fis- 
cal year  1993,  these  subsidies  amounted  to  about  $600  million. 
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Reduced  rates  will  also  reduce  the  associated  high  servicing  costs 
involved  in  performing  interest  credit  checks. 

In  connection  with  the  specific  proposals  in  H.R.  3838,  I  have  a 
few  comments: 

The  regulatory  prohibition  against  refinancing  is  in  place  be- 
cause FmHA  interprets  the  present  legislation  as  requiring  that  re- 
financed loans  count  as  new  loans. 

Any  amendment  to  clarify  refinancing/reamortization  policy 
should  specify  the  availability  of  the  program  to  current  as  well  as 
delinquent  borrowers.  Limiting  an  amendment  to  covering  delin- 
quent borrowers  would  create  an  incentive  for  current  borrowers  to 
become  delinquent  in  order  to  obtain  lower  interest  rates. 

I  would  like  to  turn  to  multifamily  loan  management  and  prop- 
erty disposition.  As  we  reported  in  1993  and  discussed  with  your 
staff,  there  has  been  an  increasing  problem  with  HUD's  ability  to 
dispose  of  and  manage  its  inventory  of  multifamily  properties  and 
mortgages.  H.R.  3838,  as  well  as  other  bills  introduced  in  the  Con- 
gress last  year,  provides  a  framework  for  addressing  these  prob- 
lems. In  our  view,  prompt  action  on  this  legislation  is  needed. 
While  the  bills  are  similar  in  a  number  of  respects,  they  differ  in 
the  extent  to  which  they  specifically  require  that  properties  be  pre- 
served after  their  disposition  as  rental  housing  for  lower  income 
families. 

The  number  of  HUD-owned  properties  and  HUD-held  mortgages 
has  increased  substantially  over  the  past  few  years.  Specifically, 
the  HUD-owned  property  inventory  increased  from  about  10,000 
units  to  31,000  units  between  1990  and  1993.  Another  38,000  are 
in  the  process  of  foreclosure.  Since  1989,  the  number  of  HUD-held 
mortgages  has  increased  by  about  50  percent.  As  of  July  1993, 
HUD  held  2,432  mortgages.  In  addition,  a  substantial  number  of 
insured  mortgages  are  at  risk  of  default.  In  fact,  in  fiscal  year 
1992,  HUD  established  a  loan  loss  reserve  of  $11.9  billion  to  cover 
estimated  losses  from  its  $43.6  billion  portfolio  of  insured 
mortgages. 

Mr.  Chairman,  that  is  saying  that  40  percent  of  your  current  in- 
surance portfolio  is  likely  to  have  serious  problems. 

H.R.  3838  contains  several  provisions  that  HUD  believes  are 
needed  for  it  to  more  effectively  carry  out  its  loan  management 
functions  and  reduce  the  potential  for  future  assignments  and  fore- 
closures. These  provisions  are  similar  to  those  in  S.  1299.  Among 
the  most  significant  provisions  in  the  bill  are  those  governing  the 
sale  of  HUD-held  mortgages.  While  the  bills'  provisions  should  help 
HUD  improve  the  management  of  its  HUD-held  loan  portfolio, 
given  the  serious  nature  of  the  problem,  it  is  important  that  HUD's 
success  in  reducing  delinquencies  and  avoiding  defaults  be  closely 
monitored. 

The  growth  in  HUD-owned  inventory  stems  from  provisions  in 
the  Housing  and  Community  Development  Act  of  1987  that  require 
HUD,  upon  disposition,  to  ensure  the  goal  of  preserving  many  of 
the  units  in  its  multifamily  inventory  as  affordable  rental  housing 
for  low-  to  moderate-income  people  for  15  years.  Specifically,  HUD 
is  mandated  to  preserve  all  units  in  "subsidized"  properties  and 
those  units  occupied  by  low-income  tenants  in  "unsubsidized" 
properties. 
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To  ensure  that  these  units  are  available  and  affordable  to  low- 
income  people,  HUD  generally  uses  a  Federal  rental  subsidy  pro- 
gram, known  as  project-based  section  8  assistance.  However,  be- 
cause of  the  limited  amount  of  section  8  funds  available  to  meet 
section  8  requirements,  HUD  has  been  unable  to  dispose  of  very 
many  of  these  multifamily  properties. 

H.R.  3838,  as  well  as  H.R.  3400  and  S.  1299,  provides  a  frame- 
work for  addressing  the  problems  of  HUD's  disposition  of  multifam- 
ily properties.  Each  of  these  bills  recognizes  that  the  disposition  of 
properties  requires  a  careful  balancing  of  several  goals,  including: 
One,  protecting  the  Federal  Grovernment's  financial  interests;  two, 
preserving  housing  so  that  it  remains  affordable  to  low-income  peo- 
ple; and  three,  preserving  and  revitalizing  residential  neighbor- 
hoods. However,  they  differ  in  terms  of  the  extent  to  which  they 
mandate  preserving  properties  and  protecting  tenants. 

In  his  statement  before  this  subcommittee  on  February  24  of  this 
year,  the  HUD  Secretary  cited  the  importance  of  revising  the  cur- 
rent legislative  requirements  for  multifamily  property  disposition. 
We  agree  with  his  assessment  that  the  need  for  prompt  action  on 
this  matter  is  critical.  In  fact,  the  problems  we  identified  with 
HUD's  multifamily  property  disposition  and  loan  management  was 
a  major  factor  in  our  recently  designating  HUD  as  'Tiigh  risk." 

Mr.  Chairman,  this  concludes  my  statement.  I  would  be  happy 
to  respond  to  any  questions  you  or  members  of  the  subcommittee 
may  have. 

I  also  would  like  to  ask  if  two  of  my  staff  can  join  me  at  the 
table.  Because  of  the  number  of  issues  we  would  like  to  address, 
we  would  like  to  be  as  responsive  as  possible. 

[The  prepared  statement  of  Ms.  England-Joseph  can  be  found  in 
the  appendix.] 

Chairman  Gonzalez.  Please  provide  the  reporter  the  names  and 
titles. 

Ms.  England- Joseph.  To  my  left  is  Andy  Finkel  and  to  my  right, 
Dennis  Fricke,  Assistant  Director  for  our  work  in  the  affordable 
housing  area  and  multifamily  financing  and  also  responsible  for  the 
work  on  vouchers  and  certificates. 

Chairman  Gk)NZALEZ.  Thank  you  very  much. 

I  would  also  like  for  the  reporter  to  note  that  Mr.  Watt,  Ms. 
Velazquez,  and  Ms.  Furse,  as  well  as  Mr.  Thomas,  have  shown  and 
are  present. 

Thank  you  both  for  extremely  helpful  and  informative  reports. 

On  the  first  page,  Mr.  Dunn,  second-to-the-last  paragraph,  you 
say,  for  instance,  at  the  same  time  there  are  families  with  no  place 
to  live,  Farmers  Home  has  inventory  housing  that  is  vacant. 

Well,  that  is  a  paradox  that  has  always  existed  through  the 
whole  panorama  of  housing  programs  as  far  as  the  Congress  is 
concerned. 

Of  course,  we  have  been  victims  of  a  loss  of  memory,  we  have  lost 
our  historical  memory  in  our  country.  Events  10  years  ago  are  an- 
cient history;  I  remember  that  even  before — a  time  when  we  were 
supposed  to  have  just  absolutely  unending  prosperity — and  I  am 
talking  about  the  late  1960's,  the  1970's;  and  then,  of  course— the 
obvious  to  me — illusion  during  the  1980's  that  you  had  prosperity. 
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because  it  was  all  borrowed,  and  the  country  became  a  debtor  na- 
tion for  the  first  time  since  1914,  and  in  1985. 

It  just  seems  that  we  cannot  concentrate  and  even  think,  other 
than  short-gap  crisis  response,  and  have  no  vision.  It  is  as  true 
now  as  it  was  ever  since  it  was  inscribed  in  biblical  language  that 
a  nation  with  no  vision  is  lost. 

I  recall  these  programs,  for  instance,  that  were  advanced  in  lieu 
of,  or  to  supplement,  such  things  as  public  housing.  You  had  your 
Turnkey  Housing  Program.  That  was  advanced  in  the  Senate  as  a 
substitute  for  public  housing.  Well,  what  that  did,  interestingly 
enough — and  other  programs,  section  235,  for  instance,  single-fam- 
ily— they  were  very  good;  but  the  paradox  was  that  the — back 
home,  the  lower,  middle — that  is,  the  firemen,  the  policemen — were 
griping  and  saying,  hey,  how  come  this  individual  over  here  can 
qualify  and  buy  a  new  home,  and  we  cannot? 

You  have  the  same  thing,  for  instance,  in  such  things  as  the 
other  corollary  programs  on  the  social  side  where  there  was  health 
delivery,  meaical — Medicare,  Medicaid,  whatever.  I  found  that 
what  we  had  was  these  programs,  and  we  had  a  host  of  them,  par- 
ticularly in  the  1970's  when  the  push  was  for  grants  without 
strings;  turn  the  money  over  to  the  localities  because  they  know 
best. 

And  I  came  through  all  those  levels.  I  served  on  the  city  council; 
served  in  the  State  senate.  It  was  a  great  joy  to  come  to  the  na- 
tional level  and  find  that  those  problems  we  were  trying  to  address 
on  a  local  level — and  nobody  was  about  to  respond  to  them — at 
least  were  being  addressed  on  the  national  level. 

So  it  was  with  great  interest  and  concern  that  I  saw  the  revenue- 
sharing.  That  was  in  1972;  that  was  the  year  that  we  had  a  deficit. 

So  my  question  was,  what  revenue  are  we  sharing?  Do  you  mean 
deficit-sharing?  No,  we  are  going  to  turn  this  money  over  to  the 
municipalities. 

I  said,  well,  what  will  happen  is  that  the  local  governments  are 
going  to  use  that  money  and  you  are  going  to  find  that  an  inordi- 
nate percentage  of  their  operating  budgets  are  going  to  be  used 
with  this  money  instead  of  their  primary  revenues — even  fire  and 
police,  which  is  a  basic  municipal  function. 

Well,  sure  enough,  in  my  own  hometown,  by  the  late  1970's,  the 
middle  1970's,  17  percent  of  its  operating  budget  was  coming  from 
the  revenue-sharing. 

So  finally,  the  Congress  abolished  that  with  a  great  deal  of  pain 
from  some  sections.  If  you  were  well  off,  you  did  not  have  to  have 
a  program.  You  could  buy  a  home;  you  could  get  the  medical  serv- 
ice, the  hospital  service  you  needed. 

But  if  you  were  very  poor,  well,  we  had  some  program^  that  ad- 
dressed it.  But  if  you  were  in  the  middle,  the  paradox  was  that  you 
were  caught. 

So  this  is  very  interesting.  I  am  particularly  interested  in  know- 
ing how  many  families  do  we  find  in  the  rural,  that  are  homeless, 
and  can  find  no  place  to  live — and  what  is  the  type  of  inventory  of 
the  housing  that  is  vacant? 

Because  on  the  HUD  side  of  things,  in  the  urban  areas — and  I 
am  talking  about  outside  of  the  dense,  dense  urban  areas,  where 
it's  entirely  different — there  our  country  is  a  rental,  leasing  coun- 
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try.  It  is  not  homeownership  like  it  is  in  over  two-thirds  of  the 
other  parts  of  the  country.  There  I  found,  yes,  we  had  a  big  inven- 
tory of  new  housing,  but  the  cost  was  prohibitive. 

I  mean,  it  was  housing  built  in  the  good  old  days  when  builders 
would  expect  anywhere  from  20  to  30  percent  profit.  All  before  that 
period  of  time,  the  usual — in  fact,  if  they  could  get  10  percent,  they 
were  doing  very  well.  The  housing  that  was  provided  to  attack  the 
shortage,  which  was  immense  during  the  war  years,  immediately 
after  the  war,  the  builders  were  lucky  if  they  could  get  10  percent. 
They  didn't  expect  to  get  more  than  10  percent.  But  then  everybody 
got  greedy  during  this  period  of  time. 

Now,  I  am  interested  in  knowing,  what  is  the  relative  size  of  that 
inventory  of  homelessness  in  the  rural  areas,  fully  defined  as  rural. 
And  what  is  the  inventory  of  vacant  housing  and  its  characteris- 
tics? 

I  don't  have  to  have  that  now.  If  you  could  provide  it,  I  would 
be  most  grateful  to  you. 

Mr.  Dunn.  Mr.  Chairman,  I  can  tell  you  that  our  current  inven- 
tory of  homes  is  3,288  in  the  rural  communities. 

Chairman  Gonzalez.  All  right. 

Mr.  Dunn.  I  think  you  make  an  excellent  point  here  about  these 
homes.  This  is  one  of  the  reasons  why  we  are  trying  to  provide  su- 
pervised credit.  It  occurs  to  me  that  we  would  be  much  better  off 
if  we  could  find  a  way  to  keep  people  in  these  homes  rather  than 
to  have  them  vacant  and  thus  have  another  unit  in  our  inventory; 
and  that  is  the  direction  that  we  were  going. 

I  was  most  interested  in  the  General  Accounting  Office's  account 
of  where  we  ought  to  be  on  refinancing,  because  that  does  give  me 
a  great  deal  of  concern  that  we  do  have  loans  out  there  that  far 
exceed  current  loan  rates;  and  we  are  stymied,  not  able  to  provide 
low-income,  moderate-income  people  the  same  type  of  affordability. 

We  are  like  the  loan  shark.  We  are  charging  more  than  the 
banks  are. 

Chairman  Gonzalez.  Well,  in  fact,  we  have  become  a  usurious 
nation.  We  have  become  a  nation  of  loan  sharks. 

The  reason  is  simple:  The  country  from  its  beginning — you  speak 
about  credit  allocation,  or  affordability,  whatever  word  you  want  to 
use,  that  has  been  the  prime  question  since  the  beginning  of  our 
nationhood.  That  was  before  the  adoption  of  the  Constitution. 

From  the  very  beginning,  the  First  Continental  Congress,  the 
Second  Continental  Congress,  then  the  Confederacy.  The  question 
then  was  prime;  that  is,  who  is  going  to  control  the  allocation  of 
credit? 

When  the  First  and  Second  Continental  Congress  then  later  at- 
tempted to  try  to  do  something  governmentalwise  in  the  formation 
of  our  Nation — everyone  has  to  have  a  banker,  including  bodies 
such  as  the  Continental  Congress.  So  the  Philadelphia  banks, 
which  is  where  they  were  meeting,  said,  well,  we  will  supply  credit, 
but  this  is  going  to  be  our  interest. 

You  had  great  minds  then.  You  had  Jefferson.  If  you  want  to  see 
real  bitter  descriptions  of  bankers,  read  Thomas  Jefferson.  He  ab- 
solutely stood  firm  and  said,  by  no  means,  we  are  not  going  to  pay 
more  than  6  percent.  They  capped  it.  The  bankers  came  in  and 
loaned. 
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Now,  the  big  question  in  our  time — that  may  be  a  beginning. 
How  did  we  finance  a  world  war,  World  War  II?  Franklin  Roosevelt 
never  paid  even  an  average  of  2  percent. 

Now,  how  could  that  have  happened,  and  then  we  reached  the 
point  where  Treasury  has  been  paying  as  high,  in  some  instances, 
not  too  many  years  ago  of  16  percent  on  long-term  money  or  bills, 
bonds. 

Well,  there  are  reasons  for  that.  Of  course,  this  is  not  the  forum 
for  it.  I  tried  to  bring  it  out,  but  nobody  is  really  listening.  It  just 
seems  we  have  to  wait  until  we  are  in  a  crisis.  Then,  of  course,  cri- 
sis reaction  is  not  the  best  time.  I  always  believed  in  anticipatory 
actions. 

So  I  wanted  to  compliment  you  on  your  definition  and  your  grasp 
and  your  articulation  of  addressing  this  by  what  you  call  a  credit— 
what  was  the  word  you  used? 

Mr.  Dunn.  Supervised  credit. 

Chairman  Gonzalez.  Supervised  credit.  Well,  no  matter  how  you 
supervise  it,  you  still  have  the  golden  rule;  that  is,  he  who  has  the 
gold,  makes  the  rules.  He  who  lends — ^but  if  that  is  not  controlled — 
and  we  haven't  had  to  because  the  Nation  had  6  percent  national 
interest  caps  until  1865,  after  the  Civil  War,  the  National  Currency 
Act;  and  since  1865,  since  then,  we  have  not. 

However,  you  had  State  provisions  until  the  1970's  when,  under 
the  pressure  of  the  Federal  Government  in  such  programs  as  FHA 
and  veterans  programs  that  went  as  high  as  10  percent,  9  percent, 
then  I  think  the  only  State  that  still  has  some  residual  interest 
controls  are — usury  laws,  antiusury — is  Arkansas. 

The  bankers  everywhere,  including  my  State  of  Texas  that  had 
the  long-time  constitutional  provisions,  restricted  the  rate.  They 
did  it  because  they  said,  well,  we  will  not  have  availability  of  lines 
of  credit  unless  we  do.  Well,  somehow  or  other  Arkansas  survived. 
There  may  be  some  question  on  how  it  survived,  but  it  did.  And 
they  have  had — despite  all  the  current  hullabaloo,  they  have  had 
very  successful  financial  enterprises. 

Coming  back  to  this  particular  issue,  I  wanted  to  compliment 
you.  I  think  you  have  really  got  a  hands-on  approach — and  I  have 
specific  questions  I  will  give  you  in  writing  for  the  record  so  that 
we  can  go  down  the  line  and  work  together. 

The  administration,  the  Secretary  of  HUD,  is  preparing — he  has 
been  delayed  in  preparing  their  authorization  legislation.  We  want 
to  make  sure  we  dovetail  when  they  do. 

Now,  we  ourselves,  I  had  anticipated  having  our  package  not 
later  than  when  we  opened  this  session  on  January  25.  We  were 
not  able  to  do  it  until  February  10.  Therefore,  we  want  to  move. 
I  have  a  target  date.  We  have  to  get  this  up.  We  have  to  extend 
all  these  affordable  housing  laws;  they  all  expire  this  year.  That  is 
the  first  and  prime  intention. 

So  I  wanted  to  thank  you  for  your  very  seminal  and  very  hands- 
on,  innovative  approach.  I  compliment  you. 

I  will  have  specific  questions. 

[The  information  referred  to  can  be  found  in  the  appendix.] 

Just  briefly,  I  was  going  to  ask,  Ms.  England-Joseph  what  was 
this  white  paper  that  I  saw  in  the  mail  yesterday  and  did  not  have 
the  time  to  look  at,  because  we  had  a  very  lengthy  markup  session 
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yesterday?  I  believe  it  was  entitled  "Homelessness."  Is  that  a  pre- 
liminary study  or  report,  with  what  you  just  referred  to? 

Ms.  Englai^d-Joseph.  Yes,  sir.  What  we  provided  you  was  a 
summation 

Chairman  GIONZALEZ.  OK. 

Ms.  England -Joseph.  Of  the  basic  findings  in  that  report.  It  is 
currently  in  draft  and  should  probably  be  issued  in  the  next  30  to 
45  days. 

Chairman  Gonzalez.  I  noticed  it  was  white  and  not  the  blue 
report. 

I  am  sorry.  I  regret  I  couldn't  get  to  it. 

Let  me  conclude  by  saying  this.  In  another  way,  we  have  gone 
from  bad  to  worse.  We  have  continued  what  I  call  taking  from 
Peter  to  give  to  Paul,  but  ended  up  robbing  both  Peter  and  Paul. 
That  is  where  we  are  today,  really.  But  it  really  started  during  the 
1980's.  I  think  this  is  the  big  danger  in  the  administration's 
budget. 

I  was  going  to  ask  this,  Ms.  England-Joseph,  this  question  about 
the  inability  to  refinance  section  502  single-family  loans.  My  ques- 
tion is,  is  that  because  of  regulation  or  because  of  the  budget  or 
0MB  restrictions? 

Ms.  England-Joseph.  It  is  my  understanding  it  is  primarily  reg- 
ulatory. Language  probably  needs  to  be  clearly  stated  in  H.R.  3838 
that  would  encourage,  or  at  least  let  Farmers  Home  know  the  con- 
cerns of  this  subcommittee  about  the  need  to  not  use  just  existing 
loan  funds  perhaps  as  a  way  of  refinancing  or  reamortizing  those 
loans. 

Chairman  Gonzalez.  That  is  what  I  had  in  mind  when  I  said, 
that  is  taking  from  Peter  to  pay  Paul,  and  we  end  up  shortchang- 
ing both. 

What  I  am  not  too  clear  about  is  whether  that  is  a  mandated 
budgetary  or  0MB  directive? 

Ms.  England-Joseph.  Of  all  the  work  we  talked  about  with  you 
today,  the  work  we  are  doing  in  Farmers  Home  is  probably  the 
most  preliminary  and  the  budgetary  issues  are  ones  we  still  need 
to  work  on. 

However,  the  kinds  of  things  we  are  seeing  now  would  indicate 
that  if  you  were  to  reamortize  these  loans  rather  than  to  create 
new  loans,  the  costs  associated  with  closing  costs  and  others  would 
not  be  incurred. 

In  addition,  the  way  in  which  Farmers  Home  actually  manages 
and  services  these  loans,  particularly  the  constant  need  to  assess 
individuals'  incomes  in  determining  the  interest  subsidy,  the  costs 
associated  with  doing  that  probably  could  be  precluded  or  pre- 
vented in  the  course  of  refinancing  or  reamortizing  these  loans. 

So  there  are  other  associated  costs  that  probably  could  be  saved 
or  where  Farmers  Home  could  become  more  efficient  if  they  were 
to  do  this. 

Chairman  GONZALEZ.  Well,  I  appreciate  your  statement  and  the 
recommendation.  We  will,  as  we  go  along  into  these  hearings,  and 
markup,  eventually — and  I  hope  it  will  not  be  too  far  off  on  uie  bill, 
that  we  will  clarify.  It  may  require  statutory  clarification,  it  may 
not. 

I  appreciate  your  input  on  this.  It  helps  us  very  much. 
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I  might  also  mention  that  this  subcommittee — the  full  committee 
has  jurisdiction  on  Farmer  Mac.  We  have  had  very  disturbing  re- 
porting there.  That  has  to  do  with  the  other  side,  that  the  Depart- 
ment and  the  Agriculture  Committee  in  the  House  has  full  jurisdic- 
tion; and  that  is  on  the  business,  or  the  forming  of  ownership  itself, 
in  its  obtaining  the  line  of  credit.  But  it  is  directly  related  to  what 
is  happening  out  in  the  rural  areas  and  the  rather  high  incidence 
of  repossessions  of  farms. 

The  troubling  thing  is  that  with  the  syndication  of  a  lot  of  this 
paper — and  this  subcommittee  has  not  yet  gotten  into  that,  but  we 
do  have  the  responsibility  of  overseeing  Farmer  Mac,  so  I  thought 
I  would  mention  that  to  you  in  passing.  We  may  revisit  that  when 
we  get  to  that  kind  of  hearing. 

Mr.  Bereuter. 

Mr.  Bereuter.  Thank  you,  Mr.  Chairman. 

Ms.  England-Joseph,  as  you  may  have  noted.  Congress  has 
thrown  an  extraordinaiy  amount  of  money  at  the  homeless  problem 
in  a  helter-skelter  fasnion  involving  many  committees  of  a  few 
years  ago.  It  appears  that  an  extraordinary  amount  of  waste  and 
inefficiency  exist  in  the  homeless  programs. 

How  bad  is  the  program?  What  cities  and  regions  are  the  worst 
in  their  management  of  the  resources  given  them? 

Ms.  England- Joseph.  None  of  the  work  we  have  done  most  re- 
cently has  been  addressing  the  possible  waste  and  abuse  you  are 
referring  to.  Most  of  the  work  we  have  attempted  to  do  recently, 
by  request,  has  been  to  understand  better  how  monies  could  be 
more  efficiently  and  effectively  utilized  at  the  local  level. 

So  the  work  I  was  referring  to  in  my  testimony  essentially  was 
intended  to  figure  out,  how  could  we  streamline,  how  could  we  bet- 
ter provide  what  limited  resources  we  do  provide  to  communities. 

Mr.  Bereuter.  How  can  you  possibly  do  that  if  you  do  not  know 
where  the  waste,  the  fraud,  and  the  abuse  is?  How  do  you  stream- 
line if  you  do  not  examine  the  problem  and  identify  it? 

Ms.  England-Joseph.  One  of  the  techniques  we  used  in  our 
methodology  was  to  understand  it  from  the  customer's  or  client's 
perspective  or  the  service  provider's  perspective.  Perhaps  we  could 
call  this  waste — perhaps — ^but  the  fact  that  so  many  of  the  local 
communities  and  nonprofits  feel  that  the  number  of  programs  that 
they  have  to  deal  with,  the  number  of  applications,  the  different 
types  of  requirements  associated  with  the  numerous  types  of  pro- 
grams that  exist  out  there  are  costly. 

So  I  guess,  from  that  standpoint,  there  is  an  issue  associated 
with  perhaps  unnecessary  waste  or  unnecessary  duplication.  That 
is  a  very  difficult  matter  to  cost  out. 

Mr.  Bereuter.  What  would  cause  you  to  turn  your  head  from 
the  side  and  look  directly  at  the  problem?  A  formal  request  would 
cause  you  to  take  a  look  at  the  waste  and  abuse  in  the  homeless 
programs  today? 

Ms.  England-Joseph.  One  thing  that  I  think  would  be  very 
useful 

Mr.  Bereuter.  How  do  we  get  you  to  focus  on  it  so  this  national 
scandal  can  be  brought  to  the  attention  of  the  public? 

Ms.  England-Joseph.  Certainly,  by  a  request,  we  could  focus  our 
review  to  look  to  that  issue.  Very  little  of  what  we  have  found  so 
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far,  quite  an  extensive  amount  of  work,  would  be  any  real  examples 
or  indications  of  fraud. 

We  are  not  hearing  the  kinds  of  examples  of  fraud  and  abuse 
that  you  are  alluding  to.  So  if  the  subcommittee  and  subcommittee 
staff  are  familiar  with  those  types  of  examples,  that  would  be  ex- 
tremely useful  for  us. 

Mr.  Bereuter.  What  would  it  take  to  get  you  to  conduct  such  a 
study?  A  Member  request?  Is  that  sufficient  to  get  you  started  on 
it? 

Ms.  England- Joseph.  Certainly.  I  would  like  to  see  if  there  is 
more  information  behind  what  you  are  requesting  so  that  would 
help  us  focus  most  directly  to  what  you  need  done.  The  more  infor- 
mation that  you  might  already  have,  that  is  the  basis  of  your 
concern 

Mr.  Bereuter.  I  just  want  it  illuminated.  I  want  public  scrutiny 
on  it,  so  we  can  determine  how  to  go  about  correcting  that  ineffi- 
cient use  of  resources. 

Ms.  England-Joseph.  One  difficulty  we  might  have,  sir,  in  doing 
that  in  the  midst  of  major  reform  in  these  programs  would  be  to 
determine  when  do  we  look  at  it?  The  way  in  which  it  is  designed 
today?  The  way  is  it  likely  to  occur  out  of  legislative  activity  in  this 
Congress? 

So  that  is  something  else  I  think  we  want  to  work  with  you  and 
your  staff  to  make  sure  we  are  clear  about. 

Mr.  Bereuter.  Moving  to  the  next  point,  I  notice  you  quoted  or 
at  least  used  the  same  words  practically  that  Mr.  Bowsher  has  in- 
dicated with  respect  to  HUD — one  of  the  reasons  why  it  was  des- 
ignated as  a  high-risk  agency — HUD  has  a  staff  without  skills 
needed  to  effectively  manage  programs. 

Why  is  that  the  case?  What,  in  essence,  is  the  problem  with  HUD 
in  its  management  capability,  the  competence  of  its  people  to  man- 
age programs?  Why  has  it  been  a  continuing  problem  administra- 
tion after  administration  after  administration?  We  bring  in  good 
top  leadership,  good  Cabinet-level  people.  They  bring  in  good  peo- 
ple with  them.  And  yet  we  have  this  problem  which  I  think  Mr. 
Bowsher  has  correctly  identified. 

Ms.  England-Joseph.  There  is  no  one  problem  I  can  point  to. 
What  I  can  say  is  that  over  the  last  many  years  since  the  time 
HUD  was  first  established,  it  suffers  from  a  number  of  different 
missions.  I  think  the  lack  of  clarity  in  terms  of  mission  contributes 
in  large  measure  to  their  inability  to  perform  the  tasks  at  hand. 

Also,  over  the  course  of  the  last  15  years,  you  have  seen  a  dra- 
matic decline  in  the  number  of  resources  HUD  has.  One  of  the 
things  we  are  looking  at  now  is  whether  there  is  actually  a  rela- 
tionship between  the  decrease  in  staff,  meaning  full-time  equiva- 
lents, and  whether  there  has  been  a  complementary  increase  in  the 
number  of  consultants  and  contractors,  something  that  is  difficult 
to  get  a  handle  on  in  HUD  right  now  because  of  their  lack  of  infor- 
mation systems. 

I  would  say  the  declining  resources  and  commitment  from  a 
budgetary  perspective,  the  requirement  to  consistently  cut,  the  ap- 
plication of  more  and  more  new  programs  that  defuse  their  ability 
to  have  the  kind  of  expertise  they  need  to  focus  directly  on  that 
which  is  most  important.  Finally,  when  I  talk  about  mission  dilu- 
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tion,  a  mixture  of  missions  is  the  whole  struggle  in  HUD  that  I  see 
on  the  side  of  social  responsibility  and  trying  to  serve  many  dif- 
ferent types  of  needs  in  the  community  and  in  the  country  and  bal- 
ancing that  with  a  fiscal  or  financial  responsibility  of  being  such 
a  large  financial  institution  in  this  country. 

So  those  things  constantly  come  at  each  other  in  ways  that  I 
think  are  extremely  difficult  to  manage. 

Mr.  Bereuter.  Thank  you  for  that  attempt  to  answer. 

Chairman  Gonzalez.  If  the  gentleman  will  yield,  I  won't  detract 
from  your  time 

Mr.  Bereuter.  I  will  be  pleased  to  yield. 

Chairman  Gonzalez.  I  was  here  at  the  creation  of  HUD  and  had 
a  lot  more  than  just  a  passing  interest — because  I  have  been  a 
member  of  this  subcommittee  since  I  came  to  the  Congress  32 
years  ago. 

I  don't  think  it  is  fair  to  say  that  from  the  beginning  HUD — 
President  Kennedy  attempted  twice  to  create  HUD  and  failed;  that 
is  a  very  little-known  bit  of  history.  There  was  resistance  at  the 
congressional  level.  It  took  his  death — of  course,  it  took  his  death 
to  trigger  a  lot  of  other  things. 

In  1965,  Lyndon  Johnson  brought  forth  the  recommendation  to 
create  HUD.  The  main  idea  was  to  bring  in  these  disparate — all 
the  way  from  the  FHA  Commissioner  to  the  Public  Housing  Com- 
missioner to  the  Urban  Renewal  and  then,  of  course,  to  other 
areas. 

Then  in  the  1970's,  when  you  had  the  creation  of  the  secondary 
mortgage  institutions — Freddie  Mac,  Fannie  Mae  and,  above  all, 
Ginnie  Mae — Ginnie  Mae  was  appended  to  HUD.  Then,  last  Con- 
gress, we  revved  up  a  little  bit  more  on  HUD's  overall  or 
overarching  jurisdiction  among  Fannie  Mae  and  Freddie  Mac. 

However,  I  think  the  point  to  make  is  that  the  first — what — the 
first  15  years  of  HUD,  you  did  not  have  any  scandals.  You  had  a 
lot  of  change  in  the  Secretaries;  the  first  Secretary  was  Bob  Wea- 
ver. Then  you  had  the  Nixon  administration's  George  Romney;  and 
then  he  didn't  stay  too  long.  You  had  everybody  else  from  the  lady 
who  became  more  recently  the  Trade  Representative  and  all  the 
way  to  the  Carter  administration  and  the  former  mayor  of  New  Or- 
leans, Moon  Landrieu,  but  you  did  not  have  the  scandals. 

In  your  FHA  Commission  days,  you  didn't  have  the  scandals  that 
you  had  in  the  1980's  in  HUD. 

If  you  examine,  you  will  find  what  Ms.  England-Joseph  says  is 
very  true.  The  inspector  general  reports  were  for  the  last  2,  3 
years;  in  fact,  the  Secretary,  when  he  was  here  2  weeks  ago,  men- 
tioned that  HUD  continued  to  be  on  the  crippled  list.  It  has  been 
for  some  time,  but  that  time  goes  back  to  the  1980's. 

If  we  look  before  that,  we  didn't  have  the  so-called  scandals. 
Why?  Because  there  was  a  detachment  from  the  administrative  re- 
sponsibility and  the  accountability  of  that  administration;  and  then 
every  one  of  the  inspector  general's  reports  we  have  had — in  fact, 
we  had  him  here  last  year  and  more  recently,  and  the  underlying 
point  is  because  of  the  inadequacy  of  staffing — first,  inadequacy, 
number  of  staff;  and  second,  the  expertise  in  preparation  of  that 
staffing,  you  can  expect  some  things  happening  that  should  not  be 


77 

happening,  particularly  in  those  areas  of  need  for  expertise,  dis- 
position, and  the  like. 

So  the  inspector  general  has  laid  it  out,  but  we  in  the  Congress 
are  not  going  to  invade.  We  are  caught  constantly  between  the  de- 
sire to  encroach  on  the  executive  and  the  desire  to  abdicate  con- 
gressional responsibility  and  throw  it  over  on  the  executive. 

I,  as  chairman,  before  I  became  chairman,  have  constantly  been 
confronted  with  those  decisions.  When  you  withdraw — and  that 
was  noticeable  in  section  235,  when  Mr.  Nixon  was  elected  and  re- 
elected, and  he  announced  between  his  reelection  and  the  begin- 
ning of  the  new  Congress  that  he  was  going  to  eliminate  235,  be- 
cause you  had  scandals  in  some  areas,  in  Chicago,  up  in  the  Middle 
West. 

But  over  in  my  area,  235  worked  great.  Beautiful.  Because  the 
local  administrator  had  the  sagacity  to  move  personnel  out  to  coun- 
seling these  new  home  buyers.  Over  in  these  other  areas,  where 
you  didn't,  you  had  a  lot  of  misdoing;  that  is  true.  But  for  whatever 
reasons,  the  money  was  withdrawn  and,  in  fact,  the  program  was 
eventually  going  to  be  doomed. 

But  the  reason  there  was  the  withdrawal  from  the  commitment 
at  the  same  time  that  it  was  inaugurated  under  George  Romney's 
term  of  office,  he  announced  a  10  percent  across-the-board  decrease 
in  personnel. 

That  is  why  I  am  very,  very  apprehensive  about  this  new  goal 
that  the  Vice  President  has  announced  and  the  Congress  has  em- 
braced and  everybody  is  talking  about,  reducing  the  Federal  Grov- 
ernment  of  252,000  personnel.  These  across-the-board  magic  num- 
bers have  never,  never,  in  my  judgment — even  back  on  the  city 
council  we  had  the  same  thing  the  first  year  I  was  there.  The  idea 
was,  if  you  cut,  you  had  economy.  Well,  I  found  that  it  could  be 
false  economy,  that  real  economy  was  making  sure  the  taxpayer  got 
100  pennies  of  that  tax  dollar  for  the  purpose  it  was  intended. 

That  is  the  efficient  working  of  the  program.  If  the  program  was 
not  working,  you  cut  it  out. 

I  saw  that  from  the  very  beginning  on  the  city  council.  We  had 
a  lot  to  do;  a  review,  they  cut  out.  Three  years  later,  the  taxpayers 
had  to  ante  up  $40  million  to  make  up  for  that  shortsighted,  false 
economy. 

I  appreciate  the  gentleman  yielding  to  me.  I  would  not  cast  judg- 
ments overall.  I  think  at  this  point  and  beginning  with  Secretary 
Kemp — the  bill  we  passed  on  his  recommendation  addressed  the 
problems  that  grew  up  immediately  preceding  his  term.  But  when 
this  new  administration  took  over,  I  saw  with  quite  a  bit  of  concern 
the  Secretary's  announcement  less  than  a  month  after  he  had 
taken  office  that  great  things  were  wrong  at  HUD  and  had  been, 
implying  that  whatever  the  previous  administration  had  done  by 
reform  had  been  inadequate. 

I  discussed  that  with  the  Secretary's  Assistant  and  said,  look,  I 
think  that  was  not  wise  because  you  say  everything  is  wrong,  and 
you  are  going  to  reinvent — well,  my  gosh,  that  is  great  and  all.  But 
a  year  from  now,  unless  you  target  what  you  say  is  wrong  and  you 
address  that  right  away,  a  year  from  now  everybody  is  going  to  for- 
get that  the  thrust  of  your  message  is  this  happened  before  you; 
and  it  is  your  baby.  And  that  is  where  we  are  today,  Mr.  Bereuter. 
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Mr.  Bereuter.  Thank  you,  Mr.  Chairman,  for  the  lessons  from 
experience.  I  differ  with  you  a  little  bit  with  respect  to  the  1970's. 
I  think  the  major  decline  in  competence  began  in  the  1970's.  I  saw 
it  from  a  different  perspective.  It  certainly  accelerated  in  the 
1980's. 

I  am  quoting  Mr.  Bowsher's  words  that  we  have  a  management 
problem  there.  If  we  could  take  the  200,000-person  cuts  and  not 
apply  them  across  the  board,  but  apply  them  to  the  least  competent 
people  in  the  administration,  that  would  be  a  better  way  to  proceed 
if  we  just  had  that  wisdom. 

It  may  be  a  government-wide  problem,  but  I  recall  when  we  had 
in  the  Omaha  office  of  HUD  a  person  who  was  incompetent.  They 
documented  it  in  every  conceivable  way.  He  was  close  to  illiterate, 
if  not  illiterate,  and  they  could  not  get  rid  of  the  person,  but  moved 
him  to  Kansas  City. 

I  don't  know  how  big  a  problem  that  is,  but  it  does  not  do  much 
for  morale  and  for  generating  good  performance  around  him. 

I  would  like  to  move  to  the  Farmers  Home  Administration  and 
ask  you,  Mr.  Dunn,  with  respect  to  the  Rural  Rental  Housing  Pro- 
gram, section  515,  we  have  seen  discussion  of  the  problems — and 
you  addressed  them  yourself  Two  questions,  quickly,  and  then  I 
will  move  to  a  third  area. 

What  means  do  you  have  available  to  collect  from  developers  who 
abuse  the  program?  What  kind  of  legislative  assistance,  if  any,  do 
you  need  to  recoup  those  losses  from  developers? 

Mr.  Dunn.  Mr.  Bereuter,  what  we  have  done  is  to  take  a  look 
at  it.  In  the  background  information  I  provided  for  you  is  a  list  of 
initiatives  we  are  going  through  to  try  to  make  collections  in  there. 
We  also  have  legislative  agendas  in  there.  That  is  in  your  packet 
of  material. 

Mr.  Bereuter.  I  will  read  that. 

Mr.  Dunn.  I  provided  for  you  also  a  case  study  of  one  such  effort. 
It  is  in  the  large  book  we  provided  for  your  enjoyment  some  late 
evening. 

Mr.  Bereuter.  I  didn't  realize  that  was  there  in  detail. 

Mr.  Dunn.  We  are  meeting  with  the  Office  of  Inspector  General 
and  of  OGC  and  putting  together  a  team,  helping  to  train  our  per- 
sonnel. Then  where  we  go  in  to  inspect  these  units,  we  can  get  the 
body  of  evidence  on  those  folks  that  are  guilty  of  the  fraud,  waste, 
and  abuse.  We  will  have  a  case  to  give  to  Justice,  to  take  them  to 
court. 

We  will  also  be  looking  for  civil  damages  legislation. 

Mr.  Bereuter.  Good.  Section  502,  the  Loan  Guarantee  Program, 
I  am  enthused  about  the  growth.  I  have  been  interested  in  it  since 
we  began  it.  I  notice  with  respect  to  allocation,  number  of  loans, 
so  on,  it  is  a  very  different  record  across  the  country. 

Texas,  that  may  have  about  as  many  rural  residents  as  anyone 
would  see.  You  agree  with  that.  They  had  an  allocation  which  was 
the  largest  of  all.  The  program  just  has  not  gone  anyplace  there, 
7.6  percent  of  its  funds  allocated. 

States  like  Tennessee,  which  has  a  rural  population — nothing  ap- 
proaching that  of  some  of  the  other  States — you  have  a  record 
where  they  are  using  105  percent  allocation,  getting  started  there 
well — seems  to  be  starting  well. 
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In  Florida,  Georgia,  North  Carolina,  in  some  ways. 

In  mv  State,  where  it  is  needed,  it  is  mediocre  at  best. 

Nortn  Dakota,  one  of  the  lowest  income  rural  States,  is  not  going 
anyplace  at  all. 

What  is  the  difference  between  why  it  works  in  some  States  and 
why  it  does  not?  How  much  depends  upon  leadership  within  your 
State  offices  of  Farmers  Home  Administration?  What  is  going  right 
in  Tennessee,  for  example? 

Mr.  Dunn.  There  is  a  good  portion  of  it  on  leadership,  Mr.  Bereu- 
ter.  I  think  you  are  correct.  What  this  administration  has  done  is 
to  get  these  State  directors  together.  Every  time  they  get  together, 
we  ask  them  to  bring  their  two  most  innovative  ideas  of  how  they 
are  doing,  performing  better,  and  exchange  those  with  the  other 
State  directors.  That  way,  we  can  take  Tennessee's  experience  to 
Nebraska,  and  say,  here  is  an  opportunity  to  better  utilize  it. 

But  let's  look  at  this  guaranteed  program.  What  you  are  talking 
about  is  this  is  skewed  to  higher  income  folks  than  our  normal  502 
Program. 

Mr.  Bereuter.  Low  middle  and  middle  income? 

Mr.  Dunn.  Yes,  sir. 

Mr.  Bereuter.  Working  with  bankers,  I  assume  that  is  part  of 
it?  You  have  to  have  their  cooperation? 

Mr.  Dunn.  Yes. 

Mr.  Bereuter.  Are  there  other  answers? 

Mr.  Dunn.  That  would  be  two  that  come  to  mind.  We  will  cer- 
tainly review  those  and  get  you  a  full  report. 

Mr.  Bereuter.  Texas,  Mississippi,  certainly  have  a  great  many 
very  low-income  people.  It  is  not  being  used  there. 

Look  at  Georgia.  They  are  using  it  well.  They  have  a  lot  of  low- 
income,  rural  people.  There  is  something  happening  in  those 
States. 

Mr.  Dunn.  Again,  very  low-income  people  would  have  a  hard 
time  qualifying  for  straight  guarantees. 

Mr.  Bereuter.  I  think  when  you  have  very  low,  you  also  have 
people  in  low-middle  that  are  just  above  that  80  percent  cutoff 
point. 

I  would  appreciate  it  if  you  would  examine  and  do  what  you  can 
to  encourage  a  more  consistently  positive  use  of  the  program  across 
the  whole  Nation. 

Mr.  Dunn.  We  will. 

Mr.  Bereuter.  Thank  you  very  much. 

Thank  you,  Mr.  Chairman. 

Chairman  Gonzalez.  Thank  you,  Mr.  Bereuter. 

Mr.  Watt. 

Mr.  Watt.  Thank  you,  Mr.  Chairman.  I  just  had  a  few  questions. 
Was  that  a  vote  bell  that  just  rang? 

Chairman  Gonzalez.  That  was  a  vote  bell.  It  was  a  first  bell. 

Mr.  Watt.  I  will  try  to  do  this  as  quickly  as  I  can. 

Chairman  Gonzalez.  OK. 

Mr.  Watt.  Let  me  go  to  Mr.  Dunn  first.  I  understand  you  are 
having  problems  in  the  Section  515  Program.  But  a  concern  that 
I  have,  looking  at  your  budget  request  for  that  program,  which — 
correct  me  if  I  am  wrong — would  reduce  the  level  of  funding  from 
$540  million  in  1994  to  $220  million  in  1995? 


80 

Mr.  Dunn.  That  is  correct,  sir. 

Mr.  Watt.  I  am  concerned  about  why  that  is  and  particularly 
concerned  that  the  problems  in  the  system  may  be  driving  you  to 
reduce  the  budget  for  a  program  that  is  good,  which  you  all  have 
encountered  problems  with  the  administration  in  some  ways,  and 
then  the  program  starts  to  suffer  because  of  the  administrative 
problems. 

Are  we  throwing  out  the  baby  with  the  bathwater,  I  guess  is  the 
old-fashioned  way  of  saying  that? 

Mr.  Dunn.  The  Congressman  makes  an  excellent  point.  This  re- 
flects purely  budgetary  concerns.  The  cost  of  the  515  Program,  be- 
cause it  is  a  50-year  loan,  is  very  high;  it  is  almost  like  57  percent. 
So  it  is  a  very,  very  costly  program. 

What  we  looked  at  is  how  could  we  help  more  very  low-income 
people,  and  what  we  found  was  we  had  a  great  number  that  needed 
rental  assistance  to  be  able  to  stay  in  units  or  to  get  into  units  that 
we  currently  had  available.  So  there  was  a  decision  that  we  would 
put  more  money  into  that  because  that  would  assist  those  very  low- 
income  people. 

However,  the  result  was  that  we  dramatically  cut  back  on  the 
number  of  new  units  we  were  going  to  build. 

This  is  exacerbated  by  what  we  have  found  as  we  go  out  and  find 
deteriorating  units,  because  what  will  happen  there  is,  we  will 
have  to  use  that  money  that  we  have  requested  to  rehab  those 
units  so  that  they  become  safe,  sound,  and  standard. 

So  that  could  cause  some  problems  in  the  upcoming  year. 

Mr.  Watt.  You  are  saying  even  the  $220  million  is  more  likely 
to  be  used  for  rehab  than  for  new  units? 

Mr.  Dunn.  That  is  a  very  good  possibility,  sir,  as  we  go  out  and 
uncover  some  of  the  problems  we  have  found  as  we  begin  looking 
at  these  units. 

Mr.  Watt.  Do  we  not  need  additional  units?  Is  that  why  we  are 
cutting  the  funding? 

Mr.  Dunn.  We  have  a  request  in  the  pipeline,  I  believe,  of  $1.8 
billion  for  new  units.  Certainly,  there  is  a  demand. 

Mr.  Watt.  We  have  those  funds  already  allocated? 

Mr.  Dunn.  No,  sir,  we  do  not  have  those  funds  allocated.  That 
is  what  we  see  in  the  pipeline  of  an  additional  request  for  515 
units. 

Mr.  Watt.  OK.  How  are  we  going  to  finance  that  pipeline 
request? 

Mr.  Dunn.  Very  slowly. 

Mr.  Watt.  I  take  it  for  each  one  of  those  units,  there  is  somebody 
waiting  to  occupy.  How  we  are  going  to  house  those  people? 

Mr.  Dunn.  You  raise  an  excellent  question.  Congressman.  We 
have  asked  for  additional  voucher  units.  If  there  is  decent  standard 
housing  available,  we  could  utilize  those.  But  certainly,  the  need 
and  the  demand  for  these  programs  far  exceed  the  resources  that 
we  have. 

Mr.  Watt.  At  the  same  time,  it  appears  to  me  from  reviewing  the 
budget  information  that  you  are  asking  to  go  on  this  Single-family 
Guaranteed  Program  from  $750  million  in  1994  to  $1.3  billion? 
That  is  a  79-percent  increase?  Does  that  mean  we  are  shifting  our 
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emphasis  from  providing  safe  rental  housing  for  people  to  home- 
ownership?  I  mean,  have  we  changed  our  priority? 

Mr.  Dunn.  That  is  again,  sir,  a  budget  driven  decision  because 
of  the  low  delinquency  rate  Congressman  Bereuter  talked  about. 
We  do  see  that  costing  less. 

Mr.  Watt.  So  that  program  is  being  rewarded  because  it  is  run 
more  efficiently  and  has  less  delinquency  in  it?  The  Rental  Pro- 
gram is  being  punished  because  it  is  run  less  efficiently?  It  has 
nothing  to  do  with  the  merits  of  the  program,  I  take  it. 

Mr.  Dunn.  The  demand  is  there  for  both  programs.  The  cohort 
for  the  cost  on  the  502  Guaranteed  Program  is  1.7  percent  versus 
52.5  percent  for  the  515  Programs. 

Mr.  Watt.  But  everybody  cannot  afford  to  buy  a  house,  Mr. 
Dunn.  I  think  the  point  I  am  driving  at  here  is  while  I  would  like 
for  everybody  in  this  country  to  own  a  house  also,  it  is  the  Amer- 
ican dream,  but  for  most  people  it  is  the  American  nightmare,  I 
will  tell  you,  because  they  cannot  afford  to  realize  the  dream. 

Mr.  Dunn.  The  Congressman  is  not  going  to  get  an  argument  on 
that  one. 

Mr.  Bereuter.  Will  the  gentleman  yield?  I  want  to  say  to  the 
gentleman,  I  don't  know  if  you  were  here  before,  but  I  pointed  out 
the  expected  budget  authority  for  that  $1.3  billion  is  only  $22  mil- 
lion. It  advanced  from  $12  million  this  current  year  expected  to 
only  $22  million.  There  is  not  much  budget,  laying  out  dollars 
budget  authority.  That  is  because  of  the  low  rate. 

I  thank  the  gentleman  for  yielding. 

Mr.  Watt.  You  mean  in  terms  of — this  is  guaranteed  money 
rather  than  actual  outlay  money,  is  what  you  are  saying? 

Mr.  Bereuter.  Correct.  The  actual  default  plus  administrative 
costs  for  next  year  are  only  projected  to  be  $22  million. 

Mr.  Watt.  That  is  interesting.  The  information  I  have  is  we  are 
going  from  $750  million  to  $1.3  billion.  That  is  a  lot  more  than  $12 
million.  Maybe  somebody  can  explain  that  to  me. 

Mr.  Bereuter.  If  the  gentleman  will  yield  a  second.  The  amount 
to  be  guaranteed  this  year  is  $700  million.  The  amount  to  be  guar- 
anteed is  $1.3  billion.  But  the  outlay  only  jumps  from  $12  to  $22 
million. 

Mr.  Watt.  All  right.  I  think  I  understand  that. 

Well,  I  guess  I  am  pointing  this  up  more  for  the  record  than  I 
am  for  getting  an  argument  from  you.  I  assume  you  are  on  my  side 
of  this  issue. 

But  it  is  the  agency's  budget  that  we  are  proceeding  on.  I  would 
assume  that  that  reflects  the  agency's  priorities  in  this  area.  If  you 
send  the  budget  over  here  that  cuts  anything,  or  proposes  to  cut 
anything,  I  assure  you  it  will  be  cut.  It  probably  will  be  cut  if  you 
do  not  propose  to  cut  it;  but  I  assure  you  it  will  be  cut  if  you  pro- 
pose to  cut  it. 

If  that  is  out  of  step  with  your  priorities,  I  would  say  that  maybe 
you  ought  to  send  us  a  budget  that  is  reflective  of  your  priorities. 

Mr.  Dunn.  Congressman,  priorities  of  the  agency  go  hand-in- 
hand  with  the  priorities  of  the  Nation  as  a  whole.  The  President 
has  need  for  deficit  reduction  in  order  to  keep  low  interest  rates 
and  other  things  which  are  resulting  in  those  types  of  cuts.  What 
we  have  presented  here  is  based  upon  budget  outlays  or  budget  au- 
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thorities  on  the  actual  costs  for  the  $1.3  billion  we  are  talking 
about  in  the  502  Program;  it  actually  costs  us  $22  million. 

For  the  $220  million  for  the  515  Program,  it  costs  us  $115  mil- 
lion. That  is  where  we  run  into  the  problem.  So  we  are  looking  at 
how  do  we  provide  the  most  assistance  for  the  most  folks  with  the 
best  mix  that  we  can  provide  given  the  national  priority. 

Mr.  Watt.  I  am  almost  afraid  to  ask  my  next  question.  If  there 
are  problems  in  the  administration  of  the  Rental  Program,  for 
which  we  put  out  hard  cash  dollars,  do  we  have  some  assurance 
there  are  no  problems  in  the  administration  of  the  Guaranteed  Pro- 
gram for  which  we  do  not  put  out  hard  cash  dollars  today,  but  if 
there  are  problems  in  the  equation,  the  Federal  Grovernment  will 
be  expected  to  put  out  hard  cash  dollars  for  in  the  future?  Are  we 
satisfied,  are  you  satisfied  that  the  level  of  problems  that  exist  in 
the  Guarantee  Program  are  not  parallel  with  the  level  of  problems 
that  exist  in  the  Rental  Program? 

Mr.  Dunn.  I  cannot  tell  you 

Mr.  Watt.  Please,  don't  hesitate  in  your  answer  to  that.  It  trou- 
bles me  when  you  hesitate. 

Mr.  Dunn.  That  I  am  absolutely  confident  in  the  authority  of 
what  is  happening  here.  I  know  what  I  have  found,  what  I  have 
observed  in  the  few  short  months  I  have  been  Administrator. 
Frankly,  we  were  appalled  with  what  we  found  in  the  515  Pro- 
gram, in  health,  safety  standards,  apparent  civil  rights  violations. 
It  is  intolerable.  I  will  be  asking  our  staff  to  look  at  it  in  the  single- 
family  as  well. 

That  is  not  what  this  government  is  about.  That  is  not  what  you 
pass  legislation  for.  And  that  is  not  what  the  Clinton  administra- 
tion will  be  for. 

Mr.  Watt.  You  understand  the  point  I  am  making?  It  is  if  there 
are  substantial  problems  parallel  or  equivalent  to  those  in  the 
Rental  Program,  in  the  Guarantee  Program,  this  temporary  situa- 
tion where  we  are  outlaying  only  $12  million  for  what  appears  to 
be  a  substantial,  substantial  increase  is  temporary?  It  will  not  be 
permanent?  At  some  point  we  will  have  to  pay  the  piper? 

Mr.  Dunn.  If  there  are  those  problems. 

Chairman  Gonzalez.  If  the  gentleman  will  yield,  we  may  have 
about  2  minutes  or  so  left  on  this  rollcall  vote. 

If  the  gentleman  still  feels  he  has  questions,  I  would  like  to 
ask 

Mr.  Watt.  I  have  many  more.  I  will  defer  and  may  submit  them 
in  writing. 

Chairman  Gonzalez.  If  you  wish,  we  can  go  and  vote  and  come 
back. 

Mr.  Watt.  Not  unless  you  are  planning  to  do  that  anyway.  Do 
not  do  it  for  my  sake. 

Chairman  Gonzalez.  I  have  a  couple  that  I  think  I  would  like 
to  ask  here.  So  if  the  witnesses  will  be  patient  with  us,  we  will  re- 
cess briefly  to  go  register  our  votes  and  come  right  back. 

[Recess.] 

Chairman  GONZALEZ.  We  will  return  to  order. 

Mr.  Watt,  do  you  want  to  continue  your  line  of  questioning? 

Mr.  Watt.  Thank  you,  Mr.  Chairman.  I  think  we  probably  have 
gone  about  as  far  as  we  can  go  on  that  particular  line.  I  did  have 


83 

one  other  question  of  Mr.  Dunn  before  I  shift  horses  to  the  other 
witness. 

I  beheve  you  indicated  that  in  answer  to  Mr.  Bereuter's  question 
that  you  currently  have  3,288  homes  in  your  inventory? 

Mr.  Dunn.  Yes,  sir. 

Mr.  Watt.  I  was  looking  at  the  top  of  page — actually  bottom  of 
page  1  of  your  testimony,  last  paragraph.  You  say  in  an  effort  to 
get  the  homeless  and  our  vacant  housing  together,  we  have  started 
a  program  whereby  inventoried  housing  not  suitable  for  our  regular 
program  is  rented  or  sold  to  nonprofit  organizations. 

Tell  me  a  little  bit  about  what  it  means  to  be  "not  suitable"  for 
your  regular  program. 

Mr.  Dunn.  That  may  be  a  home  that  is  too  large  to  maintain  and 
heat.  It  may  be  some  we  have  gotten  from  some  of  our  other  pro- 
grams; farm  programs,  for  instance,  that  we  would  end  up  with  in 
inventory. 

I  am  glad  you  brought  this  back  up,  because  Secretary  Espy  has 
asked  us  to  put  together  a  special  initiative  to  ensure  that  we  get 
as  many  of  these  houses  out  here  as  we  can.  They  will  be  of  a 
standard  nature.  They  will  be  well  maintained.  We  are  looking  at 
contracts  with  nonprofit  organizations,  community-based  organiza- 
tions to  be  the  intermediaries  there. 

Mr.  Watt.  The  point  I  am  trying  to  get  to  is,  does  your  agency 
have  a  specific  program  under  which  your  inventory  can  be  con- 
verted to  homes  for  homeless  people?  Or  is  this  something  that  you 
all  are  kind  of  bootstrapping,  putting  together  as  you  go  along? 

Mr.  Dunn.  We  are  taking  the  cue  from  the  President's  Executive 
order  and  Secretary  Espy  has  asked  us  to  put  together  a  special 
program  for  these. 

Mr.  Watt.  Will  that  require  any  legislative  action? 

Mr.  Dunn.  At  this  time,  it  is  simply  going  to  be  regulatory 
changes. 

Mr.  Watt.  Mr.  Chairman,  do  you  know  whether  HUD's  program 
is  legislatively  sanctioned?  Does  HUD  have  a  similar  program  for 
converting  some  of  this  inventory  to  homeless  or  disposing  of  that? 

Chairman  Gonzalez.  Yes. 

Mr.  Watt.  Is  that 

Chairman  GrONZALEZ.  Statutory. 

Mr.  Watt.  Why  would  we  not  have  a  similar  kind  of  program  for 
Farmers  Home? 

Ms.  England-Joseph.  Mr.  Watt,  I  can  answer  that  question.  We 
actually  have  a  report  I  will  get  to  you  this  afternoon  that  we  is- 
sued probably  about  6  months  ago  on  foreclosed  properties  across 
government  which  included  HUD,  Farmers  Home,  VA.  In  fact, 
Farmers  Home  does  have  a  very  small  Foreclosed  Property  Pro- 
gram in  order  to  set  aside  housing  for  the  homeless. 

Your  question  about  the  issue  of  substandard  or  not  meeting  cer- 
tain standards,  actually  what  we  found  in  our  work  was  not  so 
much  a  size  issue  or  a  structure  issue  in  terms  of  being  too  large 
or  too  small;  it  actually  was  a  quality  issue.  If  it  was  low  enough 
quality,  it  would  not  move  quickly  to  the  foreclosure  process  and 
be  sold  in  the  open  market. 
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So  there  were  issues  associated  with  the  abihty  to  get  those  prop- 
erties set  aside  and  made  available  to  nonprofit  organizations — to 
the  homeless,  specifically. 

Mr.  Watt.  So  we  take  the  worst  of  our  housing  basically  and  try 
to  get  the  nonprofits  to  rehab  it  for  homeless  people? 

Ms.  Engi^and-Joseph.  Essentially,  that  is  the  case.  I  think  there 
probably  is  some  quality — appropriate  quality  housing  that  is  part 
of  this  set-aside  or  whatever  you  want  to  call  it,  the  way  Farmers 
Home  wants  to  call  their  program.  The  big  point  with  Farmers 
Home  is  because  of  their  low  default  rates  and  therefore  their  low 
foreclosure  rates,  they  do  not  have  that  many  properties.  The  larg- 
est number  of  units  available  is  with  HUD. 

Mr.  Dunn.  Mr.  Watt,  lest  you  be  misled  by  that  term,  that  does 
not  mean  they  are  substandard;  the  houses  are  brought  up  to 
standard  before  they  go.  It  means  we  have  had  them  for  an  exceed- 
ingly long  time  on  our  rolls,  and  so  forth. 

Mr.  Watt.  I  am  not  being  critical.  I  hope  you  do  not  take  any 
of  these  questions  to  indicate  I  am  being  critical  of  your  program. 
What  I  am  more  interested  in  is  trying  to  see  whether  there  is 
some  way  to  increase  the  number.  I  mean,  if  you  look  at  the  top 
of  page  2,  you  have  only  109  properties  that — across  17  States  and 
35  organizations  involved  in  this  or  trying  to  be  involved  in  it.  It 
just  seems  to  me  there  might  be  some  way  we  could,  if  we  had 
some  legislative  or  statutory  sanction  for  what  you  are  doing,  help- 
ful in  making  more  properties  available. 

Mr.  Dunn.  We  would  be  delighted  to  meet  with  the  Congress- 
man. We  have  given  the  Secretary  three  different  options  of  ways 
he  can  go  on  this.  One  we  have  presented  for  him  we  can  do  regu- 
latory; he  is  very  anxious  to  get  these  housing  stocks  occupied.  We 
are  probably  going  to  go  with  that,  but  there  are  the  other  two  that 
may  need  legislative  change. 

In  addition  to  that,  in  your  section  816  of  H.R.  3838,  there  are 
monies  made  available  for  rural  housing. 

I  think  you  have  grants  authorized  for  some  $32  million  for  the 
next  fiscal  year.  Those  are  currently  designated  to  go  to  HUD. 

Mr.  Watt.  Let  me  just  briefly,  Mr.  Chairman,  if  I  can  indulge 
you  just  a  minute  or  two  longer,  ask  Ms.  England-Joseph  a  ques- 
tion that  follows  up  on  Mr.  Bereuter's  line  of  questioning. 

If  I  may  find  the  right  place,  in  answer  to  one  of  Mr.  Bereuter's 
questions,  you  indicated  that  HUD  over  the  years  has  had  a  num- 
ber of  changing  missions;  and  one  of  the  concerns  I  have  is  that 
one  of  those  changing  missions  now  which  HUD  really  has  no  expe- 
rience in  training  to  deal  with  is  the  one  that  is  referenced  on  page 
14  of  your  testimony.  That  is  the  similar  situation  to  Farmers 
Home. 

HUD  now  has  31,000  units  in  its  inventory;  and  in  addition,  you 
have  38,000,  or  HUD  has  38,000  more  units  in  the  process  of  fore- 
closure and  it  has  2,432  mortgages  which  it  is  holding — I  assume 
that  that  is  in  addition  to  that;  so  we  are  talking  about  over  70,000 
units  that  it  seems  to  me  HUD  has  really  no  training  or  experi- 
enced personnel  or  background  in  really  managing  or  dealing  with 
these  properties. 
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Can  you  give  us  kind  of  an  update  on  what  they  are  doing  inter- 
nally to  address  that  changing  requirement  of  personnel  or  is  all 
of  this  being  contracted  out  to  contractors? 

Ms.  England -Joseph.  There  is  a  large  amount  of  contracting  out 
that  is  done  in  managing  these  properties  once  they  become  HUD- 
owned.  However,  that  requires  HUD  to  be  sufficiently  expert 
enough  to  oversee  those  contractors.  There  is  probably  a  question 
in  terms  of  capacity,  the  more  you  have  to  contract  out  for  more 
properties  to  be  effectively  managed. 

HUD  is  experimenting  with  a  number  of  things  as  a  part  of  the 
"reinvent  HUD"  initiative.  They  have  clearly  focused  the  multifam- 
ily  area  as  the  place  where  they  put  a  great  deal  of  priority.  They 
are  also  talking  about  centralizing  and  building  teams  of  experts 
that  could  go  almost  anywhere  in  the  country  to  provide  the  kind 
of  hands-on  property  disposition  activity  that  needs  to  go  into  a 
community  and  actually  sell  these  properties  or  determine  what 
needs  to  be  done  with  those  properties. 

So  HUD  is  experimenting;  but  overall,  the  basic  premise  of  your 
question  is  right.  I  think  we  have  a  great  deal  of  concern  about 
HUD's  capacity.  They  were  never  designed  to  be  a  landlord,  much 
less  to  manage  these  properties  when  they  do  not  have  the  infra- 
structure, not  just  the  staff  and  the  resource  expertise,  but  the  in- 
formation. They  do  not  have  the  kind  of  information  you  or  I  would 
expect  ought  to  be  available  in  order  to  understand  this  inventory, 
to  manage  it,  and  to  make  some  judgment  as  to  how  quickly  to 
move  on  some  things  and  hold  off  on  other  things. 

Information  resource  management  is  as  critical  a  need  as  any- 
thing else. 

Mr.  Watt.  I  seem  to  have  some  vague  recollection  that  in  an- 
other appearance  before  this  subcommittee,  your  office  had  done 
some  analysis  of  the  cost-eff'ectiveness  of  doing  this  work  in-house 
as  opposed  to  contracting  it  out  to  contractors. 

Have  you  all  completed  that  analysis? 

Ms.  Engiand-Joseph.  It  was  not  actually  a  cost  analysis  of  con- 
tracting out  versus  doing  it  in-house.  What  we  did  talk  about  was 
that  the  holding  cost  of  keeping  the  situation  status  quo  for  last 
year  was  $250  million,  almost  $260  million. 

I  think  the  point  we  were  making  is  whether  you  maintain  these 
properties  within  HUD  or  make  it  available  through  legislative  ac- 
tion to  sell  these  properties  on  the  open  market,  there  will  still 
need  to  be  some  costs  associated  with  those  properties.  However, 
it  is  very  difficult  to  measure  the  qualitative  aspects  of  these  prop- 
erties declining  as  they  are  held  in  the  HUD  inventory.  But  I  think 
everyone  is  concerned  the  longer  they  become  HUD-owned  and  held 
and  managed,  the  more  they  may  decline  in  value  and  quality. 

So  there  is  a  great  deal  of  concern  that  the  holding  costs  actually 
could  become  greater. 

The  real  concern  we  have  with  the  way  in  which  the  situation 
exists  today  is  a  lot  of  these  costs  are  hidden  because  they  are  all 
borne  out  through  the  Greneral  Insurance  Fund  or  the  GI  Fund  of 
FHA.  So  that  you,  the  Congress,  are  unable  to  really  provide  the 
right  kind  of  oversight  and  focus  on  what  is  happening  with  that 
inventory  because  it  does  not  come  up  every  year  as  an  appropria- 
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tion  requirement  that  you  can  talk  about  and  understand  and  get 
your  hands  on. 

If  these  properties  were  sold  or  in  some  way  we  were  to  switch 
them  from  the  way  in  which  we  fund  and  support  them  now,  it 
would  shed  greater  light  on  the  deficiencies  that  I  think  exist  in 
the  management  of  this  program. 

Mr.  Watt.  Is  it  your  sense  that  HUD  is  taking  significant — I  will 
not  ask  sufficient  or  ask  you  to  pass  judgment  on  quality  of  what 
they  are  doing;  but  are  they  taking  significant  steps  to  try  to  deal 
with  this  in  some  systematic  way? 

Ms.  England-Joseph.  There  is  no  question  in  my  mind  they 
have  made  it  a  high  priority  and  the  level  of  attention  they  have 
given  it  since  we  have  been  involved  in  this  work  has  been  strong. 
Very  strong  attention  has  been  given. 

I  think,  one,  the  legislative  activity  that  needs  to  occur  in  order 
to  make  decisions  about  how  we  move  this  property  out  is  some- 
thing that  really  rests  here.  We  need  to  get  some  decision  as  to  how 
we  are  willing  to  allow  these  properties  to  be  disposed  of,  whether 
they  are  totally  preserved,  somewhat  preserved  or  to  maintain 
some  stock  in  a  lower  income  community. 

The  place  where  I  think  HUD  needs  to  spend  more  time,  more 
attention,  higher  priority  perhaps  and  more  money  really  is  getting 
behind  that  insurance-enforced  portfolio  and  managing  the  risks 
associated  with  that  huge  number  of  loans,  15,000  loans,  that  are 
in  that  insurance  in  force  that  HUD  has  now  estimated,  40  percent 
of  which  could  likely  go  bad  over  the  life  of  these  loans,  which  could 
be  as  much  as  30  years.  That  is  a  significant  risk  to  the  Federal 
Government. 

HUD  really  is  only  now  trying  to  build  the  right  kind  of  informa- 
tion system  that  private  industries  had  all  along  in  terms  of  under- 
standing what  are  these  properties  all  about  and  to  get  early  warn- 
ing signals  regarding  whether  these  things  are  going  into  delin- 
quency or  not  and  to  take  whatever  action  can  oe  done  to  save 
these  things  before  they  go  bad  and  suddenly  have  to  go  into  the 
HUD-held  portfolio. 

That  is  a  place  where  I  think  HUD  is  putting  priority.  I  would 
probably  emphasize  they  need  to  put  greater  attention  and  priority 
on  the  other  place  where  I  think  they  recognize  they  need  to  take 
more  action  on,  but  I  am  not  really  sure  how  I  would  judge  their 
performance  to  date  on  the  HUD-held  inventory,  where  we  hold  the 
note,  but  we  do  not  yet  own  the  property. 

Many  of  those  notes,  as  we  said  here,  are  delinquent;  over  half 
of  the  2,400  HUD-held  loans  are  delinquent;  61  percent  of  those  are 
not  in  any  sort  of  workout  activity  right  now.  That  is  to  say,  at 
some  point  in  time  they  may  have  been  in  a  workout  program. 
HUD  made  changes  to  extend  the  workout  from  3  years  to  9  years. 

The  bottom  line  has  not  changed  for  that  particular  group  of 
loans.  The  bottom  line  is  very  little  real  action  being  taken  to  try 
to  right  these  loans  or  do  whatever  we  can  to  move  them  into  fore- 
closure if  that  is  what  we  ought  to  do.  The  difficulty  that  is  posed 
to  HUD  is  because  they  see  nothing  once  foreclosed  moves  any- 
where. The  incentive  of  doing  anything  other  than  allowing  them 
to  sit  there  as  a  HUD-held  note  is  probably,  in  their  eyes,  the  best 
thing  they  can  do. 
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My  concern  is  all  we  are  doing  is  creating  a  worse  situation.  All 
of  these  are  linked  together  to  some  extent,  but  I  think  there  are 
more  things  HUD  could  be  doing  to  actually  try  to  make  these 
loans  healthier. 

Mr.  Watt.  I  take  it  that  this  insured  issue  that  you  mentioned 
is  parallel  to  the  guarantee  situation  that  I  was  talking  about  with 
Mr.  Dunn? 

Ms.  England-Joseph.  These  are  loans 

Mr.  Watt.  It  is  further  down  the  road? 

Ms.  England- Joseph.  Right.  Right.  That  is  essentially  what  this 
$11.9  billion  tells  you  is  over  the  course  of  the  next  30  years. 
In  any  one  year  it  may  not  be  that  great.  Cumulatively,  it  is 
significant. 

Mr.  Watt.  Thank  you,  Mr.  Chairman.  I  appreciate  your  indul- 
gence. 

Chairman  Gonzalez.  I  want  to  thank  you.  I  think  you  have  been 
very  perceptive  and  incisive  in  your  questions. 

I  want  to  point  out  with  respect  to  the  statement  just  made  by 
Ms.  England-Joseph  that  we  have  no  ability  to  obtain — well,  we 
have  all  these  proposals;  we  are  constantly  faced  with — always  bat- 
ted back  and  forth  in  getting  Congress  to  try  to  fine  tune  the  ad- 
ministrative process.  Statutory  enactments,  legislative  provisions 
must,  of  necessity,  be  couched  in  general  terms.  I  resisted  that  on 
the  basis  that,  as  much  as  I  respect  the  independence  of  this 
branch,  I  do  so  also  ex  cathedra. 

The  fact  we  have  not  been  able  to  get  concise  and  exact  and  pre- 
cise information  is  a  question  I  asked  the  inspector  general.  He 
says,  well,  we  just  do  not  have  the  means  to  get  the  specifics. 

Well,  it  is  still  his  job  in  answering  to  us — in  other  words,  to  as- 
sess this  situation  that  she  has  accurately  described  as  precarious 
insofar  as  taxpayer  responsibility  is  concerned,  to  then  in  his  for- 
mula of  recommendations  to  the  Secretary  insist  now  what  we  are 
doing  in  H.R.  3838  is  somewhat  encroaching. 

We  are  providing  in  statutory  language  for,  in  some  cases,  the 
ability  of  the  homeowner,  mortgage  owner,  to  work  together  with 
HUD  in  those  cases  where  maybe,  say,  a  period  of  2  years,  you 
haven't  done  anything,  to  do  so.  But  it  is  by  no  means  a  mandate; 
it  is  just  facilitating  the  overarching  authorization  language  to  per- 
mit the  executive  branch,  in  this  case  HUD,  to  do  that  which  they 
say  up  till  now  has  been  difficult  and,  therefore,  unable  to  provide 
us  thus  far  with  the  specific  statistical  knowledge  and  information 
we  need. 

It  also  ties  in  with  the  fact  that  the  inspector  general  has  repeat- 
edly said  over  the  course  of  several  years — not  just  the  last  2 — that 
one  thing  contributing  to  the  malfeasance  existing  in  some  of  the 
programs  is  that  HUD,  first,  has  been  understaffed;  and  then  mal- 
stafifed.  Whatever  staff  it  has  had  has  not  addressed  it.  What  we 
want  to  do  in  H.R.  3838  is  say  to  HUD,  well,  now  you  have  author- 
izing language  that  will  enable  you  to  combine  and  concentrate,  but 
that  is  as  far  as  I  would  want  to  go. 

There  have  been  some  suggestions  about  us  mandating  SWAT 
teams.  Well,  you  know  that — I  never  had  any  admiration  for  SWAT 
teams  anyway,  in  law  enforcement.  So  to  me  that  is  ridiculous.  It 
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is  absurd.  It  goes  back  to  the  fundamental  question  of  proper  and 
efficient  management  responsibilities. 

Yes,  there  is  an  inability,  and  the  inspector  general  has  reported 
that,  to  give  us  the  statistics  we  have  asked  for.  But  we  must  never 
forget  that  in  dealing  with  the — as  you  say,  well,  yes,  the  private 
sector  has  these;  of  course,  they  do.  They  are  always  in  control  of 
the  situation.  And  they  have  profited  from  the  deficiencies  and  it 
probably  always  will  be  that  they  would  have  that  authorization; 
but  we  are  interested  in  the  information  that  will  enable  us  to  pro- 
vide the  authorization — authorizing  backdrop  for  the  Administra- 
tors to  have  full  capacity  to  do  what  they  can  do. 

On  the  other  hand,  tne  reality  of  the  situation  is  that  no  matter 
how  brilliant  and  able  an  Administrator  is,  no  matter  how  much 
he  knows  he  will  need  something.  He,  in  turn,  is  the  master  of  his 
own  destiny,  because  he  may  have  0MB  which  is  the  White  House 
saying  well,  that  is  fine,  it  sounds  good,  but  you  are  not  complying 
with — in  the  case  of  President  Reagan  with  ERP,  the  Economic  Re- 
covery Plan.  That  is  what  Secretary  Pierce  told  me  to  my  face.  My 
question  to  him  was,  wait  a  minute,  that  is  not  the  issue.  The  issue 
is  between  you  and  Stockman,  do  you  have  equal  access  to  the 
President  in  making  the  judgment,  making  evaluations,  leading  to 
a  situation? 

Now  you  are  the  trustee  of  all  of  these  multiple  congressional 
mandated  programs;  and  he  looked  at  me  and  said,  oh,  that  is  not 
the  question;  the  question  is  we  are  all  committed  to  the  Presi- 
dent's ERP;  and  with  that  I  urped.  That  is  still  true  today.  Why 
go  any  further? 

I  have  tried  to  explain  to  the  Secretary  when  he  asked  me  after 
his  nomination,  I  said,  well,  I  am  not  one  to  give  you  advice.  I 
haven't  been  an  Administrator.  But  I  will  tell  you  this:  It  is  not  ad- 
vice, it  is  an  observation.  I  have  seen  every  Secretary  since  the  be- 
ginning, and  I  think  the  thing  you  have  got  to  realize  sooner  or 
later  is  that  you  are  being  selected,  not  elected,  and  you  will  al- 
ways be  subject  to  that  selecting  hand. 

If  a  Secretary  doesn't  even  have  the  determining  power  to  select 
those  who  will  serve  under  him,  we  can  start  with  that.  I  don't 
know  of  any  Secretary,  even  Kemp,  who  made  that  decision.  When 
you  talk  about  the  problems  here  at  HUD,  well, — and  I  sympathize, 
Mr.  Dunn.  Let  me  tell  you.  That  is  why  really  I  compliment  you. 
I  think  you  have  not  gotten  at  it  right  at  the  beginning. 

Look  it  over.  It  is  what  has  happened  with  RTC;  how  we  had  to 
struggle  here  to  get  an  Affordable  Housing  Program  in  RTC.  It  was 
a  dog  fight.  Over  at  FDIC,  once  FDIC  was  made  the  disposition 
manager  of  all  of  these  properties,  which  I  was  not  for  in  the 
FIRREA,  and  if  we  had  them  in  that  big  mistake — we  had  to 
amend  that  in  the  last  Congress.  It  took  that  long.  If  you  look  at 
RTC's  track  record,  because  you  talk  about — this  inventory,  this 
overhang  you  have.  You  say,  well,  it  had  nothing  to  do  with  the 
conditions  or  some  such,  what  have  you;  but  yes,  it  is.  Because 
those  are  the  last  properties  like  in  RTC  that  the  market  isn't  buy- 
ing. Why  isn't  it  buying? 

Well,  you  have  to  go  out  there  and  see,  but  I  would  say  that  it 
is  because  the  real  good  ones,  they  were  easy  to  dispose  of  the  first 
few  years.  When  you  get  to  the  last  ones,  it  becomes  difficult. 
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That  is  the  challenge  of  the  day.  But  I  would  not  look  down  and 
criticize  an  administrator  any  more  than  I  did  not  do  it  in  the  last 
years  with — I  wasn't  one  of  those  joining  the  litany  or  chorus  on 
the  horror  stories  in  RTC.  We  predicted — we  knew  the  country  had 
never  faced  this  situation. 

In  fact,  President  Bush's  first  recommendation  for  the  RTC 
Board  was  a  membership  of  three.  That  was  a  bill  he  sent  over. 
Those  three  were  Chairman  Greenspan  of  the  Federal  Reserve 
Board;  Secretary  of  the  Treasury  Brady;  and  the  Attorney  General. 
Not  one  of  those  with  any  kind  of  a  department  or  agency,  or  what 
have  you,  that  had  any  record  on  either  property  management  or 
disposition. 

Here  we  were  going  to  place  about  400  billion  dollars'  worth  of 
real  estate  ownerships  of  such  diverse  character  from  single-family 
housing  to  the  most  complicated  commercial  and  speculative  in- 
vestment property  that  the  country  had  ever  had. 

So  HUD,  naturally,  is  going  to  reflect  that  over  on  its  side  of  the 
market;  but  if  we  look  at  the  track  record  of  each,  we  will  find 
that — I,  for  one,  must  say  that  I  thought  it  was  going  to  be  a  lot 
worse.  I  thought  we  would  end  up  with  about  1,000  Donald 
Trumps. 

By  golly,  I  must  admit  that  by  far  and  by  large,  when  you  com- 
pare us,  say,  to  Germany,  they  set  up  what  they  called  the  truh 
handelstadt.  That  was  a  trust,  an  RTC,  their  RTC  to  handle  the 
properties  in  East  Germany  and  the  privatization.  They  had  a 
woman  to  handle  that  the  first  year.  She  did  not  last  a  year.  Ended 
up  in  scandal  because  you  had  the  same  thing  there  you  have  here. 
You  always  have  those  that  are  going  to  try  to  make  their  money 
as  fast  and  quickly  as  they  can. 

It  is  estimated — it  had  about — well,  about  maybe  10  percent  of 
what  our  country  had.  They  still  have  not  closed  it  out. 

They  had  their  problems.  So  here  is  a  country  that  is  really 
humongous,  really  very  different  socially  from  ours.  Ours  is  a  tough 
one.  So  I  have  got  to  give  credit  where  credit  is  due. 

What  it  translates  to  HUD,  we  had  been  saying  from  the  begin- 
ning that  two  things  were  not  being  done:  HUD  was  refusing  and 
did  until  last  year  on  the  emergency  mortgage  assistance  to  pre- 
vent foreclosure.  It  wasn't  until  last  year  that  finally  we  had — I 
had  four  cases. 

Every  one  of  them,  the  four  cases  were  widows.  If  you  think  the 
guys  out  there  in  the  private  sector  are  going  to  forebear  if  thev 
chance  to  get  a  house  that  they  are  going  to  make  a  good  chunk 
of  money  on,  then  you  just  do  not  know  what  the  real  world  is  out 
there.  I  had  these  pathetic  cases  and  three  out  of  the  four  not  even 
being  in  my  district.  They  were  in  the  adjacent  area.  They  brought 
to  the  attention  that  their — two  cases,  the  husbands  died,  but  by 
golly,  these  ladies  were  not  working  as  is  the  case  in  San  Antonio. 
Too  many  are  marginally  or  submarginally  employed. 

They  were  trying  to  keep  payments  up;  and  at  the  high  level  that 
had  predated  the  decline,  so  they  appealed  and  we  looked  into  it. 
These  individuals  had  gone  to  HtlD,  every  one  of  these  women.  In 
one  case  the  HUD  person  said  well  hey,  look,  I  had  the  same  thing 
happen  in  my  family.  I  let  my  house  go.  I  moved  in.  Nothing  we 
can  do.  Nowhere  was  anybody  told  about  here  is  a  program  that 
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maybe  you  could  have  recourse  and  you  could  rearrange  your  mort- 
gage situation. 

I  will  say  this  for  Secretary  Cisneros.  He  caught  on  real  quick. 
By  golly,  they  did  use  it.  Every  one  of  those  four  ladies  are  in  their 
homes  when  they  had  been  given  eviction  notice  by  the  mortgage 
company.  Now,  how  much  of  that  goes  on  where  they  just  didn't 
happen  to  have  the  ability  to  contact  somebody  or  their  Congress- 
man? 

It  is  the  same  thing  in  the  Farms  Program.  For  instance,  we  had 
hearings  the  first  year  I  became  chairman  of  the  subcommittee 
where  for  the  first  time  in  its  history  the  Congress  went  into  mi= 
grant  labor  and  poor  labor  housing.  We  went  to  about  a  1-hour- 
and-20-minute  drive  from  the  Nation's  Capitol  where  the  Eastern 
Shore  States  conjoin:  Virginia,  Maryland,  Delaware. 

We  went  to  these  labor  camps,  went  in  there  personally.  It  was 
horrible.  I  had  not  seen  any  conditions  like  that,  and  probably  still 
are  to  some  extent,  except  in  a  Third  World  country  and  back  60 
years  ago  during  the  Depression.  I  am  a  Depression  era  kid,  and 
I  have  a  vivid  memory  of  that  period  of  time. 

We  walked  into  this  labor  camp  where  they  were  picking,  at  that 
particular  time,  cucumbers.  They  were  getting — I  forget  how  many 
cents  per  bucket  of  cucumbers.  But  they  had  a  notice,  mimeo- 
graphed notice  posted  and  it  said,  "do  not  use  the  water."  You  can- 
not boil  it.  But  you  will  have  to  go  to  the  county  seat,  which  was — 
I  forget  how  many  miles,  and  buy  a  barrel  of  water  or  half-a-barrel 
of  water  for  I  think  a  cost  of  about  a  day's  labor. 

So  I  raised  the  question:  Why  can't  you  boil  it?  Well,  because  it 
has  nitrite,  nitrites.  Then  we  went  to  the  other  camp.  And  the 
farmers  there  were  using  old,  leftover  prisoner  of  war  camps  where 
we  housed  German  war  prisoners.  There — it  was  pathetic.  In  every 
one  of  those  cases,  we  brought  in  the  growers,  the  foremen.  I  said 
why  don't  you  make  use  of  your  1  percent  loan?  One  percent.  This 
Congress  has  given  the  farmer  anything  he  ever  wanted,  1  percent 
loan,  in  order  for  you  to  get  a  loan  to  build  labor  housing,  either 
migrant  or  regular  for  them. 

Well,  some  didn't  know  about  it.  So  we  brought  in  FmHA.  No- 
where was  there  any  outreach  any  more  than  there  was  in  HUD 
in  the  case  of  these  poor  laborers. 

The  Congress,  yes,  I  think  we  do  a  miserable  job  of  passing  laws 
and  then  following  through  and  saying,  oh,  we  have  a  program  and 
not  really  following  through  on  oversight.  But  there  is  a  limit  to 
how  far  we  can  go  in  trying  to  govern  things  an  Administrator 
should  or  should  not  do. 

But  I  use  those  as  illustrations  because  I  think  the  big  problem 
today  is  we  have  lost  sight.  The  homeless,  for  instance,  the  Home- 
less Programs  are  not  institutionalized.  We  were  the  first — this 
subcommittee  was  the  first  on  December  15,  1982,  to  bring  the  Na- 
tion's attention  to  what  turned  out  to  be  homelessness.  The  reason 
was  that  for  the  first  time  since  the  Depression,  I  saw  something 
I  hadn't  seen  since  the  Depression:  Instead  of  the  traditional  ne'er- 
do-well  or  the  alcoholic  or  the  hobo,  as  we  called  them  during  the 
Depression,  I  began  to  talk  to  mother,  father,  maybe  one  or  two 
kids  living  in  an  automobile. 
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It  wasn't  necessarily  the  frost  belt.  I  had  a  family  in  my  own  dis- 
trict living  in  an  automobile.  We  were  able  to  get  public  housing 
to  give  us  some  emergency  shelter.  There  was  no  big  ado.  The  only 
ones  that  had  anything,  it  was  for  single  males,  was  the  Salvation 
Army. 

Finally,  after  we  got  our  programs  going,  that  we  provided  the 
monies  for  the  programs  to  shelter  women,  for  instance;  single  fe- 
male heads  of  households.  The  problem,  as  I  see  it,  is  not  welfare; 
the  problem  is  poverty. 

Why  did  we  have  this  happen  visibly  from  1982  on  to  this  day 
and  still  on  every  single  letter  I  have  had  or  message  either  from 
individual  mayors  or  cities  rural,  urban,  the  League  of  Cities,  or 
the  National  Association  of  Governors,  indicates  they  have  more, 
not  less  homelessness. 

So  that  means  that  unless  we  want  to  know  where  we  are  com- 
ing from,  and  we  do  not  care  to  do  that,  then  we  are  not  going  to 
know  where  we  want  to  go. 

Now,  if  we  do  not  know  where  we  want  to  go,  well,  any  road  will 
take  us  there,  take  you  anywhere.  It  will  get  you  to  nowhere  if  you 
do  not  know  where  you  want  to  go.  And  we  haven't. 

I  said  in  the  beginning,  all  right,  we  have  this  new  phenomenon. 
Why? 

Well,  I  talked  to  a  graduate  of  college  who  was  here  in  the  begin- 
ning when  that  hearing  was  held  in  order  to  get  the  agencies,  GSA, 
whatnot,  to  get  us  to  use  the  old  city  college  on  Second  Street, 
which  is  still  where  they  are,  the  homeless.  They  were  not  wanting 
to  do  it.  Said  there  was  no  problem. 

We  finally  had  the  hearing,  brought  them  in,  got  attention,  and 
then  they  said,  all  right,  we  will  provide  something.  And  we  had 
one  who  was  a  young  man,  a  graduate  in  physics,  and  one  of  those 
things  at  that  time,  there  was  some  attention  and  some  TV  cam- 
eras came  in,  we  had  him  testifying.  He  said  he  had  come  to  Wash- 
ington because  he  thought  maybe  he  could  find  something  here. 

But  he  came  from  Colorado  where  the  steel  mill  was  closing 
down.  One  year  later  in  Pueblo,  Colorado,  the  steel  mill  had  closed 
and  5,000  workers  were  out  of  work.  They  were  getting  a  rate  of 
foreclosure  on  homes,  single-family  homes,  of  over  100  a  month. 
This  was  one  of  them.  What  he  had  done  was  parked  his  wife  and 
I  think  he  had  one  kid  in  his  wife's  family  home  in  Ohio  and  came 
up  here. 

Well,  he  was  at  the  shelter.  The  next  thing  I  know,  I  get  a  phone 
call  from  a  TV  studio  in,  I  believe,  either  Nebraska  or  Iowa.  They 
said,  say,  we  just  saw  this  young  fellow  there  and  we  would  like 
to  come  to  hire  him  as  an  engineer  in  the  studio.  He  got  a  job.  You 
never  know. 

The  point  is  that  that  is  the  basic  reason  and  also  the  with- 
drawal from  housing  on  a  national  level. 

We  had  David  Stockman  come  in  here.  The  only  appearance  he 
himself  admitted  he  ever  made  before  a  nonbudgetary  committee. 
He  said,  it  is  our  opinion,  our  decision  based  on  that  opinion  of  this 
administration  that  an  inordinate  and  excess  allocation  of  credit  is 
being  given  to  the  housing  sector  of  our  country.  Well,  you  cannot 
have  a  withdrawal  without  having  consequences.  You  know,  you  do 
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not  have  to  be  an  expert  to  know  that.  That  is  what  we  are.  Well, 
what  have  we  done  to  reverse  that? 

Actually,  nothing.  Because  vouchers  and  certificates  must  be 
predicated  on  existing  housing  such  as  it  is. 

What  is  the  amount  of  that  voucher? 

What  is  the  amount  of  that  certificate? 

In  Dallas,  Texas,  for  instance,  where  is  that  recipient  that  is  eli- 
gible going  to  go  to  find  a  decent  house  in  Dallas,  Texas  unless  he 
goes  back  to  the  slumlords?  I  don't  know. 

It  isn't  building  housing.  It  is  not  targeting  the  need.  This  coun- 
try is  still  a  dynamic  country.  You  have  people  being  born  every 
day.  Here  in  tne  Congress  we  have  gone  into  freezes.  Freeze.  We 
have  gone  back  to  that  this  year. 

The  budget  presented  by  the  administration  is  really  very  little 
different  from  last  year's  budget,  and  President  Bush's.  I  know  the 
budget  taxpayer  exigencies. 

But  where  are  we  going  to  have  the  vision  and  the  vigor  that, 
say.  Congress  had  in  the  thirties?  Treasury  was  as  much  broke  as 
ever  it  was;  yet,  they  passed  a  homeowners  assistance  program 
that  kept  thousands,  tens  of  thousands  of  American  families  in 
their  homes. 

When  it  was  closed  out  in  1941,  what  happened?  Did  it  waste  the 
substance  of  the  country?  No.  At  that  time  that  amount  of  money 
would  be  the  equivalent  of  about  three  or  four  times  today's  money. 
They  reported  to  the  Treasury  an  infusion  of  about  $400  million  in 
1941. 

Then  out  of  that  came  such  other  things  as  the  Small  Business 
Administration  to  make  up  for  those  programs  that  had  been  built 
up  here  during  the  Depression.  But  we  never  did  get  around  to 
keeping  up  with  what  happened  after  the  war,  either  in  this  sub- 
committee or  in  the  times  generally  where  you  had  an  entirely  dif- 
ferent world.  We  still  have  more  or  less  the  same  framework  of  ref- 
erence financially  on  such  things  as  the  production  and  purchase 
of  affordable  housing  after  the  war,  as  we  had  before  the  war.  The 
S&Ls  were  doomed  the  moment  we  had  the  societal  changes,  not 
only  our  country,  but  the  whole  world.  What  we  have  done  is  to 
withdraw. 

We  have  withdrawn  and  countries  like  Europe  have  unified.  You 
had  vast  national  commitments;  Germany,  Belgium,  France,  Eng- 
land since  the  seventies,  since  the  middle  part  of  the  seventies; 
whereas  we  are  withdrawing  from  the  commitment. 

In  every  one  of  the  countries,  they  were  not  able  to  develop  any 
housing  programs  of  any  kind  until  they  first  made  a  national  com- 
mitment to  housing.  We  were  withdrawing,  as  exemplified  in  David 
Stockman's  message  to  us  on  February  8,  1981. 

So  here  we  are  today.  We  all  are  now  treading  water.  The  only 
thing  you  do  is  the  best  you  can  do  with  what  it  is  you  can  do. 

I  had,  for  instance,  intense  interest  in — being  that  what  I  want 
to  do  is  expand  the  life  of  these  programs  and  not  see  them  die  this 
year.  I  intend  to  get  what  I  want.  But  if  it  were  up  to  me,  I  would 
say  that  if  you  can  give  priority  to  the  building  of  six  B-17  bombers 
or  whatever,  or  a  battleship  that  the  Navy  says  it  does  not  need, 
that  amount  of  money,  we  could  fund  my  emergency  housing  and 
community  development  and  economic  stimulus  package  of  2  years 
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ago;  you  would  put  over  650,000  people  to  work.  We  are  not.  Until 
we  do  that,  I  don't  care  what  any  administration  wants  to  do;  it 
will  not  succeed. 

You  go  back  home  and  it  is  still  the  economy.  If  you  are  in  touch 
with  the  folks,  you  can  have  the  Federal  Reserve  talk  about  infla- 
tion and  how  it  has  been  controlled.  You  go  back  and  talk  to  the 
good  folks  in  the  grocery  store.  They  will  say,  Henry,  what  is  going 
to  happen?  Well,  what  they  mean  is  they  are  not  paying  less  for 
groceries  than  they  were  10  years  ago. 

As  a  matter  of  fact,  they  are  paying  more.  They  used  to  pay  less 
than  $1  for  a  box  of  Wheaties  that  today  is  over  $2.  They  are  not 
paying  less  for  utilities;  they  are  paying  more  for  light,  gas,  water. 

They  are  not  paying  less  for  rent.  They  are  paying  more.  So 
where  has  inflation  been?  Not  in  the  basic  cost  of  living.  This  is 
what  we  have  to  have  every  day  in  America.  We  have  to  have 
lights,  eat,  water,  groceries.  And  we  are  paying  more  for  those.  But 
in  the  meanwhile,  the  average  wage  of  a  wage  earner  within  the 
last  few  years  has  lost  $80  a  month  in  that  paycheck  on  an  aver- 
age. So  all  of  this  is  reflected  and  the  reason  I  am  going  into  it  is 
because  I  still  think  the  fundamental  programs  are  wise  and  are 
needed. 

For  instance,  I  went  into  section  523.  While  we  went  to  the  East- 
ern Shore  and  saw  the  pathetic  places  they  live,  we  went  to  Texas, 
we  went  to  the  Middle  West,  went  to  California.  We  went  all  the 
way  from  South  to  North,  and  ended  up  in  San  Francisco  in  Cali- 
fornia. I  saw  magnificent  work.  I  saw  young  couples  building  their 
home  with  the  technical  assistance  and  self-help  of  section  523.  But 
we  are  literally  eviscerating  them.  Then  sections  514,  515,  and  516 
because  it  involved  the  homeless,  migrant  homeless. 

I  would  like  to  do  that.  But  to  be  more  specific — and  because  we 
have  kept  you  here  too  long — I  will  submit  the  specific  questions 
requesting  the  information  to  give  you  time  to  analyze  them,  as 
well  as  one  that  I  was  making  sure  before  we  left,  for  Ms.  England- 
Joseph.  This  is  something  that  is  really  bothering  quite  a  number 
of  people. 

I  have  received  not  only  individuals,  but  throughout  the  country 
at  least,  oh,  I  would  say  at  least  11  States  and  about  twice  that 
many  agencies  that  are  very  perturbed  about  the  President's  budg- 
et request  to  move  the  present  emergency  grant  shelter  from 
FEMA  to  HUD. 

Does  the  GAO  have  any  opinion  on  this?  Have  you  had  any  re- 
quest for  an  assessment? 

Ms.  England-Joseph.  No,  sir.  We  have  no  opinion.  We  have  not 
been  asked  to  do  anything  on  that  issue.  The  only  thing  I  can  tell 
you  from  the  vast  amount  of  homeless  work  we  have  done,  many 
of  the  programs  that  are  under  McKinney  get  different  types  of 
support  in  the  community;  and  the  FEMA  Emergency  Food  and 
Shelter  Program  probably  gets  the  greatest  amount  of  support  be- 
cause of  the  way  the  money  is  disbursed  with  the  board  that  rep- 
resents, in  many  ways,  the  nonprofits  at  the  local  level. 

So  there  is  an  efficiency  associated  with  the  way  in  which  that 
money  is  disbursed  and  a  linkage  to  the  community  those  people 
can   see  directly  and  clearly.  Whether  it  is  housed  in  FEMA  or 
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housed  in  HUD  is  something  that  we  have  not  looked  at  and  really 
cannot  weigh  in  on. 

Chairman  GrONZALEZ.  I  appreciate  that.  I  just  wondered  if  per- 
haps you  had  some  collateral  information. 

It  is  a  matter  of  great  concern.  We  are  going  to  have  to  address 
it  here.  I  intend  to.  I  agree  with  you.  I  have  seen  both  locally  and 
throughout  the  country  where  I  have  gone  the  FEMA  operation, 
the  National  Board  has  done  good  work. 

Ms.  Libson  here  is  the  professional  staff  handling  these  hearings. 
She  will  tell  you  that  we  had — remember  the  communication?  The 
Senate — well,  the  Senate,  you  remember  last  year  the  Senate  had 
acted  rather  precipitously  and  had  taken  the  funding  from  the 
board 

Ms.  England-Joseph.  The  Interagency  Council,  Senate  Appro- 
priations. 

Chairman  Gonzalez.  We  reversed  that;  I  communicated  with  the 
White  House.  They  resolved  that  by  making  it  a  White  House  fund- 
ed operation,  made  up  of  that,  but  kept  pretty  much  the  workings 
of  the  Interagency  Council  intact. 

In  this  case  here,  I  am  very  greatly  disturbed  because  if  the 
question  is  inadequate  staffing  to  begin  with,  how  will  the  purposes 
of  the  Emergency  Shelter  Program  be  better  served  by  transferring 
it  from  FEMA  to  HUD? 

Ms.  England-Joseph.  I  might  say  one  thing  about  the  Inter- 
agency Council.  What  we  say  in  our  statement  is  pretty  much  rais- 
ing a  concern  or  caution  regarding  the  decision  to  have  a  working 
group  of  the  Domestic  Policy  Council  handle  what  the  other  council 
did  in  the  past.  We  will  wait  to  see  what  happens,  but  I  think  we 
are  concerned  that  the  level  of  information  exchange  that  really 
needs  to  occur,  that  normally  when  the  Interagency  Council  worked 
well,  it  did  help  the  communities  get  information;  and  that  is  a  lot 
to  ask  for  the  Domestic  Policy  Council  Working  Group,  along  with 
everything  else  they  have  responsibility  for  to  handle. 

So  I  know  HUD  still  plans  to  provide  the  administrative  support 
through  maybe  a  skeleton  interagency  council  kind  of  staff. 

Chairman  Gonzalez.  Yes. 

Ms.  England-Joseph.  We  are  really  waiting  to  see  exactly  how 
that  works  out  in  the  end. 

Chairman  Gonzalez.  So  are  we.  I  had  a  very  encouraging  letter 
from  the  little  lady  there  at  the  White  House.  And  I  think  the  main 
danger  that  we  were  seeing  last  year  has  been  removed.  We  also 
are  awaiting  to  see  exactly  how  they  carry  out  the  integrity  of  the 
process  of  the  council. 

Well,  thank  you,  Mr.  Dunn,  for  your  great  patience;  Ms. 
England-Joseph  and  your  two  associates. 

I  am  sorry  to  disappoint  them  that  we  didn't  have  more  ques- 
tions. But  we  will  have.  Some  of  the  members  that  were  not  able 
to  make  it  will  have  questions  in  writing  for  you. 

So  we  deeply  appreciate  your  patience  and  your  great  coopera- 
tion. 

It  has  been  most  helpful. 

We  will  proceed  very,  very  expeditiously  on  getting  the  enabling 
legislation  out  of  the  way  this  year. 
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I  have  targeted  the  date.  We  want  it  out  of  Congress  not  later 
than  June  1.  Not  just  the  House,  but  out  of  the  Congress. 

So,  thank  you  again  very  much.  The  subcommittee  will  stand  ad- 
journed until  further  call  of  the  Chair. 

Ms.  England-Joseph.  Thank  you  very  much. 

Mr.  Dunn.  Mr.  Chairman,  thank  you. 

[Whereupon,  at  12:45  p.m.,  the  hearing  was  adjourned.] 


H.R.  3838;  HOUSING  AND  COMMUNITY 
DEVELOPMENT  ACT  OF  1994 

(CDBG  PROGRAM  AND  THE  HOME  INVESTMENT 
PARTNERSHff  PROGRAM) 


WEDNESDAY,  MARCH  16,  1994 

House  of  Representatives, 
Subcommittee  on  Housing 
AND  Community  Development, 
Committee  on  Banking,  France  and  Urban  Affairs, 

Washington,  DC. 

The  subcommittee  met,  pursuant  to  notice,  at  10  a.m.,  in  room 
2128,  Rayburn  House  Office  Building,  Hon.  Henry  B.  Gonzalez 
[chairman  of  the  subcommittee]  presiding. 

Present:  Chairman  Gronzalez,  Representatives  Vento,  Mfume, 
Roybal-Allard,  Wynn,  Roukema,  and  Bereuter. 

Chairman  Gonzalez.  The  committee  will  please  come  to  order. 
We  have  a  very  lengthy  witness  list.  In  fact,  we  have  two  panels 
this  morning,  and  it  would  be  my  intention  to  proceed  as  expedi- 
tiously as  possible  and  move  the  witnesses  on  to  their  respective 
and  important  responsibilities  and  jobs.  We  are  very  fortunate  this 
morning  to  have  a  veiy  select  panel.  I  have  an  opening  statement. 
I  will  just  ask  that  it  be  printed  in  the  record  here  at  the  opening 
of  this  session. 

[The  prepared  statement  of  Chairman  Gronzalez  can  be  found  in 
the  appendix.] 

Let  me  just  sum  up  what  we  all  know  we  are  here  to  discuss. 
It  is  on  the  all  important  and  imperative  need  to  extend  and  renew 
all  of  the  affordable  housing  acts  that  will  expire  later  this  year. 
We  just  have  got  to  start  that  process;  therefore,  we  are  giving  it 
priority.  I  have  a  deadline  that  I  have  set  for  myself,  the  commit- 
tee, the  full  committee,  the  House,  and  the  Congress  so  that  we 
will  not  be  flailing  around  in  an  election  year  where  we  have  a  very 
limited  number  of  days  to  work  with  before  we  adjourn  this  sum- 
mer period. 

The  first  panel  will  consist  of  the  Honorable  Kurt  Schmoke,  the 
mayor  of  the  city  of  Baltimore,  a  great  city.  He  is  the  Chair  of  the 
Standing  Committee  on  Community  Development  and  Housing  of 
the  U.S.  Conference  of  Mayors,  Washington,  DC,  and  is  here  in  his 
double  capacity,  in  that  respect.  Also  testifying  is  the  Honorable 
Eddie  Blankenship,  the  council  president,  city  of  Birmingham,  Ala- 
bama, and  the  Chair,  National  League  of  Cities,  Community  and 
Economic  Development  Policy  Committee,  Washington,  DC;  Honor- 
able William  E.  Hanna,  Jr.,  president  of  the  Montgomery  County 
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Council,  on  behalf  of  the  National  Association  of  Counties,  and  the 
National  Association  for  County  Community  and  Economic  Devel- 
opment, Washington,  DC;  and  Mr.  Daniel  P.  Henson,  III,  commis- 
sioner of  the  Department  of  Housing  and  Community  Development, 
city  of  Baltimore,  on  behalf  of  the  National  Community  Develop- 
ment Association,  Washington,  DC. 

With  that,  I  am  going  to  ask  our  very  distinguished  fellow,  the 
Congressman  from  Baltimore  City,  if  he  would  be  kind  enough  to 
formally  introduce  our  first  witness,  the  mayor  of  Baltimore. 

Mr.  Mfume.  Well,  you  are  very  kind,  Mr.  Chairman,  and  I  thank 
you  very  much.  I  deem  it  an  honor  and  a  privilege  to  have  the  op- 
portunity to  introduce  to  some  and  clearly  to  present  to  others  the 
mayor  of  Baltimore,  the  Honorable  Kurt  Schmoke,  as  well  as  the 
Baltimore  City  Housing  Commissioner,  who  is  here  also,  in  the  per- 
son of  Mr.  Daniel  Henson.  I  have  known  both  of  these  gentlemen 
over  a  number  of  years.  I  have  worked  with  them  in  a  number  of 
different  capacities,  and  am  happy  that  they  are  here  today,  par- 
ticularly happy  that  the  mayor  is  here  also  in  his  other  capacity. 

As  anyone  in  the  housing  and  community  development  field  can 
attest,  Baltimore,  under  his  leadership,  has  initiated  and  promoted 
a  number  of  innovative  and  successful  programs.  I  am  pleased  and 
am  certainly  proud  to  have  him  here,  along  with  Mr.  Henson,  testi- 
fying before  us.  I  believe  that  they  will  be  able  to  provide  us  with 
some  much  needed  advice  on  what  changes  should  be  made,  if  any, 
to  the  CDBG  Program  and  to  the  HOME  Program  and,  of  course, 
what  should  remain  the  same  and  perhaps  even  what  should  be 
embellished. 

Although  there  have  recently  been  some  concerns  raised  about 
the  management  of  the  Community  Development  Block  Grant  Pro- 
gram, it  remains  one  of  the  most  popular  programs,  not  only 
among  Members  of  Congress  and  local  officials,  but  among  the  peo- 
ple who  day  in  and  day  out  benefit  from  that  program.  I  was  en- 
couraged to  see  an  increase  in  funding  for  the  Community  Develop- 
ment Block  Grant  Program  in  both  the  President's  budget  proposal 
and  in  H.R.  3838.  So,  I  look  forward  to  working  with  Mayor 
Schmoke  and  the  other  panelists  who  are  here.  I  am  happy  that 
he  has  traveled  here  from  Baltimore.  I  look  forward  to  the  testi- 
mony that  we  are  about  to  receive  and  would  hope  that  the  mayor 
would  take  time  to  talk,  also,  about  his  work  in  Baltimore,  as  well 
as  the  things  that  I  am  sure  he  will  mention  in  his  other  capacity. 

Mr.  Chairman,  I  am  going  to  conclude;  but  I  would  like  to  have 
unanimous  consent  to  submit  for  the  record  a  formal  statement  of 
introduction. 

Chairman  Gonzalez.  Without  objection,  it  is  so  ordered. 

[The  prepared  statement  of  Mr.  Mfume  can  be  found  in  the 
appendix.] 

Thank  you  very  much.  Congressman;  I  deeply  appreciate  that 
courtesy  and  your  presence. 

This  is  a  very  important  panel  and  very  important  hearing  to  our 
purposes  of  having  a  successful  legislative  year  and  a  continuation 
of  these  programs.  Let  me  ask  if  any  member  of  the  panel  has  a 
time  constraint  due  to  a  plane  to  catch  or  something? 

[No  response.] 
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If  not,  we  will,  of  course,  recognize  Mayor  Schmoke  first.  May  I 
ask  the  panelists  first,  let  me  thank  you  for  being  here,  second  for 
the  very,  very  good  statements  that  you  have  submitted  where  we 
have  had  a  chance  to  review  them  in  writing.  I  wanted  to  com- 
pliment you.  Mayor,  because  yours  is  to  the  point.  It  is  succinct, 
very  good.  I  may  suggest  that  if,  because  of  the  number  of  wit- 
nesses we  have  here  and  in  the  next  panel  that,  if  you  can,  you 
could  summarize  your  statement.  However,  I  won't  restrict  you  to 
that  if  you  feel  more  comfortable  with  reading  it.  So,  Mayor,  thank 
you  very  much,  and  you  are  recognized  at  this  time. 

STATEMENT  OF  HON.  KURT  SCHMOKE,  MAYOR,  CITY  OF 
BALTIMORE,  AND  CHAIR,  STANDING  COMMITTEE  ON 
COMMUNITY  DEVELOPMElSrr  AND  HOUSING,  U.S.  CON- 
FERENCE OF  MAYORS,  WASHINGTON,  DC 

Mr.  Schmoke.  Thank  you  very  much,  Mr.  Chairman,  and  the 
members  of  the  subcommittee.  I  thank,  in  particular.  Congressman 
Mfume,  who  has  been  such  a  great  champion  for  the  city  of  Balti- 
more, and  you,  Mr.  Chairman,  for  the  support  that  you  have  given 
to  a  number  of  housing  and  urban  initiatives  over  these  many 
years.  It  is  an  honor  to  be  here  today  and  to  appear,  not  only  as 
the  mayor  of  Baltimore,  but  as  the  Chair  of  the  U.S.  Conference 
of  Mayors  Standing  Committee  on  Community  Development  and 
Housing.  I  have  submitted  testimony,  as  you  have  mentioned,  and 
I  will  try  to  just  summarize  a  couple  of  the  highlights  here. 

Mr.  Chairman,  the  Conference  of  Mayors  would  like  to  commend 
you  on  H.R.  3838,  the  Housing  Community  Development  Act  of 
1994.  It  is,  of  course,  necessary  that  existing  housing  and  commu- 
nity development  programs  be  authorized  for  fiscal  year  1995  and 
fiscal  year  1996.  But,  it  is  also  necessary  that  new  programs  be  de- 
veloped and  authorized,  and  existing  programs  be  refined  and  im- 
proved upon.  We  believe  that  H.R.  3838  does  achieve  these  goals. 

We  mention  in  our  testimony  that  a  status  report  on  hunger  and 
homelessness  in  America's  city — and  I  will  not  go  into  great  detail, 
but  it  really  does  outline  the  problem,  with  respect  to  public  hous- 
ing and  waiting  lists  and  things  of  that  nature  and  the  problems 
with  section  8,  but,  we  are  making  some  progress. 

We  wanted  to  iust  bring  to  your  attention  a  few  concerns.  One 
had  to  do  with  tne  program,  the  proposed  Leveraged  Investment 
for  Tomorrow  Program,  or  LIFT  Program.  It  is  my  understanding 
that  the  Secretary  and  members  of  the  committee  have  been  talk- 
ing about  this  $200  million  program  that  is  still  in  discussion.  We 
are  in  favor  of  the  program,  obviously.  We  do  not  want  to  see  a  re- 
duction in  block  grant  funds.  We  like  the  fact  that  the  Block  Grant 
Program  is  sound  and  continues  to  be  probably  the  most  flexible  of 
all  of  the  Federal  programs  that  we  deal  with.  So,  we  would  hope 
that  the  LIFT  Program  can  be  supported  without  cutting  the  block 
grant  initiative. 

As  I  mentioned,  we  believe  that,  in  the  Conference  of  Mayors, 
that  there  is  not  a  need  for  tundamental  changes  in  the  Block 
Grant  Program.  We  do  have  a  recommendation  on  the  expansion 
of  the  CDBG  Section  108  Loan  Program.  In  general,  we  think  this 
initiative,  as  proposed  by  HUD,  is  a  good  one,  but  we  have  a  con- 
cern about  the  use  of  recaptured  UDAGs  to  fund  the  grants  that 
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would  lower  interest  rates  and  provide  loan  loss  reserves.  Cities 
with  those  unexpended  UDAG  grants  certainly  do  not  want  to  lose 
the  money.  They  would  like  to  find  some  way  to  make  use  of  the 
funds.  But,  we  do  agree  that  cities  should  not  be  allowed  to  hold 
unspent  UDAG  funds  indefinitely.  Some  rule  of  reasonableness 
that  would  allow  for  locals  to  use  those  funds,  however,  would  be 
appreciated  as  they  move  forward. 

We  have  some  suggestions  in  our  testimony  about  the  HOME 
Program,  but  they  are  fairly  detailed  and  technical  and  they  are 
listed  in  the  testimony.  I  won't  go  into  those  now. 

Another  issue,  Mr.  Chairman,  has  to  do  with  the  so-called 
threshold.  One  recommendation  that  we  made,  along  with  the 
other  national  organizations  is  that  the  provision  in  the  statute 
should  be  eliminated,  which  reduces  the  threshold  of  $335,000  for 
direct  local  funding  whenever  the  congressional  appropriation  falls 
below  $1.5  billion.  We  recommend  returning  the  threshold  to 
$500,000.  It  is  my  understanding  there  is  a  discussion  now  about 
a  hold-harmless  provision,  but  we  did  want  to  make  reference  to 
that  in  our  testimony. 

A  couple  of  other  comments,  Mr.  Chairman.  Regarding  the  provi- 
sions on  multifamily  housing  and  our  property  disposition,  we 
would  recommend  that  HUD  be  given  the  necessary  flexibility  to 
move  the  properties.  Accordingly,  tenants  already  receiving  sub- 
sidies should  continue  to  receive  subsidies.  We  view  this  as  a 
very  serious  problem  for  cities,  and,  if  these  properties  are  not 
taken  care  of,  they  will  certainly  become  a  detriment  to  the 
neighborhoods. 

We  have  not  seen  the  plan.  We  have  been  told  that  HUD  is  plan- 
ning, however,  to  consolidate  homeless  programs.  In  the  past,  as 
you  know,  the  Conference  of  Mayors  has  been  opposed  to  the  con- 
solidation and  block  granting  of  these  programs.  We  believe  that, 
if  the  programs  are  to  be  funded  at  a  significant  level,  their  consoli- 
dation might  now  be  feasible. 

We  look  forward  to  working  with  you,  Mr.  Chairman  and  mem- 
bers of  the  subcommittee  and  committee  and  HUD,  on  such  a  plan. 
I  guess  it  is  simply  that  our  experience  with  the  Block  Grant  Pro- 
gram generally  gives  us  a  comfort  level  now  with  this  subcommit- 
tee and  committee  and  HUD  that  a  block  grant  approach  to  Home- 
less Programs  may  be  workable,  is  feasible,  and  clearly  the  flexibil- 
ity that  would  be  provided  is  something  that  we  would  be  inter- 
ested in.  So,  we  would  like  to  work  with  you  on  that. 

So,  in  closing,  Mr.  Chairman,  I  would  like  just  to  thank  you  and 
the  committee  for  the  opportunity  to  testify  this  morning.  We  look 
forward  to  working  with  you  further  in  the  development  of  the 
1994  Housing  and  Community  Development  Reauthorization  bill. 
As  Congressman  Mfume  mentioned,  in  our  city  we  have  worked 
tirelessly  and  worked  well  with  a  number  of  organizations  to  use 
these  funds  in  a  most  flexible,  yet  targeted  way  possible.  We  are 
seeing  significant  improvements  in  the  heart  of  the  city  dealing 
with  housing,  neighborhood  economic  development,  and  physical 
development  generally.  So,  we  are  strongly  supportive  of  the  Block 
Grant  Program  and  the  refinements  and  improvements  that  have 
been  made  in  H.R.  3838. 
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[The  prepared  statement  of  Mr.  Schmoke  can  be  found  in  the 
appendix.] 

Chairman  Gonzalez.  Thank  you  very  much,  Mayor,  for  an  excel- 
lent presentation. 

Mr.  Blankenship. 

STATEMENT  OF  HON.  EDDIE  BLANKENSHIP,  COUNCIL  PRESI- 
DENT, CITY  OF  BIRMINGHAM,  AL,  AND  CHAIR,  NATIONAL 
LEAGUE  OF  CITIES,  COMMUNITY  AND  ECONOMIC  DEVELOP- 
MENT POLICY  COMMITTEE,  WASHINGTON,  DC 

Mr.  Blankenship.  Thank  you.  Grood  morning,  Mr.  Chairman, 
and  members  of  the  subcommittee.  I  want  to  thank  you,  first  of  all, 
for  allowing  me  the  opportunity  to  come  before  you.  I  am  Eddie 
Blankenship,  president  of  the  Birmingham  City  Council  in  Bir- 
mingham, Alabama.  I  come  this  morning  also  representing  the  Na- 
tional League  of  Cities  as  its  chairman  of  the  Community  and  Eco- 
nomic Development  Committee. 

The  National  League  of  Cities  represents  17,000  cities  and  towns 
throughout  the  United  States.  As  we  met  this  year  at  this  time,  we 
discussed  and  brought  together  what  we  thought  was  a  comprehen- 
sive study  of  an  objective  that  had  to  be  done  and  could  be  done 
with  CDBG  and  with  the  HOME  Program  and  I  would  like  to  bring 
it  to  your  attention. 

NLC  just  completed  our  Congress  of  Cities  Convention  here  in 
Washington.  We  completed  an  action  agenda  that  supports  the  con- 
tinuation of  the  CDBG  Program  and  the  HOME  Program. 

Our  membership  believes  that  all  levels  of  government  should 
have  the  responsibility  of  bringing  back  local  economies  to  assure 
their  strengths  in  the  United  States.  For  that  matter,  we  think 
that  all  people  who  are  involved  in  this  should  be  a  part  of  the 
total  spectrum. 

To  make  a  difference,  we  urge  you,  Mr.  Chairman,  to  reauthorize 
and  fully  fund  the  Community  Block  Grant  Fund.  NLC  strongly 
recommends  that  the  CDBG  Program  continues  to  be  the  corner- 
stone of  the  things  that  we  were  trying  to  do  in  cities  like  Bir- 
mingham, Alabama,  Baltimore,  Maryland,  and  other  places  in  the 
United  States. 

It  is  the  CDBG  Program  that  has  been  here  for  20  years  and  has 
done  an  awful  lot  of  things.  For  example,  in  the  city  of  Bir- 
mingham, Alabama,  we  have  used  our  CDBG  funds  to  eliminate 
the  homeless  in  our  area.  Second,  to  bring  about  jobs  and  job  train- 
ing. Third,  infrastructure  and  other  forms  of  meaningful  work  that 
can  be  continued — if  CDBG  were  to  continue. 

In  Birmingham  also  we  have  use  of  funds  to  do  other  things  that 
would  be,  at  this  time,  too  numerous  to  mention,  but  it  is  also  in 
my  testimony  that  has  been  submitted  to  you  at  an  earlier  time. 

Mr.  Chairman,  we  also  believe  that  under  your  leadership  and  in 
the  leadership  of  the  committee  as  a  whole.  Congress  will  play  a 
major  part  in  bringing  about  these  changes. 

I  would  also  like  to  encourage  all  of  the  members  of  the  sub- 
committee to  participate  in  the  CDBG  Week  Celebration  across  the 
United  States.  In  my  written  testimony  I  include  information  on 
how  CDBG  has  benefited  communities.  I  would  hope  that  this  sub- 
committee would  find  time  to  read  it. 


102 

The  1992  amendments  that  were  passed  by  this  subcommittee 
simplified  the  HOME  Program.  We  appreciate  what  you  have  done 
and  commend  you  for  doing  it.  NLC  supports  your  legislation,  H.R. 
3838.  As  Mayor  Schmoke  said,  we,  too,  hope  that  it  continues  in 
its  life. 

Finally,  Mr.  Chairman,  we  want  to  just  thank  you  for  the  oppor- 
tunity of  being  here  this  morning. 

Thank  you  so  very,  very  much  for  the  opportunity  of  being  here. 
We  will  be  ready  for  any  questions  that  you  may  have.  Thank  you. 

[The  prepared  statement  of  Mr.  Blankenship  can  be  found  in  the 
appendix.] 

Chairman  GrONZALEZ.  Well,  thank  you,  Councilman  Blankenship, 
and  thank  you  for  serving  on  the  local  level  at  the  cutting  edge. 
That  is  where  I  started  out  41  years  ago.  I  deeply  appreciate  the 
work  you  are  doing  and  your  help. 

Let  me  say  to  the  witnesses  that  your  written  testimony,  as 
given  to  us,  will  be  in  the  record  of  the  hearings  following  your 
verbal  or  oral  presentation.  Thank  you  again. 

Mr.  Blankenship.  Thank  you. 

Chairman  GONZALEZ.  Mr.  Hanna. 

STATEMENT  OF  HON.  WILLIAM  E.  HANNA,  JR.,  PRESIDENT, 
MONTGOMERY  COUNTY  COUNCIL,  ON  BEHALF  OF  THE  NA- 
TIONAL ASSOCIATION  OF  COUNTIES  AND  THE  NATIONAL  AS- 
SOCIATION FOR  COUNTY  COMMUNITY  AND  ECONOMIC  DE- 
VELOPMENT, WASHINGTON,  DC 

Mr.  Hanna.  Let  me  also  wish  you  good  morning,  Mr.  Chairman, 
and  the  other  members  of  the  subcommittee.  As  you  noted,  I  am 
testifying  today  on  behalf  of  two  organizations;  the  National  Asso- 
ciation of  Counties,  for  which  I  serve  as  its  Housing  Subcommittee 
Chair,  and  the  National  Association  for  County  Community  and 
Economic  Development. 

The  first  thing  we  want  to  do,  Mr.  Chairman,  is  commend  you 
for  introducing  H.R.  3838  and  for  holding  these  hearings  on  a  time- 
ly basis  and  particularly  in  regard  to  reauthorization  issues.  I  will 
first  address  the  issues  affecting  the  CDBG  Program  that  HUD 
Secretary  Cisneros  and  others  have  described  as  the  Nation's  best 
Federal  domestic  program.  I  heartily  agree  with  his  assessment 
and  I  think  maybe  even  Congress  concurs,  because  funding  for  the 
program  has  increased  over  the  past  3  years  to  its  current  level  of 
$4.4  billion. 

In  Montgomery  County,  we  use  CDBG  for  a  variety  of  activities, 
including  facilities  rehabilitation  and  public  services.  For  example, 
the  county  provides  funding  to  a  nonprofit  organization  that  will 
oversee  the  rehabilitation  oi  an  old  bakery  into  a  day  center  for  the 
homeless.  The  center,  which  will  open  later  this  year,  will  include 
meals,  psychiatric  counseling,  iob  counseling,  clothing  availability, 
and  onsite  support  groups.  Medfical  services  are  also  available. 

Now,  throughout  CDBG's  20-year  history,  NACo  has  worked  with 
Congress  to  improve  this  program.  Attached  to  my  testimony  is  a 
NACo  resolution  that  identifies  additional  refinements  that  county 
officials  support.  Let  me  highlight  some  key  provisions. 

First,  NACo  urges  Congress  to  appropriate  a  minimum  of  $44.4 
billion  for  CDBG  in  fiscal  year  1995.  Of  course,  I  am  sure  it  will 


103 

come  as  no  surprise,  that  we  support  the  higher  authorization  lev- 
els now  in  H.R.  3838. 

We  oppose  a  provision  in  this  fiscal  year  1995  budget  which 
would  set  aside  $200  million  in  CDBG  funds  for  a  new  LIFT  Pro- 
gram. While  such  a  program  may  be  an  appropriate  use  of  funds, 
we  cannot  support  this  initiative  at  the  expense  of  funding  for 
CDBG.  Taking  formula  grant  funding  which  benefits  all  entitle- 
ment jurisdictions,  and  converting  it  to  discretionary  money  for  the 
benefit  of  a  few,  cannot,  in  our  view,  be  justified. 

Now,  various  provisions  in  the  NACo  resolution  articulate  our 
overriding  concern  that  the  program's  flexibility  be  maintained.  For 
example,  we  oppose  any  limitations  on  activities  that  currently  are 
eligible  for  CDBG  funding.  For  instance,  we  want  to  strongly  state 
that,  in  our  opinion,  a  swimming  pool  built  in  a  low-income  neigh- 
borhood is  an  appropriate  use  of  CDBG  funds  when  the  community 
has  identified  that  this  is  what  they  need  the  most.  Such 
recreational  facilities  provide  constructive  activities  for  our  youth 
and  alternatives  to  violence  and  drugs  that  plague  so  many 
neighborhoods. 

County  officials  oppose  any  change  which  would  require  grantees 
to  do  proportionate  accounting  of  low-  and  moderate-income  bene- 
fits. The  House  Banking  Committee  resoundingly  rejected  such  a 
proposal  in  1990,  and  we  urge  you  to  do  so  again  if  the  issue 
resurfaces. 

Proportionate  accounting  would  severely  restrict  our  ability  to 
undertake  areawide  improvements  and  hamper  our  efforts  to  sta- 
bilize marginal,  mixed  income  neighborhoods  that  may,  in  the  ab- 
sence of  CDBG  improvements,  become  even  more  blighted,  and  re- 
quire more  substantial  revitalization  efforts  in  the  future. 

NACo  opposes  any  change  which  would  make  certain  categories 
or  current  CDBG  grantees  ineligible  to  receive  direct  allocations.  If 
HUD's  study  of  the  CDBG  formula  recommends  that  more  higher 
income  communities  be  ineligible  for  formula  grants,  we  urge  you 
to  reject  that  change  for  a  number  of  reasons.  One,  to  be  poor  in 
a  wealthy  jurisdiction  is  usually  even  more  difficult  than  in  one 
where  those  similar  lower  incomes  reside.  To  the  extent  that  the 
formula — either  the  current  one  or  another  measure  need,  the 
funds  will  be  directed  toward  that  need.  Thus,  if  a  jurisdiction's  rel- 
ative need  is  less,  it  will  get  less  funding. 

Now,  to  the  HOME  Program.  Let  me  address  refinements  to  that 
very  fine  program.  Mr.  Chairman,  HOME  is  just  now  realizing  the 
potential  which  those  of  us  who  fought  for  it  anticipated.  Grantees 
are  leveraging  other  resources  for  housing,  are  using  funds  pru- 
dently, as  measured  by  per  unit  cost  and  are  targeting  benefits  to 
our  poorest  citizens  far  in  excess  of  what  the  statute  requires.  Let 
me  provide  a  few  examples  of  my  own  county.  We  are  providing 
funds  to  a  community  housing  development  organization  for  the 
rehab  and  conversion  of  an  old  motel  in  Rockville  to  80-plus  one- 
and  two-bedroom  rental  units.  The  targeted  population  is  50  to  60 
percent  of  median  income. 

Our  County  Housing  Opportunities  Commission  is  constructing  a 
rental  townhouse  development  with  15  units  set  aside  for  house- 
holds at  or  below  30  percent  of  median  income.  We  use  HOME  in 
combination  with  county  funds  and  other  resources  to  help  meet 
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the  housing  needs  of  our  very  low-income  citizens.  The  attached 
NACo  resolution,  again,  recommends  a  number  of  refinements  to 
the  HOME  Program. 

County  officials  are  very  pleased  with  the  authorization  levels  for 
HOME:  $2.1  billion  for  fiscal  year  1995  and  $2.17  bilHon  for  fiscal 
year  1996,  contained  in  your  bill.  We  also  are  pleased  that  the  bill 
contains  noncontroversial  refinements  that  NACo  and  other  na- 
tional organizations  recommended  to  HUD  last  summer,  were  sub- 
sequently adopted  by  HUD,  and  are  now  incorporated  in  the  Sen- 
ate-passed S.  1299.  These  include,  first  and  foremost,  leveling  the 
non-Federal  matching  requirement  to  25  percent,  making  units  as- 
sisted rather  than  funds  spent,  the  basis  for  measuring  targeting 
requirements,  and  eliminating  the  requirement  that  persons  receiv- 
ing home  buyer's  assistance  must  be  first-time  home  buyers. 

In  addition,  NACo  is  working  with  HUD  to  change  the  regulatory 
definition  of  commitment  of  home  funds.  Commitment  should  be 
recognized  once  home  funds  are  subject  to  a  legally  binding  con- 
tract. This  regulatory  change,  which  we  are  optimistic  that  HUD 
will  make,  will  then  conform  HOME  to  the  CDBG  definition  of 
commitment.  My  other  remarks  are  contained  in  the  written  state- 
ment. I  think  it  is  a  good  time  to  stop.  Thank  you  for  this  oppor- 
tunity to  present  our  views. 

[The  prepared  statement  of  Mr.  Hanna  can  be  found  in  the 
appendix.] 

Chairman  GONZALEZ.  Thank  you  very  much,  Mr.  Hanna.  I  deeply 
appreciate  your  very  constructive  testimony  as  written.  It  is  very 
helpful  to  us. 

Well,  I  was  going  to  ask  our  colleague  from  Baltimore  to  intro- 
duce Mr.  Henson.  He  may  be  his  constituent,  but  I  do  not  know. 
If  you  do  not  mind,  give  us  a  little  background  on  the  gentleman 
from  Baltimore. 

Mr.  Mfume.  Thank  you  very  much,  Mr.  Chairman.  He  is  my  con- 
stituent, as  is  the  mayor.  I  am  happy  to  go  back  to  some  of  my  ear- 
lier statements  about  Dan  Henson,  because  of  my  level  of  respect 
for  the  quality  of  his  work.  As  many  in  this  room  know,  he  was  Re- 
gional Administrator  for  the  Small  Business  Administration  and 
Director  of  the  Minority  Business  Development  Agency,  serving 
under  the  Carter  administration.  He  has  served  now  for  some  time 
as  housing  commissioner  of  Baltimore,  I  think,  just  about  a  year 
or  so.  One  year? 

Mr.  Henson.  Today  1  year. 

Mr.  Mfume.  I  am  good.  He  has  worked  with  the  mayor  to  not 
only  turn  around  in  many  respects  the  city  and  the  city's  effort  on 
housing  and  development  issues,  but  to  work  with  the  mayor  to 
bring  about  a  number  of  successes  that  I  have  spoken  about  earlier 
and  that  I  am  glad  that  the  mayor  referenced  in  his  remarks  as 
things  that  we  in  Baltimore  feel  very  proud  of.  So,  we  are  happy, 
Dan,  to  have  you  here.  I  certainly  look  forward  to  your  testimony. 
Thank  you. 

Chairman  Gonzalez.  Thank  you  very  much.  Commissioner, 
thank  you  for  your  help.  You  are  recognized  now. 
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STATEMENT  OF  DANIEL  P.  HENSON  HI,  COMMISSIONER,  DE- 
PARTMENT OF  HOUSING  AND  COMMUNITY  DEVELOPMENT, 
CITY  OF  BALTIMORE,  ON  BEHALF  OF  THE  NATIONAL  COM- 
MUNITY DEVELOPMENT  ASSOCIATION,  WASHINGTON,  DC 

Mr.  Henson.  Mr.  Chairman,  thank  you  very  much.  Just  to  piggy- 
back off  of  what  my  Congressman  has  said,  we  in  Baltimore  are 
very,  very  proud  of  him.  We  do  not  see  him  as  much  as  we  used 
to  because  his  time  is  pulled  to  everything.  He  gives  us  all  the  at- 
tention we  need.  We  are  very,  very  pleased  with  his  activities  here, 
and  hope  you  understand  the  valuable  jewel  that  you  have  in  Con- 
gressman Mfiime. 

Chairman  Gonzalez.  Well,  we  went  to  the  Congressman's  dis- 
trict in  Baltimore  just  a  year  before  last,  I  believe,  and  had  a  very 
wonderful  day-long  hearing.  In  fact,  we  went  to  the  area  where  he 
was  born.  It  is  obvious  that  the  folks  in  and  out  of  that  area  love 
him  as  they  should.  I  can  reemphasize  his  great  value,  as  a  Con- 
gressman, particularly  as  member  of  the  committee  and 
subcommittee. 

Mr.  Henson.  Well,  thank  you,  Mr.  Chairman. 

I  am  the  commissioner  of  housing  and  community  development 
for  the  city  of  Baltimore,  but  I  am  also  executive  director  of  the 
housing  authority  of  Baltimore  City.  I  listened  very  carefully  to  my 
mayor's  testimony  so  that  we  would  not  conflict,  because  I  am  here 
today  to  testify  before  this  subcommittee  on  behalf  of  my  city, 
where,  by  the  way,  over  500  community  leaders  are  in  the  process 
now  of  working  on  producing  the  best  possible  empowerment  zone 
application  in  the  country. 

I  am  also  here  to  testify  on  behalf  of  the  National  Community 
Development  Association,  or  NCDA,  and  the  National  Association 
for  Housing  and  Redevelopment  Officials,  or  NAHRO,  on  the  reau- 
thorization of  our  Nation's  key  housing  and  community  develop- 
ment programs,  particularly  the  CDBG  and  HOME  Program,  in  my 
estimation,  the  two  most  critical  Federal  resources  available  to  the 
local  governments  today. 

NCDA  is  a  membership  organization  and  it  comprises  over  500 
local  governments.  Mr.  Chairman,  before  I  address  the  specific  au- 
thorization issues,  I  would  like  to  note  that,  beginning  March  28 
through  April  3,  1994,  communities  across  this  Nation  will  mark 
the  eighth  annual  celebration  of  National  Community  Development 
Week,  a  week-long  annual  campaign  to  emphasize  both  locally  and, 
at  the  national  level,  the  contributions  of  the  Federal  Community 
Development  Block  Grant  Program.  We  are  also  pleased  that  HUD 
Secretary  Cisneros,  for  the  second  consecutive  year,  has  issued  a 
declaration  expressing  HUD's  support  of  National  Community  De- 
velopment Week,  which  states,  in  quotes:  "CDBG  has  shown  the 
strength  of  a  targeted  but  flexible  approach  to  problems  in  our 
communities,  while  fostering  cooperative  relationships  between  the 
public  and  private  sectors  to  solve  these  problems." 

We  hope  that  many  of  the  committee  members — we  know  that 
Congressman  Mfume  will  have  an  opportunity  to  participate  in 
National  Community  Development  Week  activities  both  here  in 
Washington  and  in  your  communities,  and  learn  first-hand  of  its 
accomplishments. 
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Mr.  Chairman,  I  am  going  to  address  my  remarks  quickly  to  the 
CDBG  Program  and  tell  you  that  fundamentally  the  CDBG  Pro- 
gram, as  it  exists  today,  is  sound,  workable,  and  an  effective  pro- 
gram. We  strongly  believe,  as  you  do,  I  believe,  that  no  major 
changes  are  necessary.  However,  NCDA  and  NAHRO  are  proposing 
a  few  modifications  in  the  administration  of  the  program,  which  we 
believe  will  strengthen  and  expand  its  flexibility  and  application 
and  further  enhance  the  responsiveness  of  the  program  to  local 
needs. 

The  funding  levels.  We  have  commented  that  we  believe  that  a 
$4.4  billion  level  is  the  least  that  we  should  shoot  for.  We  would 
like  to  have  a  $4.6  billion  level  by  fiscal  year  1996,  and  correspond- 
ing increments  to  make  up  for  inflation  and  other  erosion  in  fiscal 
year  1997  and  fiscal  year  1998.  We  believe  that  the  public  service 
cap  of  relief  is  something  whose  time  has  come — that  raising  that 
level  of  the  amount  that  can  be  dedicated  for  public  service  activi- 
ties, from  15  percent  to  20  percent — that  now  would  be  the  time 
that  we  would  suggest  that  to  you. 

The  Section  108  Economic  Revitalization  Initiative,  as  well  as 
several  other  activities,  are  detailed  in  more  expansive  remarks  in 
my  written  testimony. 

I  would  just  like  to  piggyback  on  the  mayor's  comment  about  the 
LIFT  Program,  or  the  Neighborhood  Leverage  Investment  for  To- 
morrow Program,  which  I  see  as  a  way  in  which  to  give  us  a  little 
bit  more  creativity.  I  do  not,  however,  NCDA  and  NAHRO,  do  not 
believe  that  the  appropriate  funding  source  for  that  is  a  reduction 
in  CDBG  funds,  but  would  ask  you  to  strongly  consider  that  pro- 
gram. We  think  it  is  a  very,  very  important  program. 

Mr.  Chairman,  NCDA  and  NAHRO,  on  the  HOME  Program,  rep- 
resent hundreds  of  communities  that  strongly  supported  the  enact- 
ment of  the  Cranston/Gonzalez  National  Affordable  Housing  Act  of 
1990,  which  brought  us  the  HOME  Program,  and  continue  to  stand 
behind  the  HOME  Program  as  a  key  to  addressing  our  Nation's 
growing  housing  crisis.  Without  HOME,  communities  would  be  un- 
able to  leverage  the  kind  of  public  and  private  resources  for  afford- 
able housing  that  are  necessary  to  address  housing  needs  in  a  com- 
prehensive manner.  Nearly  3V2  years  after  the  passage  of  the  Na- 
tional Affordable  Housing  Act  of  1990,  the  HOME  Program  is  ac- 
tively working  in  communities  throughout  the  country.  For  in- 
stance, 70  percent  of  the  HOME  funds  are  currently  being  used  for 
rental  housing  projects,  followed  by  26  percent  for  homeowner  re- 
habilitation and  13  percent  for  first-time  home  buyer  programs.  Ac- 
cording to  HUD,  the  average  home  subsidy  cost  per  unit  is  around 
$17,000.  As  of  the  end  of  February  1994,  the  HOME  Program  had 
assisted  approximately  54,130  units.  Over  $940  million  of  HOME 
funds  have  been  committed  for  housing  leveraging  and  an  addi- 
tional $1.2  billion  in  housing  funds. 

In  addition,  the  HOME  Program  has  far  exceeded  the  income 
benefit  targeting  guidelines  dictated  by  Congress.  According  to 
HUD,  over  43  percent  of  the  HOME  funds  expended  have  gone  to 
serve  those  persons  at  or  below  30  percent  of  the  area  median  in- 
come, and  24  percent  for  those  persons  whose  income  fell  at  50  per- 
cent or  less  than  the  area  median.  These  impressive  figures  provide 


107 

further  proof  of  the  effectiveness  of  this  Federal  Housing  Block 
Grant  Program. 

While  NCDA  and  NAHRO  do  not  consider  commitment  and  ex- 
penditure rates  as  an  absolute  measure  of  the  success  of  a  pro- 
gram, the  HOME  Program  has  more  than  doubled  its  commitment 
rates  since  HUD  reported  the  figures  at  the  end  of  June.  In  Balti- 
more, for  example,  we  are  out  of  money  right  now,  waiting  for  our 
next  allotment  in  April.  Once  we  got  started,  the  demand  and  the 
utilization  of  the  funds  has  overwhelmed  us.  Participating  jurisdic- 
tions or  PJs,  have  committed  approximately  61.4  percent  of  the  fis- 
cal year  1992  funds  and  about  9  percent  of  the  fiscal  year  1993  al- 
location nationwide. 

Mr.  Chairman,  specific  legislative  recommendations  that  we  are 
making  regarding  the  HOME  Program,  are,  again,  included  more 
expansively  in  my  written  remarks.  I  think  I  will  agree  with  Mr. 
Hanna,  that  this  is  probably  a  good  time  for  me  to  end  and  to  ask 
whether  or  not  you  or  the  subcommittee  members  have  specific 
questions. 

[The  prepared  statement  of  Mr.  Henson  can  be  found  in  the 
appendix.] 

Chairman  Gonzalez.  Thank  you  very  much,  Mr.  Commissioner, 
and  Director. 

We  have  notice  of  a  rollcall  vote.  We  apologize,  but  we  are  going 
to  allow  the  members  to  take  a  few  minutes  to  register  their  vote. 
We  will  stand  in  recess  for  no  more  than  10  minutes.  We  duly 
apologize  to  the  panel. 

[Recess.] 

Chairman  Gonzalez.  We  have  done  a  good  job.  I  do  not  think 
anybody  exceeded  6V2  minutes,  which  I  think  is  very,  very  great. 
You  have  covered  the  ground  very  well.  One  thing  I  neglected  to 
do  is  ask  the  Congressman  or  colleague  from  the  adjacent  county 
over  in  Maryland  to  introduce  and  give  us  some  background  on  Mr. 
Hanna.  I  do  not  know  that  you  are  his  constituent,  but  he  has  part 
of  Montgomery  County.  We  had  a  hearing  over  there  in  his  district, 
and  it  was  very  interesting  and  very  valuable  to  us.  In  fact,  it  was 
sort  of  a  kickon  to  what  we  are  doing  now. 

Will  you,  please.  Congressman? 

Mr.  Wynn.  Thank  you,  Mr.  Chairman.  It  does  give  me  a  great 
deal  of  pleasure  to  recognize  one  of  the  outstanding  leaders  in 
Montgomery  County,  one  of  the  counties  that  I  represent,  the 
chairman  of  the  Montgomery  County  Council,  and  also  here  rep- 
resenting the  National  Association  of  Counties,  Mr.  Bill  Hanna. 
Mr.  Hanna  has  been  very  active,  as  you  can  see  from  his  testimony, 
in  issues  relating  to  housing  and  community  development.  We  are 
certainly  very  pleased  to  have  him  with  us  today. 

I  caught  the  tail  end  of  your  testimony,  Mr.  Hanna,  but  I  have 
been  reading  your  remarks.  I  am  in  complete  agreement  with  your 
sentiments  with  respect  to  where  we  are  on  CDBG.  We  are  de- 
lighted to  have  you  with  us  today. 

Mr.  Hanna.  Thank  you  very  much. 

Chairman  Gonzalez.  Thank  you  very  much. 

Mr.  Wynn.  Thank  you,  Mr.  Chairman. 

Chairman  Gonzalez.  I  have  some  questions  I  will  submit  in 
writing.  For  the  moment,  I  had  our  staff,  professional  and  interim 
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director,  kind  of  consolidate  our  thinking  with  respect  to  what  you 
referred  to,  Mayor,  the  HOME  Program  and  the  return  to  a 
$500,000  threshold  from  $335,000,  or  whatever  was  the  appropria- 
tion level.  For  the  first  time  in  14  years,  we  have  some  good  admin- 
istrators. Well,  I  take  it  back,  because  I  thought  Secretary  Kemp 
did  a  very  laudable  job  with  the  limitations  he  nad.  Secretaries  are 
not  really  free  agents.  As  I  told  Secretary  Cisneros,  and  I  told  then 
Secretary  Kemp,  they  are  appointed,  they  are  not  elected.  When  an 
administration — and  they  all  do — whether  they  are  Democratic  or 
Republican,  has  the  overarching  0MB  actually  setting  the  param- 
eters or  the  limits.  Even  Secretaries  do  not  have  the  choice  of  ap- 
pointing their  own  immediate  subordinates,  because  it  is  done  by 
the  appointing  end,  a  fact  that  we  have  got  to  realize.  The  budget, 
as  given  to  us  by  the  President  this  year  is  very  little  different 
from  last  year,  that  is,  President  Bush's.  Let's  realize  that  as  well. 
They  are  caught  here — the  President,  himself,  feels  confined  by  the 
budget.  I  feel  very  disappointed  when  we  had  NAFTA  and  he  made 
all  kinds  of  pledges  to  get  votes  for  NAFTA,  everywhere  from 
bombers  to  tariffs,  because  that  impacts  the  budget. 

For  instance,  NAFTA  went  into  effect  January  1,  and  I  have 
been  trying  to  tally  the  cost  of  the  Treasury  in  revenues,  and  it 
amounts  to  a  pretty  penny.  Now,  that  is  going  to  have  to  come  from 
somewhere.  In  the  budget  we  have,  within  which  we  must  work, 
and  which  the  House  approved  last  year,  we  do  not  have  much 
level  of  leverage.  Until  the  leadership  can  get  away  from  the  shib- 
boleths, such  as  Gramm-Rudman-Hollins.  Do  you  remember  that 
rule? 

Mr.  SCHMOKE.  Yes,  sir. 

Chairman  Gonzalez.  Who  talks  about  it  now?  Yet,  everybody 
was  prostrating  himself  and  herself  before  that.  Even  Chairman 
Greenspan  came  up  here  and  said  we  have  got  to  stick  rigorously 
to  Gramm-Rudman-Hollins.  Where  is  it?  Despite  all  of  its  claims, 
within  the  first  year  of  its  effectiveness,  or  soon  after  fiscal  year 
1986,  its  effective  date,  the  debt  had  increased  about  $1  trillion.  So 
there  is  something  wrong  somewhere,  but  we  are  not  going  to  go 
into  that  now. 

I  think  we  have  got  to  realize  that  when  we  talk  about  these 
thresholds,  there  is  something  here  that  makes  us  pause.  We  are 
hesitating  in  accepting  this  return  to  the  threshold  because  we  do 
not  want  to  cut  communities  out  of  the  program  unnecessarily. 
There  is  that  possibility.  It  may  be  a  self-defeating  acceptance  of 
low  appropriations,  which  I  have  never  accepted,  even  when  I  was 
left  alone  in  the  middle  eighties  with  the  freeze  mania.  Everyone, 
my  Democrats,  Republicans,  froze  everything.  I  said  that  we  are 
not  responding  to  the  needs  of  this  country  if  we  do  that,  because 
this  country  is  still  growing.  I  will  tell  you  what  I  will  do,  I  said 
to  my  Democrats,  not  Republicans.  I  said  I  will  go  along  with  your 
freeze,  if  you  will  freeze  all  births  in  our  country,  because  that 
means  you  have  a  static  society  and  you  can  handle  a  freeze. 

So,  we  have  gone  through  all  of  these  self-defeating  mistakes, 
and  we  are  a  little  bit  sort  of  gun  shy  because  it  may  be  sort  of 
a  self-defeating  acceptance  of  low  appropriations,  which  I  do  not 
think  we  ought  to  accept.  I  think  until  we  get  rid  of  this  perverse 
priority  or  perversity  in  priorities,  we  will  not  get  anyplace.  I  am 
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not  smart  enough  to  tell  you  how  to  do  that,  so  what  I  would  like 
to  see  is  a  projection  of  how  many  communities  would  be  aided  at 
various  appropriation  levels  before  making  a  final  decision.  I 
thought  that  would  be  a  good  beginning. 

I  was  going  to  ask  if  you  could,  Mayor,  describe  the  types  of  ac- 
tivities the  city  of  Baltimore  is  conducting  with  the  HOME  funds 
and  how  those  would  be  affected  by  reducing  the  budget  for  HOME 
in  fiscal  year  1995.  That  information  will  be  on  the  record.  When 
you  get  the  transcript  of  these  hearings,  you  can  review  the  ques- 
tion and  your  staff  can  compile  the  information.  It  will  be  very 
helpful  to  us  as  we  get  into  the  markup  period  here  which  will  not 
be  too  long  from  now, 

Mr.  SCHMOKE.  Very  good. 

[The  information  referred  to  can  be  found  in  the  appendix.] 

Chairman  GONZALEZ.  Mr.  Blankenship,  I  am  sure  you  are  famil- 
iar with  the  cities  across  the  country  that  are  successful  in  eco- 
nomic development  activities  under  either  the  CDBG  Program  or 
now  with  the  announcement  of  this  administration  of  the  Section 
108  Loan  Guarantee  Program.  What  I  will  ask  you  also  for  the 
record  is,  in  your  best  estimate,  why  are  some  cities  unable  or  un- 
willing to  conduct  successful  economic  development  projects  and 
what,  in  that  respect,  can  you  show  us  in  Birmingham? 

Mr.  Blankenship.  Yes,  sir. 

[The  information  referred  to  can  be  found  in  the  appendix.] 

Chairman  Gonzalez.  I  would  appreciate  it  very  much  for  the 
record. 

Mr.  Blankenship.  I  will  be  happy  to. 

Chairman  Gonzalez.  Mr.  Hanna,  you  discussed  the  need  for 
HUD  to  revise  the  HOME  regulations.  Again,  I  will  not  take  the 
time  now,  but  if  you  could  give  us  some  descriptive  ideas  of  the  reg- 
ulations that  are  hindering  the  HOME  Program  and  its  progress, 
and  how  you  would  suggest  that  HUD  revise  or  modif/  the  rules. 
I  will  be  very  grateful  for  the  information. 

Mr.  Hanna.  It  would  be  our  pleasure. 

[The  information  referred  to  can  be  found  in  the  appendix.] 

Chairman  Gonzalez.  Also,  Mr.  Henson,  in  H.R.  3838  we  have 
the  administration's  request  to  recapture  unallocated  UDAGs  to  be 
used  in  conjunction  with  section  108  guarantees.  As  the  local  com- 
munity development  agency  is  involved  in  that,  the  question  which 
I  will  reduce  for  the  record  is,  how  do  you  feel  about  expanding  the 
eligible  activities  for  section  108  loan  guarantees?  I  will  remind  you 
that  as  we  were  adjourning  last  November,  the  House  passed  a  lit- 
tle rider  that  enabled  the  city  of  Pittsburgh  to  increase  the  CDBG 
public  services  cap  from  15  percent  to  20  percent,  so  they  could 
carry  out  their  intended  projects.  So,  we  did  that  as  an  exception. 
I  do  not  like  to  do  exceptions.  I  do  not  believe  in  magic  numbers, 
so  I  am  very  favorable  to  revising  that  and  will  accept  your  rec- 
ommendations in  writing. 

[The  information  referred  to  can  be  found  in  the  appendix.] 

Mrs.  Roukema. 

Mrs.  Roukema.  Thank  you.  Thank  you,  Mr.  Chairman. 

Mayor  Schmoke,  while  I  was  not  here  for  your  testimony,  I  do 
understand  that  one  of  the  things  you  pointed  out  was  something 
that  I  would  have  expressed  concern  about  in  an  opening  statement 
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had  I  been  here,  and  that  is  the  question  of  the  LIFT  Program  and 
the  set-aside.  I  want  you  to  know  that  I  agree  with  you  in  your  op- 
position to  a  set-aside.  I  do  not  think  the  case  has  been  made,  but, 
then,  again,  we  do  not  have  much  information  as  to  the  exact  di- 
mensions of  that  legislation,  so  I  will  be  watching  that  and  I  hope 
you  will  be  too. 

Mr.  ScHMOKE.  Yes. 

Mrs.  ROUKEMA.  I  did  want  to  ask  anyone  who  wants  to  comment, 
and  perhaps  Mayor  Schmoke  is  the  best  one  here,  but  it  is  an  open 
question  to  anyone,  and  that  is  with  respect  to  the  HOME  Program 
and  the  justification  for  the  reduction  being  the  so-called  pipeline 
theory  or  argument.  How  would  you  refute  that?  Because  I  believe 
that  that  is  not  a  justification  for  the  drastic  cutback  in  HOME.  I 
think  there  are  good  reasons  for  those  projects  being  on  the  ap- 
proval list  and  waiting  for  implementation.  How,  from  your  experi- 
ence in  the  field,  would  you  address  that  question,  and  what  would 
you  say  are  the  actual  projects — the  kinds  of  projects  that  are  wait- 
ing for  approval,  and  why  would  it  be  premature  to  thereby  reduce 
funding  projected  in  the  future?  Yes? 

Mr.  Schmoke.  Thank  you  very  much.  We,  certainly,  can  point  to 
our  own  experience  in  Baltimore  with  the  HOME  Program  and  we 
recognize  that  we  had  some  difficulties  early  on  in  dealing  with  the 
regulation,  and  there  were  projects  that  were  backing  up.  If  you 
had  taken  a  snapshot  a  few  months  ago  of  the  program,  you  prob- 
ably would  have  had  a  great  deal  of  concern.  In  fact,  the  commit- 
ments of  our  funds  now — the  last  2  fiscal  years  we  received  about 
$17  million.  That  money — my  statistics  said  that  we  had  already 
committed  $13  million.  My  housing  commissioner  tells  me  it  is  ac- 
tually a  little  bit  more.  We  have  about  557  units  of  housing,  mostlv 
rental,  that  have  been  started  because  of  those  funds.  So,  I  think 
that  the  early  stages,  and  the  backing  up  of  the  programs  were  at- 
tributable more  to  working  out  regulations. 

Mrs.  RouKEMA.  The  normal  procedure  that  you  have  to  address 
when  you  are  instituting  new  programs. 

Mr.  Schmoke.  Right. 

Mrs.  RouKEMA.  That  is  the  way  it  would  seem  to  me. 

Mr.  Schmoke.  The  investment  now  is  really  paying  off — that 
those  programs  are  moving  and  it  is  working  very  well. 

Mrs.  RoUKEMA.  Mr.  Hanna. 

Mr.  Hanna.  Yes.  The  major  change  that  would  straighten  all  of 
this  out  we  think  is  if  the  definition  of  commitment  would  be 
changed  in  HUD's  regulations  to  what  it  now  is  in  CDBG.  As  long 
as  you  have  a  legally  binding  contract,  we  think  that  should  count, 
and  right  now  it  does  not  necessarily  count.  So,  the  program  itself 
is  really  just  gaining  tremendous  momentum.  I  looked  at  the  fig- 
ures for  the  different  States  and  cities  that  are  receiving  allocations 
and  there  is  a  tremendous  number  that  are  up  in  the  90  percent 
range  already  or  maybe  even  out  of  funds,  as  Mr.  Henson  indicated 
earlier.  Really,  the  others,  I  think,  would  benefit  greatly  if  we  could 
have  the  same  definition  for  commitment  in  CDBG  and  in  the 
HOME  Program. 

Mrs.  RouKEMA.  I  am  glad  you  pointed  that  out.  I  believe  that 
steps  are  already  being  taken  to  do  just  that.  You  are  quite  correct 
that  that  has  been  an  impediment. 
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Mr.  Henson. 

Mr.  Henson.  Mrs.  Roukema,  I  would  just  like  to  echo  what  the 
mayor  and  Mr.  Hanna  have  already  said.  We  were  talking  earlier 
about  using  unallocated  or  unspent  UDAG  funds  and  reallocating 
them  someplace.  Every  time  I  hear  that  term  I  look  forward  to  it 
because  I  figure  that  it  gives  Baltimore  a  shot  to  be  able  to  go  after 
those  funds.  So,  if  we  want  to  recapture  anything,  we  can  show  you 
how  to  spend  it.  I  think  one  of  the  things  that  we  have  learned  is 
how  to  spend  the  HOME  funds.  As  a  result,  we  are  out  of  funds 
actually,  and  are  waiting  now  for  a  new  allocation,  which  we  hope 
to  receive  in  April,  which  will  replenish  it  for  projects  that  I  have 
already  committed  to.  In  other  words,  we  have  already  committed 
to  projects  for  fiscal  year  1994  funds,  which  we  have  not  received 
yet.  It  did  take  us  awhile,  and  actually  I  think  about  a  year  ago, 
if  you  had  taken  a  snapshot  of  us  at  that  point,  as  the  mayor  point- 
ed out,  we  would  have  said  that  the  program  is  an  abysmal  failure. 

One  of  the  things  that  we  did  not  recognize  early  on  was  the 
need  to  actually  hire  people  to  help  us  spend  ana  monitor  the 
funds.  I  mean,  you  actually  need  to  get  folks  onboard,  get  them 
knowledgeable  of  the  rules  and  then  get  them  to  work  with  commu- 
nity groups,  particularly  with  community  and  nonprofit  developers, 
to  teach  them  how  to  be  able  to  spend  the  funds  and  to  be  able  to 
actually  get  them  out  on  the  street. 

Mrs.  Roukema.  It  takes  time.  That  is  precisely  the  point. 

Mr.  Henson.  We  are  at  that  point  now. 

Mrs.  Roukema.  I  would  also  observe  too  that  I  am  concerned 
about  the  level  of  new  construction  under  the  HOME  Program.  I 
do  not  know  if  anyone  addressed  themselves  to  that  in  the  testi- 
mony. I  am  hopeful  that  we  will  be  coming  up  with  a  lower  match, 
a  smaller  match,  a  25-percent  match  at  the  local  level,  and  that 
will  help  stimulate  the  new  construction.  Thank  you  very  much. 

Chairman  GrONZALEZ.  Thank  you.  I  want  to  remind  my  colleagues 
that  we  have  a  lengthy  panel  following  this;  therefore,  we  are  going 
to  stick  strictly  to  the  5-minute  rule.  I  recognize  Mr.  Mfume. 

Mr.  Mfume.  Thank  you,  Mr.  Chairman.  I  want  to  quickly  go 
back  and  revisit  your  comments  regarding  the  mayor's  testimony 
as  it  relates  to  the  threshold  and  returning  it  back  to  the  $500,000 
mark.  I  am  particularly  happy  that  you  have  requested  the  number 
of  communities  that  would  benefit  from  that  kind  of  a  change.  I 
think  that  gives  us  the  kind  of  fuel — it  certainly  gives  us  for  the 
record,  the  kind  of  documentation  we  need  to  fight  for  it.  I  under- 
stand the  mayor  is  concerned  in  that  regard.  It  is  a  concern,  Mr. 
Mayor,  that  many  of  us  have  on  the  committee  and  would  like  to 
see  us  move  back  to.  So,  I  appreciate  the  chairman's  suggestion, 
and  would  look  forward  also  to  whatever  list  you  might  be  able  to 
provide  of  the  number  of  communities  that  would  benefit  so  that 
we  might  be  able  to  have  for  the  record  the  sort  of  ammunition,  for 
lack  of  a  better  term,  that  we  would  need  to  go  out  and  to  fight 
for  this. 

Mr.  Mayor,  you  mentioned  the  expansion  of  the  CDBG  Loan  Pro- 
gram, and  using  recaptured  UDAGs  to  do  that.  I  feel  very  uneasy 
about  that,  having  fought  in  the  early  eighties  for  UDAG  funding, 
and  recognizing  how  difficult  it  was  to  win  it  and  that  you  had  to 
win  it  by  working  hard,  doing  the  right  thing,  and  having  the  right 
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proposal  and  understanding  that,  in  particular,  Baltimore  pretty 
much  led  the  Nation  under  two  consecutive  Republican  administra- 
tions by  doing  the  right  thing,  putting  in  the  right  projects,  and  re- 
ceiving the  grants.  So,  this  idea  of  doing  something  else  with  that 
money  tends  to  suggest  that  for  cities  who  have  worked  hard, 
played  by  the  rules,  and  won  the  grants,  who  may  have  some  unex- 
pended UDAG  money,  that  they  are  going  to  have  to  be  in  a  situa- 
tion now  of  watching  it  go  back  into  a  general  coffer,  for  lack  of  a 
better  term. 

I  understand  your  desire,  on  behalf  of  the  conference,  to  want 
some  direction.  Could  you  give  the  subcommittee  and  for  the  record 
an  idea  of  the  direction  that  you  think  ought  to  be  given  to  urban 
areas  with  respect  to  the  utilization  of  unexpended  UDAG  money? 

Mr.  ScHMOKE.  Well,  I  was.  Congressman,  really  arguing  for  some 
kind  of  rule  of  reasonableness  that  would  suggest  that  cities  would 
know  that  you  cannot  keep  these  funds  unspent  forever  and  ever — 
that  there  would  not  be  an  indefinite  period,  but  there  would  be 
some  reasonable  period  that  would  allow  cities  to  look  around  for 
projects.  There  may  be  things  that  are  coming  down  the  road  4  or 
5  years.  You  know  you  are  developing  one  neighborhood,  and  there 
will  be  a  related  project,  but  it  is  just  not  within  the  next  2  years. 
So,  I  guess  we  are  looking  for  some  possibility  of  allowing  the  cities 
to  keep  the  funds.  Yet,  those  people  who  have  been  abusive — that 
the  money  could  come  back  into  some  other  centralized  pot. 

Mr.  Mfume.  So,  you  just  need  greater  latitude,  and  certainly  a 
little  more  time  to  do  what  you  would  have  done  anyway 

Mr.  ScHMOKE.  Correct. 

Mr.  Mfume.  Except  under  a  window. 

Mr.  ScHMOKE.  So,  those  cities,  as  you  mentioned,  that  are  doing 
the  right  thing,  would  go  ahead  and  would  not  be  penalized  for  tak- 
ing a  little  bit  more  time  with  those  unspent  funds. 

Mr.  Mfume.  Mr.  Mayor,  and  perhaps  even  Mr.  Henson,  HUD  ap- 
pears to  be  leaning  toward — some  say  favoring — regulations  that 
would  allow  people  who  are  addicted  to  drugs  and/or  alcohol  to  live 
in  public  housing  that  is  currently  reserved  for  senior  citizens.  Can 
you  tell  us  just  a  bit  the  kind  of  problems  that  creates  for  you  in 
terms  of  day-to-day  managing  and  an  ever-increasing  situation  of 
infinite  need  and  finite  housing? 

Mr.  ScHMOKE.  Congressman,  I  am  so  glad  you  mentioned  that 
point.  It  has  been  a  source  of  great  concern  by  senior  citizens  in 
our  city.  Everyone  wants  to  do  something  to  provide  housing  for 
people  with  the  disability  of  being  a  substance  abuser,  whether 
that  is  alcohol  or  currently  illegal  drugs.  We  think  that  the  best  ap- 
proach would  be  to  allow  us  to  provide  the  housing  for  the  younger 
addicts  separate  from  the  senior  citizens.  It  is  disruptive  of  the 
buildings.  It  has  caused  a  lot  of  concern  with  drug  trafficking  in 
the  buildings.  Some  of  the  friends  of  the  substance  abusers  have 
been  able  to  get  into  the  buildings  and  establish  kind  of  beach- 
heads for  sales  of  substances,  and  it  has  just  been  disruptive  of  the 
whole  quality  of  life  in  the  buildings.  We  have  had  a  lot  of  con- 
versations with  our  senior  citizens  about  this  and  that  is  one  of  the 
things  that  they  have  asked  us  to  support — having  these  senior  or 
elderly-only  buildings,  if  at  all  possible. 
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Mr.  Mfume.  My  time  is  short,  but  I  do  have  just  one  other  ques- 
tion. I  thank  you  for  that  response. 

Mr.  Henson,  on  page  3  of  your  testimony,  you  talk  about  the  cap 
that  is  in  place  now  on  public  service — that  it  is  limited  to  15  per- 
cent of  the  community's  annual  grant,  plus  income,  and  that  you 
and  NCDA  would  like  to  see  that  moved  to  20  percent.  Could  you 
tell  the  subcommittee  what  sort  of  programs  benefit — I  mean,  are 
we  talking  about  literacy  programs,  or  are  we  just  talking  about  a 
whole  slew  of  programs  that  would  benefit  just  from  that  5  percent 
lift? 

Mr.  Henson.  We  are  talking  about  in  Baltimore  of  specifically 
programs  that  help  people  to  empower  themselves.  These  are,  to  a 
large  extent,  community  programs  that  allow  community  organiza- 
tions to  hire  facilitators — somebody  to  help  them  put  projects  to- 
gether, somebody  to  help  them  move  things  along,  but  also  things 
like  literacy  programs  that  help  to  teach  adults,  for  example,  to 
read.  It  allows  us  to  supplement  budgets  that  we  need  in  order  to 
hire  teachers  to  run  those  kinds  of  programs.  This  is  a  very  impor- 
tant effort,  if  we  are  going  to  move  people  past  the  level  where  we 
are  right  now. 

Mr.  Mfume.  Let  me  just  ask,  as  the  chairman  asked  on  his  ear- 
lier question  to  the  mayor,  how  many — not  necessarily  how  many 
communities — how  many  types  of  programs  or  what  level  of  service 
do  you  see  increasing  nationally?  I  mean,  do  you  see  this  affecting 
every  city  that  is  involved — this  5  percent  increase  on  the  cap? 

Mr.  Henson.  I  had  some  concern  as  to  whether  or  not  20  percent 
was  the  adequate  amount.  If  I  look  at  the  need  in  Baltimore,  it  is 
probably  closer  to  25  percent  to  be  able  to  help  communities.  We 
are  limited  by  the  amount  of  funds,  and  we  are  limited  really  in 
being  able  to  have  the  flexibility  that  I  believe  was  intended  in  a 
program  like  CDBG. 

Mr.  Mfume.  OK.  Mr.  Chairman,  thank  you  for  being  so  generous 
with  the  time.  I  appreciate  it. 

Chairman  GrONZALEZ.  Thank  you  very  much. 

Mr.  Bereuter. 

Mr.  Bereuter.  Mr.  Chairman,  I  need  some  time  to  go  over  it.  I 
would  yield  to  a  Democratic  member  at  this  point,  if  that  is  all 
right? 

Chairman  Gonzalez.  All  right.  Mr.  Wynn. 

Mr.  Wynn.  Thank  you,  Mr.  Chairman.  I  really  just  have  one 
question  I  would  like  to  ask  Mr.  Hanna.  On  page  3  in  your  testi- 
mony, you  indicate  that  there  was  some  concern  that  there  might 
be  a  formula  change  or  there  might  be  a  proposal  for  a  formula 
change  that  would  render  certain  prior  recipients  ineligible,  based 
on  the  perception  that  they  might  be  too  wealthy  or  not  have  a 
need.  This  seems  to  strike  at  a  lot  of  the  working  class  families  in 
my  district  and  in  the  county  that  we  both  represent.  Would  you 
elaborate  on  that  point  a  little  further,  please? 

Mr.  Hanna.  You  are  referring  to  the  example  on  CDBG's  funds? 

Mr.  Wynn.  It  is  on  page  3 — the  indication  that  the  study  that 
was  undertaken  regarding  the  adequacy  of  the  existing  CDBG  for- 
mula may  recommend  certain  changes  in  the  current  entitlement 
formula. 
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Mr.  Hanna.  The  National  Association  of  Counties  feels  that  that 
is  really  a  red  herring  and  that  it  should  not  eliminate  some  juris- 
dictions that  may  be  somewhat  better  off  than  some  that  are  in 
worse  shape.  Because,  as  I  stated  in  my  testimony,  if  you  are  poor 
in  a  wealthy  jurisdiction,  you  are  really  doubly  poor.  I  think  you 
feel  it  even  more  than  you  do  than  if  you  are  in  a  neighborhood, 
for  example,  where  everyone  is  poor.  There  is  some  community  of 
misery.  When  you  see  next  door  that  things  are  well  off,  then  I 
think  you  feel  as  though  life  really  is  at  its  lowest  ebb. 

So,  despite  the  fact  there  are  affluent  communities  that  in  gen- 
eral are  well  off,  they  almost  always  have  pockets  where  the  need 
is  just  as  great  or  greater  than  it  is  in  other  more  general  areas. 
So,  we  think  changing  that  formula  would  be  a  mistake. 

In  addition,  the  CDBG  Program  is  one  that  comes  from  the  taxes 
that  are  placed  on  everyone.  We  think  that  everyone  should  see 
some  return  for  that.  So,  the  final  point  I  would  make  is  that,  if 
the  need  is  less,  then  that  will  be  reflected  by  the  present  formula. 
There  will  be  less  funding  available.  So,  I  would  hope — and  the  Na- 
tional Association  of  Counties  hopes  that  you  will  not  change  the 
formula. 

Mr.  Wynn.  ok.  Thank  you  very  much,  Mr.  Hanna,  and  Mr. 
Chairman.  That  is  all  I  have.  Thank  you. 

Chairman  Gonzalez.  Ms.  Roybal. 

Ms.  Roybal-Allard.  Thank  you,  Mr.  Chairman.  I  just  have  a  fol- 
lowup  question  for  the  mayor,  with  regard  to  the  UDAG  funds.  You 
had  said,  in  response  to  a  question  by  Congressman  Mfume  that 
you  felt  that  it  would  be  unfair  to  deobligate  those  funds  and  send 
them  back  because  there  were  instances  where  there  were  plans  or 
programs  in  place  that  just  were  not  ready  to  expend  those  funds. 
You  also  felt  that  where  there  were  abuses  that  that  needed  also 
to  be  addressed. 

My  question  is  what  kind  of  guidelines  or  suggestions  would  you 
have  that  would  be  fair  in  determining  when  it  was  just  a  matter 
of  stalling  and  when  actual  abuses  were  taking  place  where  that 
money  then  needed  to  be  pulled  back? 

Mr.  ScHMOKE.  I  think  we  would  probably  have  to  work  with  the 
committee  and  the  staff  at  HUD  to  come  up  with  guidelines  that 
might  be  applicable  to  the  cities  all  across  the  country.  I  was  think- 
ing of  just  some  rule  of  reasonableness  that  you  would  ask  for  in 
each  year  for  the  cities  to  explain  what — not  only  how  you  use  the 
money  but  what  are  the  plans  for  the  future.  If  someone  simply 
came  up  with  things  that  were  incredibly  weak,  you  know,  you 
would  ask  them  to  justify  it.  If  there  is  no  justification,  they  would 
bring  it — bring  the  money  back  to  the  central  fund.  It  would  be  dif- 
ficult I  think  to  do  a  bright  or  a  thick  set  of  guidelines  that  would 
cover  every  city.  So,  that  is  something  that  would  have  to  be  up 
for  further  discussion,  but,  some  rule  or- 


Ms.  Roybal-Allard.  I  guess  what  I  am  asking  is- 


Mr.  ScHMOKE.  Reasonableness  I  would  think  could  be  defined. 

Ms.  Roybal-Allard.  Is  there  a  reasonable  time?  I  mean,  would 
it  be  reasonable  to  have  a  city  that  could  come  up  with  a  good  ex- 
cuse, you  know,  year  after  year?  We  are  getting  into  5  or  6  years. 

Mr.  ScHMOKE.  I  think 

Ms.  Roybal-Allard.  Should  there  be  a  cutoff  point? 
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Mr.  ScHMOKE.  I  think  that  there  would  have  to  be  some  cutoff, 
I  mean,  at  some  point,  if  a  project  is  not  moving.  The  type  of  exam- 
ple— I  was  just  thinking  about  my  city  where  we  knew  that  in  cer- 
tain neighborhoods  we  were  going  to  do  it  in  a  kind  of  building 
block  fashion  that  we  were  going  to  do  some  community  or  neigh- 
borhood development  here  and  there  was  an  industrial  area  nearby 
that  might  benefit  from  some  investment,  but  we  were  going  to 
take  it  in  stages.  Well,  if  HUD  knew  that — ^knew  there  was  a  plan 
there,  I  think  that  there  would  be  some  reason  for  them  to  say, 
OK,  we  will  let  you  hold  on  to  the  funds.  If  they  saw  no  vision,  and 
absolutely  no  planning,  but  just  a  lot  of  rationalization,  that  would 
be  a  reason  to  bring  the  funds  back  into 

Ms.  Roybal-Allard.  What  about  a  plan  but  no  action?  In  other 
words,  the  plan  is  in  place,  but  there  are  no  negotiations,  nothing 
happening?  Would  that  be  hard  to  determine? 

Mr.  ScHMOKE.  Yes.  Sometimes  because,  for  example,  we  started 
out — I  have  been  mayor  now  6V2  years.  There  were  a  couple  of 
areas  in  town  where  we  had  a  plan  and  all  of  a  sudden  the  reces- 
sion hit,  and  it  was  purely  economic-driven.  It  had  nothing  to  do 
with  the  players  involved,  either  the  government,  at  any  level,  or 
the  developer.  It  was  just  the  recession.  Again,  there  are  some 
areas  where  you  can  distinguish,  I  believe,  inaction  from  true  vi- 
sion and  just  a  lack  of  progress  for  reasons  beyond  their  control. 
It  would  be  difficult.  I  would  hate  to  see  a  clear  line  that  says  it 
all  most  come  back.  Also,  I  would  not  want  to  see  cities  assuming 
that  they  could  just  keep  it  indefinitely  regardless  of  their  action. 

Ms.  Roybal-Allard.  That  would  be  difficult  to  do? 

Mr.  ScHMOKE.  It  would  be  difficult,  yes. 

Ms.  Roybal-Allard.  OK.  Thank  you. 

Chairman  Gonzalez.  Thank  you,  Ms.  Roybal. 

Are  you  ready?  OK.  Mr.  Bereuter. 

Mr.  Bereuter.  Thank  you  very  much,  Mr.  Chairman.  Gentle- 
men, thank  you  very  much  for  your  testimony.  I  have  been  trying 
to  go  over  it  since  I  came  in  late. 

Mr.  Chairman,  I  ask  unanimous  consent  that  my  opening  state- 
ment be  made  a  part  of  the  record. 

Chairman  Gonzalez.  Without  objection,  it  is  so  ordered. 

[The  prepared  statement  of  Mr.  Bereuter  can  be  found  in  the 
appendix.] 

Mr.  Bereuter.  I  am  interested,  gentlemen,  to  see  if  you  have 
any  reactions  to  a  new  GAO  Report  on  the  use  of  economic  develop- 
ment— the  use  of  the  CDBG  funds  for  economic  development  activi- 
ties. In  looking  through  the  entitlement  cities,  on  average,  entitle- 
ment cities,  such  as  those  that  you  represent,  for  example,  from 
Baltimore,  you  are  using  on  average  74  percent  of  the  funds  for 
housing,  for  public  works,  and  for  planning  and  administration,  11 
percent  currently  are  authorized  for  economic  development  activi- 
ties. There  seems  to  be  a  larger  push  now  on  that  subject  from  the 
administration.  Yet,  the  GAO  Report  says  grantees  may  not  be  con- 
sistently meeting  two  key  requirements  that  govern  the  proper  use 
of  grant  funds.  First,  some  economic  development  activities  have 
not  met  the  requirement  that  at  least  51  percent  of  the  jobs  created 
or  retained  must  either  be  taken  by  or  made  available  to  low-  or 
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moderate-income  people.  Second,  assistance  provided  to  some  for- 
profit  businesses  has  not  met  an  appropriateness  test. 

In  anticipation  of  the  new  HUD  regulations,  which  will  come  out 
this  spring,  encouraging,  as  I  understand  it,  larger  use  of  CDBG 
funds  for  economic  development,  what  do  you  think  about  the  exist- 
ing requirements  that  apply  to  you?  Are  you  worried  that  you  are 
going  to  have  your  public  works  and  planning  and  housing  needs 
pushed  out  by  economic  development  priorities  of  HUD? 

Mr.  SCHMOKE.  Actually,  I  have  not  seen  that  particular  report. 
I  have  talked  to  a  number  of  local  businessmen  about  these  re- 
quirements. We  use  our  CDBG  funds  for  economic  development 
just  on  the  economic  development  by  contracting  with  an  organiza- 
tion called  the  Council  for  Equal  Business  Opportunity,  that  tries 
to  find — acronym  CEBO — that  tries  to  find  small  businesses  in 
areas  that  fit  the  regulations  that  will  impact  employees  that  again 
fit  the  regulations.  It  has  been  fairly  successful.  The  only  problem 
is  that  once  businesses  get  to  a  certain  threshold  level  of  success, 
we  have  to  pull  the  block  grant  funds,  because  they  are  too  success- 
ful. They  are  out  of  the  guidelines.  Yet,  they  are  right  at  the  level 
that  they  are  about  to  really  make  a  substantial  impact  in  the  com- 
munity, and  we  would  like  to  continue  our  investments  there.  We 
have  been  a  little  bit  worried  that  we  might  get  a  penalty — ^have 
to  pay  a  penalty  to  HUD  for  continuing  to  invest  in  those  busi- 
nesses. 

I  do  not  think  the  direction  that  the  administration  is  going  at 
this  point  threatens  other  uses  of  the  funds.  We  think  there  is  a 
balance  that  can  be  obtained.  We  are  generally  supportive  of  the 
direction  that  the  administration  is  going. 

Mr.  Bereuter.  Well,  that  is  a  good  statement.  Mayor  Schmoke, 
would  you  guess  that  you  are  about  at  that  11  percent  range  of 
CDBG  funds  for  economic  development,  or  less,  or  more?  What 
would  you  think? 

Mr.  Schmoke.  We  are  about  there. 

Mr.  Bereuter.  You  think  so. 

Mr.  Schmoke.  Commissioner  Henson  is  my  housing  commis- 
sioner, so  he  would  know  better  than  I  would. 

Mr.  Bereuter.  What  would  happen  if  you  were  sort  of  pushed 
by  mandate  or  indirect  mandate  to  spend  20  percent  on  economic 
development? 

Mr.  Henson.  I  think  we  are  waiting  right  now  for  the  new  regu- 
lations. I  think  what  has  happened  over  the  last  7-8  years  is  con- 
flicting signals  coming  from  the  previous  administration,  in  terms 
of  what  you  can  use — what  is  economic  development  and  how  you 
use  CDBG  funds  for  economic  development.  The  mayor  alluded  to 
business  development  and  the  problems  that  are  caused  there.  The 
problems  are  run  into  whether  or  not  employees  of  that  business 
would  be  residents  of  an  area  that  was  CDBG-eligible,  or  whether 
or  not  the  employees  made  a  certain  amount  of  money  or  whether 
or  not  the  owners  made  a  certain  amount  of  money.  All  of  these 
have  caused  a  pall  on  the  creative  use  of  CDBG  funds  for  economic 
development.  So,  we  are  looking  very  much  forward  to  a  set  of  reg- 
ulations that  will  allow  us  to  work  with  it. 
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Mr.  Bereuter.  Thank  you.  I  have  got  the  orange  light.  I  would 
ask  Mr.  Blankenship  or  Mr.  Hanna  if  you  have  anything  to  say  on 
this  subject? 

Mr.  Hanna.  Yes.  I  would  like  to  add  just  a  word.  Certainly, 
HUD's  history  has  been  schizophrenic  in  regard  to  economic  devel- 
opment. I  have  never  felt  any  encouragement  from  them  in  the 
past  as  far  as  economic  development  was  concerned.  NACo  just  fin- 
ished its  annual  legislative  meeting  a  couple  of  weeks  ago  here  in 
Washington  at  which  HUD  spoke.  They  named  their  five  priorities 
in  the  order  in  which  they  named  them.  Economic  development 
was  number  five.  It  was  still  at  the  bottom  of  the  list.  I  do  not 
think  that  we  feel  threatened.  I  think  the  emphasis  on  the  use  of 
CDBG  funds  will  continue  to  be  on  infrastructure.  We  will  look  for 
those  targets  of  opportunity  that  we  can  really  do  some  good  on 
economic  development  because  it  is,  of  course,  a  basic  underlying 
goal  of  any  county  or  city.  It  has  been  really  interesting  to  see 
somewhat  of  a  change  from  the  leadership  in  the  Department. 

Mr.  Blankenship.  Congressman,  while  that  may  be  true  in  the 
counties,  I  think  the  cities  have  a  different  opinion  about  it.  Eco- 
nomic development  in  the  city  of  Birmingham  is  number  one.  To 
push  anything  besides  that  would  be  a  detriment  to  the  city  of  Bir- 
mingham itself. 

Now,  in  order  to  understand  what  Birmingham  is  like,  you  would 
have  to  see  Jefferson  County.  Jefferson  County  is  the  county  seat 
of  the  total  city.  You  have  35  municipalities  that  operate  right  out 
of  Jefferson  County,  Birmingham  being  the  largest  in  the  State  and 
the  largest  in  the  county  seat.  What  we  do  not  have  there  is  the 
real  tool  of  the  economic  development  as  it  ought  to  be.  We  are  get- 
ting by.  We  are  taking  parts  of  our  monies  and  using  some  for  eco- 
nomic development,  and  we  have  to  have  job  creation  and  other 
forms  to  bring  it  together.  So,  while  the  county  may  be,  and  the 
counties  in  this  country  may  be — the  cities  in  this  county  are  suf- 
fering and  do  need  economic  development  as  a  stimulus  to  their 
whole  spectrum. 

Chairman  Gonzalez.  The  time  of  the  gentleman  has  expired.  Mr. 
Vento. 

Mr.  Vento.  Thanks,  Mr.  Chairman.  I  think  that  schizophrenia  is 
sort  of  due  to  the  immediate  problems  you  face  and  how  far  you 
have  to  back  up  in  order  to  deal  with  economic  development.  It  is 
not  always  apparent  how  one  relates  to  the  other.  Just  like  the  rec- 
reational facilities  in  CDBG  Program,  we  were  getting  criticized 
about  a  year  or  two  ago.  Today  we  are  trying  to  do  something  posi- 
tive in  terms  of  crime  prevention,  and  so  we  are  looking  at  rec- 
reational facilities  to  help  deal  with  that  10-  to  20-year-old-age 
group.  That  is  the  eternal  argument. 

I  know  that  the  cities  are  not  going  to  become  instant  entre- 
preneurs. I  do  think  though  that  the  Secretary's  effort  is  to  try  to 
bring  the  focus  of  this  good  program  back  into  an  economic  develop- 
ment mode.  I  know  that  most  of  that  risk  has  to  be  taken  by  the 
private  sector.  If  we  are  going  to  solve  the  problems  of  our  commu- 
nities and  urban  areas  especially,  I  think  it  is  imperative  that  the 
private  sector  be  engaged.  I  think  a  big  start  and  a  big  example 
is  the  announcement  yesterday,  Mr.  Chairman,  which  was  the  com- 
mitment by  Fannie  Mae  to  in  fact  do  what  they  do  best,  and  that 
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is  to  give  credit  to  poor  people,  in  terms  of  homeownership  where 
it  is  possible,  as  an  example  of  the  types  of  resources  and  focus 
that  is  necessary. 

There  are  a  lot  of  questions  that  come  to  mind,  but  one  that  may 
be  more  important  than  is  immediately  apparent,  is  the  sort  of  ar- 
gument over  the  pipeline  that  is  going  on.  What  we  are  faced  with, 
whether  it  has  been  Panetta,  a  friend,  or  someone  that  we  thought 
of  as  being  less  friendly,  was  that  there  is  money  in  the  pipeline 
ready  for  programs  like  CDBG  or  HOME,  and,  therefore,  the  ap- 
propriation of  money  this  year  can  wait  while  that  money  is  being 
expended. 

Do  you  have  any  ideas  about  how  to  streamline  this  process  so 
we  can  more  immediately  use  that  money  so  it  becomes  more  of  a 
turnkey  operation?  I  think  that  would  mean  that  it  be  spent  or 
committed  quicker,  and  we  would  not  have  that  pipeline  problem 
and  argument  to  face  up  to.  I  do  not  know  if  you  are  prepared  to 
answer  that,  Dave.  If  you  have  any  quick  ideas  about  it,  I  would 
appreciate  it.  Obviously,  it  might  be  something  you  would  want  to 
do  in  writing.  Mayor  Schmoke,  did  you  have  anything? 

Mr.  Schmoke.  Well,  I  did  agree  with  Mr.  Hanna's  comment 
about  how  you  define  commitment  funds,  and  make  sure  that  the 
HOME  funds  and  the  CDBG  funds  have  the  same  definition  so 
that  we  can  move  projects  along.  I  mean,  we  have  been  able  to 
work  on  this  pipeline  issue  a  year  ago.  We  did  have  projects  backed 
up.  It  was  a  terrible  problem,  but  we  were  able  to  work  with  HUD 
and  get  projects  committed.  The  developers  are  moving  ahead.  The 
various  community  organizations  and  nonprofit  groups  that  were 
involved  with  us  have  been  trained.  So,  I  think  that  the  pipeline 
issue  usually  is  going  to  follow  any  new  program;  but,  after  it  has 
been  in  existence  for  a  while,  we  just  should  not  have  that  problem. 

Mr.  Vento.  It  runs  across  the  spectrum. 

Chairman  Gonzalez.  Would  you  yield? 

Mr.  Vento.  Yes,  Mr.  Chairman.  I  would  be  happy  to  yield. 

Chairman  Gonzalez.  OMB  has  just  announced  that  it  goes  along 
with  HUD. 

Mr.  Vento.  Well,  I  do  not  know  if  I  can  translate  as  quickly  as 
you,  but  I  will  try  to. 

Chairman  Gonzalez.  That  goes  to  what  you  were  asking  about. 

Mr.  Vento.  OK,  Yes.  Well,  I  was  not  aware  of  it.  I  know  that 
the  director,  in  explaining  matters  to  us  earlier  at  one  private 
meeting  indicated  that  this  was  the  rationale  they  are  using.  I  just 
think  that  obviously  it  is  in  our  best  interest  to  make  certain  that 
those  dollars  are  recognized  as  being  expended  and  that  we  quickly 
get  them.  If  we  are  going  to  put  money  into  CDBG  or  something, 
now  much  of  an  immediate  stimulus  can  it  have?  That  is  another 
concern  we  have  had  in  terms  of  that.  The  Appropriations  Commit- 
tee, of  course,  uses  a  spendout  idea  in  terms  of  what  the  cost  of 
the  programs  is. 

One  more  point  I  wanted  to  get  in,  and  I  want  you  to  think  about 
this  too  is  this  issue  of  convergence.  So  often  we  have  been  bricks 
and  mortar  oriented,  in  terms  of  what  we  do.  So  many  of  the  pro- 
grams now,  whether  it  is  community  development,  or  housing,  or 
the  HOME  Program,  are  really  dealing  with  what  I  would  charac- 
terize as  more  of  a  social  service  orientation  in  terms  of  what  is 
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happening.  As  an  example,  the  programs  on  public  housing  that 
were  housing  the  elderly  are  now  housing  the  frail  elderly,  and 
they  need  a  lot  more  services.  The  nature  of  your  populations  in 
many  urban  areas  is  changing  from  manufacturing  jobs  to  mini- 
mum wage,  single  parent  families.  So,  I  think  you  see  this,  and  it 
is  a  question  of  now  we  can  engage  without  putting  all  of  the  funds 
or  channeling  all  of  the  funds  through  HUD.  I  look  at  their 
budgets,  and  a  lot  of  it  is  turning  into  what  I  would  characterize 
as  soft  dollars  or  not  hard  dollars  for  economic  development  pro- 
grams and/or  for  bricks  and  mortar-type  of  programs.  I  guess  it  is 
all  right.  The  question  is  we  are  not  really  bringing  this  all  to- 
gether in  the  way  I  think  that  is  most  advantageous.  We  are  taking 
a  lot  of  things,  incorporating  them  into  housing  budgets  that  nor- 
mally have  not  been  there.  I  do  not  know  if  they  should  be  there 
or  not.  I  would  like  any  comment  by  any  of  the  witnesses  on  that, 
and/or  if  they  want  to  respond  to  it  in  writing. 

Mr.  ScHMOKE.  I  would  like  to  respond  to  it  a  little  bit  more  in 
writing.  I  guess  we  have  experience  with  a  couple  of  our  neighbor- 
hoods where  we  are  trying  to  really  transfer  communities.  The  pro- 
gram that  is  really  leading  the  way  is  CDBG.  We  recognize  that 
the  one  thing  that  you  cannot  do  is  just  put  new  houses  in  a  poor 
neighborhood  and  walk  away  and  assume  that  you  have  succeeded. 
So,  we  need  all  of  these  other  complementary  services,  whether  it 
is  recreation,  as  you  mentioned,  literacy  programs,  family  services, 
health,  all  of  those  things  that  come  together.  We  have  been  able 
to  build  some  of  those  physical  facilities  that  complement  the  hous- 
ing using  the  Block  Grant  Programs.  So,  if  we  are  going  to  have 
true  neighborhood  transformation,  we  have  to  have  a  flexible  tool 
to  deal  with  all  of  those  complementary  services,  and  block  grant 
has  allowed  us  to  do  that. 

Mr.  Vento.  Mr.  Chairman,  my  time  has  expired.  I  would  say, 
from  the  inception,  in  1974,  the  Community  Development  Block 
Grant  Program  has  set  up  neighborhood  councils.  So,  this  sort  of 
idea  of  trying  to  involve  the  community — and  it  has  been — in  fact, 
it  has  become  important  in  my  community.  I  do  not  know  in  your 
community.  Mayor,  but  I  know  in  mine  wnere  we  had  had  commu- 
nity organizations  before,  they  now  have  oriented  themselves  so  the 
Community  Development  Program  really  funds  the  neighborhood 
councils  in  most  communities.  So,  it  has  replaced  that.  I  do  not 
think  that  is  recognized  by  most  individuals  who  want  to  eliminate 
the  program,  in  terms  of  the  importance  it  plays  in  providing  that 
sort  of  outreach. 

Mr.  Chairman,  my  time  has  expired.  I  would  be  most  interested 
in  the  sharing  of  problems  and  some  solutions  to  those  questions 
that  I  raised  today  with  this  series  of  witnesses  that  represent  the 
county  and  local  governments. 

Chairman  Gonzalez.  They  have  presented  the  subcommittee 
with  very  good  and  thorough  written  statements. 

Mr.  Vento.  I  read  them. 

Chairman  GONZALEZ.  They  make  very  good  recommendations. 
Some  of  them  hit  along  the  line  you  discussed. 

Well,  gentlemen,  unless  you  have  an  additional  statement  you 
want  to  make  at  this  point,  we,  again,  express  our  profound  thanks 
for  your  very  valuable  help,  and  cooperation,  and  time. 
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Mr.  Hanna.  Thank  you,  Mr.  Chairman,  and  members  of  the 
subcommittee. 

Chairman  Gk)NZALEZ.  Thank  you. 

Our  next  panel  consists  of  Ms.  Ruth  Crystal,  who  is  a  board 
member  of  the  Coalition  for  the  Low-Income  Community  Develop- 
ment; Mr.  Kenneth  Dobson,  vice  president  of  the  Commercial  De- 
velopment Division  of  the  Detroit  Economic  Growth  Corporation, 
Detroit,  Michigan,  on  behalf  of  the  National  Council  for  Urban  Eco- 
nomic Development,  Washington,  DC;  Ms.  Patricia  Payne,  the  dep- 
uty secretary  of  the  Maryland  Department  of  Housing  and  Commu- 
nity Development,  on  behalf  of  the  Council  of  State  Community  De- 
velopment Agencies,  Washington,  DC;  and  Mr.  Henry  Flores,  exec- 
utive director  of  the  Texas  Department  of  Housing  and  Community 
Affairs,  in  Austin,  Texas,  on  behalf  of  the  National  Council  of  State 
Housing  Agencies. 

We  want  to  thank  Mr.  Flores  and  the  others  who  have  helped  us 
before  with  your  presence  before  the  committee. 

May  I  ask  if  any  of  the  panelists  have  time  constraints,  or  planes 
to  meet? 

[No  response.] 

If  there  is  no  objection,  I  will  recognize  you  in  the  order  that  I 
introduced  you,  with  Ms.  Ruth  Crystal,  from  the  Coalition  for  Low- 
Income  Community  Development,  first.  Ms.  Crystal.  Excuse  me. 
Since  time  is  on  us,  we  apologize  for  the  lateness,  but  we  did  have 
a  very  concentrated  hearing,  and  then  we  had  an  interruption.  I 
want  to  avoid  another  one  caused  by  having  votes  in  the  House. 
Your  written  testimony  will  be  in  the  record  as  you  gave  it  to  us. 
I  would  suggest  that  you  summarize  your  statement  and  perhaps 
we  could,  if  it  is  possible,  have  as  succinct  an  oral  statement  as  you 
could  provide  the  subcommittee.  Your  cooperation  will  expedite 
everybody's  chance  to  be  heard. 

Ms.  Crystal. 

STATEMENT  OF  RUTH  CRYSTAL,  BOARD  MEMBER,  COALITION 
FOR  LOW-INCOME  COMMUNITY  DEVELOPMENT,  BALTI- 
MORE, MD 

Ms.  Crystal.  Thank  you,  Mr.  Chairman.  My  name  is  Ruth  Crys- 
tal. I  am  speaking  to  you  as  a  board  member  of  the  Coalition  for 
Low-Income  Community  Development.  The  other  hat  I  wear  is  the 
executive  director  of  Maryland  Low-Income  Housing  Coalition.  I 
appreciate  the  opportunity  to  share  with  you  our  views  as  you 
begin  the  process  to  reauthorize  the  Community  Development 
Block  Grant. 

CL-ICD  is  an  active  coalition  of  1,400  grassroots  and  national  or- 
ganizations that  are  interested  in  federally  funded  block  grant  pro- 
grams and  economic  development  issues.  The  coalition  was  orga- 
nized to  preserve  CDBG  funding  and  initiate  and  promote  legisla- 
tive and  regulatory  changes  to  ensure  that  low-income  people  bene- 
fit from  Community  Development  Block  Grants.  I  think  that  is 
what  makes  us  different  from  a  lot  of  the  other  people  you  have 
got  up  here  testifying  this  morning. 

The  coalition  provides  local  communities  with  information  about 
the  Block  Grant  Program  and  technical  assistance  on  how  non- 
profits can  apply  for  funding  or  monitor  how  funds  are  spent  in 


121 

their  communities.  Let  me  try  and  briefly  summarize  my  testimony 
in  three  areas.  I  want  first,  to  talk  a  Httle  bit  about  H.R.  3838.  I 
want  to  talk  about  some  of  the  HUD  initiatives,  as  far  as  we  under- 
stand them.  I  want  to  talk  about  a  particular  initiative  that  we 
have  that  we  would  love  to  see  incorporated  into  CDBG  reauthor- 
ization, and  then  I  want  to  comment  on  the  LIFT  proposal  and  the 
public  services  cap  that  I  have  heard  some  of  the  other  people  tes- 
tify on  so  far. 

In  terms  of  the  authorized  appropriation,  we  were  very  pleased 
to  see  the  $4.5  billion  and  the  $4.6  billion.  We  think  it  is  the  mini- 
mum level  that  is  necessary.  In  terms  of  the  section  108  loan  guar- 
antees, we  are  still  concerned  about  the  lengthening  from  6  to  20 
years  the  amount  of  time  that  a  community  can  borrow  money  and 
the  amount  of  money  that  can  be  used  for  loan  guarantees  increas- 
ing fi'om  3  to  5  years.  Our  concern  is  whether  a  community  could 
really  be  mortgaging  its  CDBG  future  on  questionable  loans. 

We  have  an  example,  and  I  am  sorry  that  the  mayor  and  the 
housing  commissioner  from  Baltimore  have  left.  I  was  hoping  they 
would  be  here  when  I  got  to  talk  about  them.  Where,  in  fact,  we 
had  a  108  loan  that  bellied  up,  and  some  money  that  could  be  going 
into  neighborhood  projects  now  each  year  must  go  to  repay  that 
loan.  We  would  like  to  see  CDBG  going  as  much  as  possible  into 
neighborhoods  rather  than  downtown  hotels. 

In  terms  of  the  108(q)  program,  the  program  to  link  UDAG 
money  into  the  108  program,  we  are  delighted  to  see  that  you  are 
keeping  the  CDBG  requirements,  especially  the  requirement  that 
it  benefit  people  at  or  below — that  70  percent  of  it  be  for  people  at 
low-  and  moderate-income.  We  are  not  entirely  convinced  that  this 
is  the  very  best  use  of  UDAG  recaptures.  Increasingly,  we  hear  talk 
about  the  need  for  the  CDBG  Program  to  be  used  in  the  adminis- 
tration's welfare  reform  efforts.  We  wonder  if  the  $100  million  or 
so  of  UDAG  recapture  might  not  be  better  used  for  additional  job 
creation  or  training  programs  in  the  area  of  welfare  reform  rather 
than  have  the  base  CDBG  Program  hit  at  a  future  point  for  welfare 
reform. 

Another  section  of  H.R.  3838  extends  section  108  loan  guarantees 
for  Colonias.  We,  obviously,  approved  that,  with  the  one  rec- 
ommendation that  we  be  very  sure  that  we  involve  the  people  that 
live  in  those  communities,  not  just  the  State  and  local  governments 
and  the  for-profit  consultants  in  the  planning  for  the  spending  of 
that  money. 

Additionally,  CL-ICD  would  like  to  suggest  to  the  subcommittee 
another  area  to  be  considered  as  an  eligible  activity.  We  believe 
that  the  section  108  tools  should  be  available  for  financing  commu- 
nity facilities,  such  as  day  care,  job  training,  and  primary  health 
care  facilities.  These  facilities  can  be  financed  with  regular  CDBG 
funds,  but  not  with  section  108.  We  would  like  to  see  section  108 
brought  more  in  line  with  CDBG  in  this  area. 

Let  me  move  on.  I  am  trying  to  skip  as  quickly  as  I  can.  I  can 
certainly  answer  questions  when  I  am  done. 

Several  people  have  talked  to  you  about  HUD's  proposal  for 
LIFT,  so  I  am  not  going  to  go  through  our  concerns  about  taking 
$200  million  from  the  formula  programs,  assuming  you  find  $200 
million  someplace  other  than  the  formula  programs.  We  still  have 
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some  concern.  One  of  the  concerns  is  that  as  HUD  describes  it,  it 
leaves  State  and  small  city  programs  out  and  it  is  only  for  entitle- 
ment areas. 

A  second  is  that,  even  within  entitlement  areas,  large  entitle- 
ment areas  always  seem  to  win  in  competitive  rounds — that,  if  we 
are  going  to  do  something  like  this,  we  do  it  in  a  tiered  approach, 
with  a  certain  portion  of  the  monies  left  for  large-,  small-,  and 
medium-sized  entitlement  jurisdictions. 

Last,  our  interest  in  the  LIFT  Program  is  centered  on  it  being 
a  neighborhood-oriented  economic  development  program.  Because 
economic  development  is  an  activity  that  is  funded  under  CDBG 
now,  if  we  are  going  to  add  a  special  competitive  program,  we 
would  really  like  to  see  it  targeted  to  neighborhood  economic  devel- 
opment. This  would  mean  that  residents  of  communities,  as  well  as 
neighborhood  nonprofit  organizations  should  be  directly  involved  in 
planning  and  that  neighborhood  residents  should  benefit  directly 
from  the  projects  funded  through  jobs  and  the  receipt  of  credit  for 
residential  business  ventures.  Economic  development  should  not  be 
defined  as  downtown  development,  if  we  are  going  to  have  this  spe- 
cial program.  The  community  viability  fund  is  another  HUD  initia- 
tive that  we  read  about  in  tne  budget,  although,  we  have  not  seen 
the  details  yet.  Basically,  it  is  described  as  a  program  to  support 
comprehensive  neighborhood  city  wide  and  regional  planning. 

These  are  concepts  that  CL-ICD  strongly  supports.  We  just  hope 
that  the  committee  seriously  considers  the  need  to  involve  grass- 
roots people  in  the  planning  for  it,  and  that  capacity  building  be 
part  of  it. 

Part  of  this  program  talks  about  incentive  grants.  I  have  got  two 
comments  about  the  incentive  grants.  One,  as  they  are  described, 
they  are  only  for  government  entities.  If  we  are  going  to  give  incen- 
tive grants  to  try  and  do  neighborhood  planning  and  community 
planning,  we  ought  to  make  nonprofits,  as  well  as  government  enti- 
ties eligible. 

Second,  while  it  is  wonderful  to  fund  innovative  programs,  it 
might  be  very  forward-thinking  of  the  committee  to  start  thinking 
about  holding  back  a  small  portion  of  the  money  to  replicate  inno- 
vative programs — when  a  program  is  successful,  to  be  able  to  see 
if  you  can  lift  it  from  one  jurisdiction  and  successfully  replicate  it 
in  another. 

The  third  and  last  HUD  initiative  that  I  wanted  to  comment  on 
was  the  $100  million  Colonias  Assistance  Program  Initiative.  Let 
it  just  suffice  to  say  that  we  are  in  support  of  it. 

Our  idea  that  we  would  like  to  see  added  to  the  CDBG  reauthor- 
ization is  a  citizen  monitoring  program.  HUD  would  like  to  ferret 
out  abuses  of  the  CDBG  Program,  but  will  never  have  the  staff 
that  is  needed,  particularly  in  the  times  of  cuts  and  downsizing. 
Both  the  strength  and  weakness  of  the  CDBG  Program  lies  in  its 
flexibility.  Flexibility  allows  local  units  of  government  to  implement 
solutions  that  directly  attack  local  programs;  but  flexibility  also 
permits  abuses  and  politically  popular  choices  that  are  not  helpful 
to  the  program's  intended  beneficiaries,  for  the  low-  and  moderate- 
income  people. 

CL-ICD  believes  that  greater  involvement  by  citizens,  especially 
lower  income   people,   in    scrutinizing   what  the   CDBG   Program 
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funds  is  the  very  best  assurance  that  only  appropriate  programs 
are  indeed  funded.  There  is  nothing  illegal  or  inappropriate  about 
funding  recreational  programs  like  parks  and  swimming  pools.  I 
think  I  am  saying  something  that  Mr.  Hanna  said  earlier.  The 
question  is,  is  that  what  local  citizens  want,  not  is  that  what  city 
hall  wants;  but,  is  that  what  the  people  in  that  community  want. 
If  that  is  what  their  high  priority  is,  and  it  is  an  eligible  activity, 
then  let's  go  for  it. 

We  strongly  recommend  the  implementation  of  a  CDBG  citizen 
participation  project  to  strengthen  the  effectiveness  of  CDBG- 
funded  activities  and  to  ensure  meaningful  participation  of  low- 
and  moderate-income  persons,  with  funding  expenditures  ulti- 
mately benefiting  low-income  population.  Although  we  have  20 
years  of  experience  with  the  CDBG  Program,  it  is  still  difficult  to 
point  out  how  funds  have  benefited  low-income  people.  It  is  impor- 
tant to  obtain  the  information  needed  to  analyze  the  most  effective 
uses  and  case  studies  of  block  grant  funds. 

We  have  discussed  how  such  a  project  would  work  among  our- 
selves on  the  CL-ICD  Board.  We  have  talked  to  some  staff  over  on 
the  Senate  side.  I  know  this  is  not  the  appropriate  time,  but  we 
would  love  at  some  future  time  to  try  and  talk  about  how  we  see 
such  a  concept  working  with  you. 

My  mayor  and  housing  commissioner,  because  I  am  a  resident  of 
Baltimore  City — I  will  see  if  I  can  finish  in  30  seconds — talked 
about  public  service  cap.  Our  concerns  are  three-part  in  that.  First, 
the  latest  study  by  HUD's  annual  report  to  Congress  showed  that 
nationally  only  9  percent  of  CDBG  grants  are  currently  being  spent 
on  services.  So,  we  think  there  is  some  money  to  go  before  we  were 
really  pushing  that  cap. 

Our  second  concern  is,  in  this  great  push  with  crime,  that  the 
money  will  be  used  not  in  communities,  as  Commissioner  Henson 
described,  but  to  increase  police  forces.  We  do  not  think  that  is  the 
best  use  of  CDBG  funds.  We  hope  that  communities  will  use  it  cre- 
atively to  fund  neighborhood  public  service  projects,  ask  for  excep- 
tions, the  way  Pittsburgh  did.  We  do  not  think  it  is  time  yet  to  in- 
crease the  cap  to  20  percent. 

The  Community  Development  Block  Grant  is  one  of  the  most  im- 
portant sources  of  Federal  funds  for  low-income  communities.  CL- 
ICD  is  interested  in  working  closely  with  this  subcommittee  to  en- 
sure that  the  flexibility  needs  of  the  program  are  evenly  measured 
against  the  need  for  accountability  within  the  program.  We  are 
concerned  that  the  needs  of  low-income  people  and  communities 
are  considered  as  a  priority  by  State  and  local  government,  as  well 
as  by  Congress  and  HUD.  Thank  you. 

[The  prepared  statement  of  Ms.  Crystal  can  be  found  in  the 
appendix.l 

Chairman  Gonzalez.  Mr.  Dobson. 
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STATEMENT  OF  KENNETH  DOBSON,  VICE  PRESmENT,  COM- 
MERCIAL DEVELOPMENT  DIVISION,  DETROIT  ECONOMIC 
GROWTH  CORP.,  DETROIT,  MI,  ON  BEHALF  OF  THE  NA- 
TIONAL  COUNCIL  FOR  URBAN  ECONOMIC  DEVELOPMENT, 
WASHINGTON,  DC 

Mr.  DoBSON.  Thank  you,  Mr.  Chairman.  Grood  morning.  My 
name  is  Kenneth  Dobson.  I  am  vice  president  of  the  Detroit  Eco- 
nomic Growth  Corporation.  It  is  a  pubhc/private  development 
facilitator  within  the  city  of  Detroit.  It  engages  in  both  industrial, 
downtown  commercial,  and  neighborhood  commercial  development. 
Since  1978  it  has  facilitated  or  it  has  leveraged  about  $690  million 
of  various  types  of  public  funds  to  raise  about  $2.4  billion  of  private 
funds  throughout  the  spectrum  of  development  within  the  city.  The 
organization  focuses  on  iob  and  tax  base  producing  activities  to 
help  round  out  the  health  of  a  community.  Hence,  we  define  com- 
munity development  as  being  part  and  parcel  of  economic  develop- 
ment also. 

I  would  like  to  say  thank  you  for  the  opportunity  to  testify  before 
you  today  on  behalf  of  the  National  Council  for  Urban  Economic 
Development,  known  as  CUED.  CUED  is  a  nonprofit  membership 
organization  representing  over  1,200  economic  development  profes- 
sionals from  cities  of  all  sizes  and  regions  throughout  the  country. 
CUED's  membership  includes  nearly  one-third  of  the  CDBG  grant- 
ees and  more  than  900  CDBG  subgrantees.  I  am  a  longstanding 
member  of  CUED.  I  serve  on  its  board  of  directors,  on  its  executive 
committee,  and  on  its  legislative  and  Federal  program  committee. 

We  would  like  to  compliment  the  chairman,  the  subcommittee, 
and  the  administration  for  your  continued  support  of  the  Block 
Grant  Program.  We  think  it  is  absolutely  essential  that  it  not  only 
be  continued,  but  that  it  be  possibly  strengthened.  Detroit  is  very, 
very  fortunate,  particularly  of  late,  in  having  a  new  mayor  elected, 
Mayor  Dennis  Archer,  who  is  a  very,  very  innovative,  creative,  and 
energetic  man.  We  are  very  fortunate  in  having  had  the  President 
and  the  Vice  President  and  the  economic  leaders  from  throughout 
the  world  at  the  G-7  Conferences  in  Detroit.  There  is  absolutely 
nothing  more  critical  to  the  city  of  Detroit  and  to  other  cities 
throughout  the  country,  we  believe,  than  the  continuation  of  the 
Community  Development  Block  Grant  Program  and  the  expansion 
of  that  program,  which  will  include  some  of  the  recommendations 
that  we  would  make. 

We  believe  that  economic  development  is  a  part  of  a  comprehen- 
sive community  development  program.  Therefore,  we  believe  that 
economic  development  has  a  legitimate  and  a  profound  role  in  the 
use  of  block  grant  funds.  The  intent  of  the  CDBG  Program  is  to  in- 
tegrate both  of  them  within  one  strong  community  or  one  commu- 
nity development  effort.  Most  of  CDBG  member  cities  find  that 
while  the  CDBG  is  a  successful  program  in  general,  the  require- 
ments associated  with  the  use  of  those  funds  for  economic  develop- 
ment could  be  made  much  more  user  friendly. 

Many  times,  as  was  indicated  by  panelists  who  spoke  previously, 
it  is  very,  very  difficult  to  match  the  requirements  of  the  Block 
Grant  Program  with  the  requirements  associated  with  attracting, 
retaining  or  expanding  businesses  that  will  provide  jobs  for  people 
for  whom  we  are  providing  housing.  As  the  Congressman  men- 
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tioned  earlier,  a  recently  released  GAO  Report  confirmed  that  enti- 
tlement communities'  economic  development  expenditures  have 
declined. 

Nationally,  the  GAO's  report  shows  that  economic  development 
expenditures  dropped  from  13  percent  to  8  percent  from  1987  to 
1992.  Furthermore,  less  than  2  percent  of  the  grantees  accounted 
for  nearly  half  of  all  of  the  block  grant  spending  on  economic  devel- 
opment. From  CDBG's  experience,  we  know  that  a  substantial 
number  of  grantees  have  stopped  using  Block  Grant  Programs  for 
economic  development  largely  because  of  the  burdensome  nature  of 
the  requirement.  Now,  all  of  this  is  happening  at  a  time  when  this 
country  is  losing  in  excess  of  1  million  jobs  a  year  through 
downsizing.  Many  of  the  jobs  are  in  communities  that  we  are  creat- 
ing new  housing  for.  It  is  our  belief  that  as  we  create  the  new  hous- 
ing and  the  new  services  that  are  being  provided  for  people  in 
neighborhoods  that  are  block  grant-designated,  that  we  also  have 
to  make  the  requirements  easier  for  block-gi*ant  eligible  jobs  that 
can  be  provided  for  these  people  as  well. 

Another  study  done  by  CUED  found  that  businesses  that  export 
their  goods  and  services  from  a  community,  such  as  manufacturing 
and  business  services,  need  fewer  block  grant  dollars  per  invest- 
ment, per  job  created  for  businesses  in  neighborhoods  than  for 
those  that  provide  goods  and  services.  In  other  words,  yes,  we  need 
the  neighborhood  shopping  centers.  We  have  built  three  in  Detroit. 
As  a  matter  of  fact,  one  was  built  using  block  grant  money  as  a 

f^ap  filler.  It  was  a  $5  million  shopping  center.  We  needed  $1  mil- 
ion  of  block  grant  money  to  round  that  shopping  center  out.  It  is 
72,000  square  feet.  It  employs  people  from  the  neighborhood.  It 
contains  one  of  the  largest  shopping  centers  in  the  State  of  Michi- 
gan, and  it  is  community-owned.  More  important  than  that  shop- 
ping center,  it  gave  rise  to  the  construction  of  a  community  center 
in  the  immediate  area  and,  more  than  that,  it  has  given  rise  to  al- 
most 1,000  new  housing  units  of  various  description  that  have  been 
built  in  this  area.  By  the  way,  this  is  the  site  on  which  the  civil 
disturbances  occurred  in  the  city  of  Detroit  in  1967.  The  commu- 
nity today  has  been  completely  rebuilt.  It  is  a  comprehensive  com- 
munity with  economic  development  generators,  with  community 
ownership,  with  housing,  and  with  jobs. 

I  would  like  to  summarize  CUED's  recommendations  concerning 
current  block  grant  legislation.  The  first  is  to  define  job  retention 
as  an  important  priority  in  the  Block  Grant  Program,  so  that  com- 
munities can  provide  assistance  to  businesses  that  already  employ 
predominantly  low-  and  moderate-income  persons.  In  order  to  save 
jobs  in  distressed  communities,  economic  developers  need  to  take 
an  approach  to  business  assistance  that  focuses  on  helping  the 
companies  stay  competitive.  Both  companies  that  are  currently 
within  those  neighborhoods  or  communities,  as  well  as  companies 
that  we  are  trying  to  attract  within  those  neighborhoods  or  commu- 
nities, or  companies  that  are  located  someplace  else  in  this  city 
who  we  have  negotiated  to  hire  people  from  those  areas. 

The  reality  is  that,  once  a  company  is  eligible  for  assistance, 
under  current  HUD  guidelines,  it  is  often  too  late  to  provide  any 
meaningful  assistance  to  protect  the  iobs  or  to  generate  the  jobs  in 
question.  As  such.  Congress  should  direct  HUD,  in  our  opinion,  to 
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provide  communities  with  greater  flexibility  in  assisting  existing 
companies  that  may  not  be  hiring  more  employees,  but  that  may 
need  to  remain  in  tneir  current  location — that  may  need  to  expand 
or  improve  their  competitive  position. 

Second,  we  feel  that  Congress  should  adopt  the  required  appro- 
priateness analysis  to  make  it  more  realistic  to  projects  typically 
supported  by  block  grant.  In  our  written  testimony,  we  state  spe- 
cific concerns  that  the  subcommittee  should  address  as  part  of  the 
technical  corrections  to  be  made  in  the  1992  amendments.  In  gen- 
eral, those  corrections  focus  on  improving  the  program's  flexibility 
and  allowing  grantees  to  evaluate  their  performance,  based  on  lo- 
cally determined  and  HUD-approved  standards. 

Third,  HUD  should  be  allowed  to  use  training  funds  for  joint 
training  sections  of  Federal  grantees,  of  subregional  staff,  and  of 
subrecipient  staff  to  undertake  economic  development  activities. 
Because  of  the  legal  limitations  on  training  resources,  most  of  the 
training  and  technical  assistance  targeted  to  grantees  and 
subrecipients  must  preclude  HUD's  staff  participation.  We  believe 
that  the  HUD  field  staff  training  is  very,  very  important,  so  that 
HUD,  the  city,  and  the  grantee,  the  local  communities,  can  all  op- 
erate on  the  same  wavelength. 

Finally,  Congress  should  reinforce  the  intent  of  the  1992  Housing 
and  Community  Development  Act  by  directing  HUD  to  presume 
benefit  to  low-  and  moderate-income  persons  for  activities  or  resi- 
dents employed  in  a  target  area.  The  1992  act  added  a  new  sub- 
section that  allowed  grantees  to  presume  benefits  to  low-  and  mod- 
erate-income persons,  if  an  employee  lives  in  or  if  the  business  is 
located  in  a  census  tract  that  meets  the  Federal  enterprise  zone  eli- 
gibility criteria.  The  subcommittee  should  change  the  words  "enter- 
prise zone,"  we  believe,  to  "empowerment  zone"  or  "enterprise  com- 
munity," to  reflect  the  law  passed  in  1993. 

Furthermore,  Congress  should  direct  HUD  to  certify  as  eligible 
for  designation  any  community  whose  demographics  are  eligible 
and  which  has  completed  the  strategic  planning  process  in  a  satis- 
factory manner  as  required  under  the  empowerment  zone  and  en- 
terprise community  application  process.  Many  businesses  state  that 
the  prime  reasons  for  locating  a  business  in  an  area  that  is  tied 
to  the  general  quality  of  life 

Chairman  Gonzalez.  Mr.  Dobson,  will  you  please  yield  to  me  at 
this  point? 

Mr.  Dobson.  Yes,  sir. 

Chairman  Gonzalez.  We  have  about  2  minutes  to  record  a  vote. 
Is  every  one  of  the  recommendations  you  have  been  reading  here 
in  your  prepared  text? 

Mr.  Dobson.  Yes. 

Chairman  GrONZALEZ.  They  are  very  good.  So,  I  think  we  can  just 
refer  to  those. 

Mr.  Dobson.  That  is  fine. 

Chairman  Gonzalez.  We  will  then  recess  for  about  10  minutes 
to  allow  the  members  to  vote  and  then  come  back. 

Mr.  Dobson.  That  is  fine. 

[The  prepared  statement  of  Mr.  Dobson  can  be  found  in  the 
appendix.] 

[Recess.] 
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Chairman  Gonzalez.  Will  the  subcommittee  please  come  to 
order. 

I  believe  we  were  proceeding  to  recognize  Ms.  Payne. 

STATEMENT  OF  PATRICIA  PAYNE,  DEPUTY  SECRETARY, 
MARYLAND  DEPARTMENT  OF  HOUSING  AND  COMMUNITY 
DEVELOPMENT,  ON  BEHALF  OF  THE  COUNCIL  OF  STATE 
COMMUNITY  DEVELOPMENT  AGENCIES,  WASHINGTON,  DC 

Ms.  Payne.  Thank  you.  Mr.  Chairman  and  distinguished  mem- 
bers of  the  subcommittee,  good  afternoon.  I  am  Patricia  Payne.  I 
am  deputy  secretary  of  the  Maryland  Department  of  Housing  and 
Community  Development. 

I  am  here  as  a  member  of  the  executive  committee  of  the  Council 
of  State  Community  Development  Agencies  to  testify  on  H.R.  3838 
and  the  Reauthorization  Act.  Thank  you,  subcommittee,  for  your 
support  of  housing  and  community  development.  We  are  very 
pleased  with  the  authorization  levels  for  CDBG  and  HOME  in  H.R. 
3838. 

I  am  here  specifically  to  talk  about  the  Community  Development 
Block  Grant  Program,  HOME,  and  the  CHAS.  By  the  way,  you 
asked  if  there  were  any  pressing  engagements.  I  have  to  tell  you 
that  the  legislature  is  in  business  in  Annapolis  and  they  are  deal- 
ing with  my  budget  and  so  I  hope  it  is  still  there  when  I  get  back. 

To  start  with  the  Community  Development  Block  Grant  Pro- 
gram, let  me  tell  you  a  little  bit  about  why  we  like  it  so  much  and 
how  it  fits  into  Maryland's  strategy.  In  Maryland  we  have  all  of  our 
housing  and  community  development  programs  consolidated  in  one 
State  agency.  That  includes  the  Housing  Finance  Agency,  a  mort- 
gage insurance  company.  State-funded  housing  and  community  de- 
velopment grant  programs,  historic  preservation,  and  all  of  our 
Federal  grants  for  housing  and  community  development  including 
HOME  and  CDBG. 

We  have  basically  what  we  call  an  opportunity-based — dare  I  use 
the  word  entrepreneurial  approach — which  is  that  we  look  for  the 
opportunities  on  the  local  level  with  the  local  governments  who 
have  a  need,  and  they  all  have  housing  and  community  develop- 
ment needs  regardless  of  their  degree  of  affluence.  When  they  iden- 
tify these  problems,  we  make  our  full  range  of  tools  available: 
State-funded  loan  and  grant  programs;  Federal  resources;  tax- 
exempt  financing;  mortgage  insurance;  whatever  it  takes  to  solve 
the  problem. 

An  example  of  how  this  partnership  works — we  very  recently 
worked  out  a  partnership  with  the  city  of  Baltimore,  initiated  by 
the  mayor,  who  came  to  us  and  said  he  had  four  public  housing 
highrise  complexes  that  are  not  working  in  the  city  of  Baltimore. 
The  Mayor  wants  to  reconfigure  them  and  downsize  them,  reduce 
the  number  of  units  by  40  percent  on  site.  The  city  needed  State 
money  to  finance  the  replacement  units  offsite.  Right  now  in  our 
budget  we  have  a  capital  budget  commitment  of  $65  million  over 
a  7-year  period  to  do  exactly  that.  The  city  identified  the  need. 
They  got  the  Federal  resources.  We  put  the  State  dollars  in.  That 
is  an  entrepreneurial  approach  to  solve  a  problem. 
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CDBG  is  a  key  tool  that  we  have  to  work  with  local  governments 
because  it  is  flexible  and  decentralized,  and  it  can  respond  to  these 
kinds  of  needs.  We  have  used  it  in  a  variety  of  ways. 

From  a  State  perspective,  we  are  very  happy  with  H.R.  3838  be- 
cause it  keeps  this  flexible  and  decentralized  approach  through  its 
proposed  amendments  to  the  108  Program  which  COSCDA  sup- 
ports. We  must  be  able  to  use  CDBG  effectively  for  economic  devel- 
opment. We  applaud  HUD'S  response  on  these  issues  in  the  1992 
Economic  Development  Amendments.  HUD  is  going  in  the  right  di- 
rection in  what  they  have  done  and  are  planning  to  do.  This  is  es- 
sential because  we  have  to  deal  with  this  core  reason  for  many  of 
the  problems  we  see  in  our  communities. 

However,  we  are  a  little  concerned  about  the  LIFT  proposals.  We 
do  not  believe  they  should  be  funded  as  part  of  CDBG.  We  would 
like  to  see  States  eligible  to  participate,  however. 

Now  let  me  speak  a  little  bit  to  HOME.  The  role  that  HOME 
plays  in  our  own  State's  strategy  is  that  it  is  the  only  tool  we  have 
for  serving  very  low-income  households,  and  by  very  low  income  I 
mean  $15,000  a  year  and  under.  With  our  State  resources  and  our 
other  Federal  resources,  we  were  continually  being  questioned  by 
groups  such  as  Ruth  Crystal's  about  why  we  couldn  t  serve  the  very 
lowest  income. 

Well,  the  State  money  we  get  is  primarily  for  loan  programs. 
Tax-exempt  financing  doesn't  bring  housing  costs  down  far  enough 
to  meet  very  low-income  households'  needs.  That  is  where  HOME 
fits  into  our  strategy. 

COSCDA  believes  that  the  block  grant  approach  for  housing  is 
the  most  effective  delivery  mechanism,  and  we  concur  in  that 
wholeheartedly.  We  believe  that  we  have  used  HOME  effectively  to 
meet  low-income  housing  needs.  For  instance,  in  rural  areas  where 
we  deal  with  homeownership  needs,  we  can  serve  households  under 
$15,000  with  HOME. 

HOME  has  also  been  a  very  effective  tool  for  bringing  States  into 
the  housing  arena  that  haven't  "stepped  in  the  water"  for  the  first 
time  before.  For  example,  HOME  has  had  that  result  in  Nebraska, 
Montana,  Oregon,  and  other  States  that  are  newly  into  affordable 
housing  programs. 

HOME  has  had  very  good  results  nationally;  90  percent  of  the 
units  are  serving  households  at  50  percent  of  the  median  income. 
We  know  it  has  had  a  slow  start.  It's  had  a  slow  start  not  only  be- 
cause of  the  complex  statute,  and  difficult  regulations,  but  also  be- 
cause of  the  major  paradigm  shift  that  is  going  on  here,  that  is  that 
States  have  a  major  responsibility  in  the  area  of  housing  and  meet- 
ing affordable  housing  needs. 

Not  every  State  has  stepped  up  to  acknowledge  that  meeting  low- 
income  housing  needs  is  a  State  mandate.  This  program  has  been 
an  incredible  incentive  to  do  that.  It  is  a  major  resource,  particu- 
larly since  it  can  be  used  and  leveraged  with  other  local  and  State 
resources. 

We  are  very  happy  with  some  of  the  statutory  amendments  that 
are  being  proposed  that  will  help  make  this  program  more  work- 
able at  the  State  and  local  level.  We  commend  you  for  them  and 
for  the  nine  changes,  including  the  uniform  match  requirements  at 
25  percent;  simplification  of  the  resale  provisions  which  are  key  to 
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our  using  it  as  a  homeownership  tool;  removal  of  the  first-time 
home  buyer  requirement;  easing  some  of  the  administrative  bur- 
dens in  the  program;  and  simplifying  the  calculation  of 
programwide  income,  the  targeting  requirements  for  rental  housing 
and  the  use  of  CDBG  monies  for  HOME  administrative  costs. 

We  have  had  some  concerns,  however.  We  are  concerned  about 
the  $25  million  in  capacity  building  provision  authorized  in  1993. 
We  don't  want  to  see  it  as  a  permanent  part  of  the  program.  This 
is  another  debate  I  have  with  Ruth  Crystal  and  our  own  State  leg- 
islature. Ruth  would  like  to  see  a  percent  off  the  top  of  our  housing 
loan  programs,  which  are  our  capital  resources,  used  for  operating 
costs  for  nonprofits.  We  hate  to  see  any  capital  resource  used  for 
operating  costs.  The  costs  ought  to  be  separately  funded  in  pro- 
grams designed  to  do  that,  not  for  programs  that  are  designed  to 
see  actual  physical  change. 

We  also  think  the  program  needs  some  simplifications  to  be  used 
in  rural  areas,  particularly  around  CHDO  definitions. 

Let  me  also  add  some  comments  about  CHAS.  There  are  some 
amendments  proposed  related  to  the  CHAS  in  House  bill  3838.  We 
are  concerned  about  them  because  we  don't  clearly  understand 
them  and  we  would  like  to  see  some  further  clarification.  We  are 
very  nervous  about  this.  COSCDA  is  very  committed  to  a  statewide 
approach  in  terms  of  housing  and  community  development  strat- 
egy. We  support  this  concept.  We  are  very  concerned,  however, 
about  how  it  gets  implemented. 

There  are  distinctions  between  States  and  local  governments. 
States  operate  very  differently.  We  deal  with  issues  at  a  different 
level  and  a  different  scale.  If  a  CHAS  and  consolidated  plan  re- 
quirement becomes  one  where  we  are  dealing  with  strategy  and 
policy  direction,  we  are  in  favor  of  it.  If  it  is  one  where  it  is  a  data- 
collecting  exercise  for  other  levels  of  government  that  want  to  use 
it  beyond  that  purpose,  we're  not. 

Thank  you  very  much  for  the  opportunity  to  be  here  today.  You 
have  my  detailed  testimony  and  our  detailed  comments  from 
COSCDA.  Thank  you  again. 

[The  prepared  statement  of  Patricia  Payne  can  be  found  in  the 
appendix.] 

Chairman  GrONZALEZ.  Thank  you  very  much.  We're  very  grateful 
for  your  excellent  written  testimony  and  your  presentation  this 
morning. 

Well,  Mr.  Flores,  thank  you  again  for  helping  us  today.  You  ap- 
peared here  last  year  and  we  are  very  grateful.  You  are  recognized. 

STATEMENT  OF  HENRY  FLORES,  EXECUTIVE  DIRECTOR, 
TEXAS  DEPARTMENT  OF  HOUSING  AND  COMMUNITY  AF- 
FAIRS, AUSTIN,  TX,  ON  BEHALF  OF  THE  NATIONAL  COUNCIL 
OF  STATE  HOUSING  AGENCIES,  WASHINGTON,  DC 

Mr.  Flores.  Thank  you,  Mr.  Chairman.  They  say  that  being  last 
is — I  am  not  sure  what  they  say  about  being  last.  [Laughter.] 

My  name  is  Henry  Flores,  more  truthfully  said,  Enrique  Flores. 
I  am  the  executive  director  of  the  Texas  Department  of  Housing 
and  Community  Affairs,  the  HOME-administering  agency  for  the 
State  of  Texas. 
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I  am  testifying  this  morning  on  behalf  of  my  State  and  the  Na- 
tional Council  of  State  Housing  Agencies.  NCSHA's  members  ad- 
minister the  HOME  FVogram  in  35  States.  They  are  responsible  for 
over  65  percent  of  all  State  HOME  funds.  That  is  over  $1  billion 
to  date.  In  additional  States,  Housing  Finance  Agencies  contribute 
to  HOME  administration  through  project  evaluation  and 
underwTiting. 

I  want  to  commend  you,  Mr.  Chairman  on  introducing  legisla- 
tion to  reauthorize  the  HOME  Program  at  $2.2  billion  in  fiscal  year 
1995  and  make  other  valuable  changes.  Much  of  my  testimony 
merely  echoes  comments  made  earlier,  so  I'll  try  to  gloss  over  most 
of  the  major  points. 

I  recognize  that  you  read  all  the  written  testimony  so  I  think 
that  you  will  be  able  to  gather  from  that  probably  the  key  principle 
that  I  want  to  advocate  today.  That  is  the  HOME  Program  is 
successful. 

Earlier  today  Representatives  Roukema  and  Vento  both  talked 
about  the  pipeline  issue  and  the  funds  in  the  pipeline  being  used 
as  a  premise  by  HUD  to  reduce  the  allocation  for  HOME.  I  had  the 
dubious  pleasure  20  years  ago  of  implementing  the  CDBG  Program 
in  Corpus  Christi,  which  has  a  large  entitlement  community,  and 
I  am  sure  that  no  one  needs  to  be  reminded  that  20  years  ago  the 
major  criticism  of  CDBG  was  expenditure  rate,  that  it  was  a  failed 
urban  initiative  because  we  couldn't  get  the  money  out  the  door. 

Well,  20  years  later  it  is  considered  a  model  program  and  that's 
been  voiced  by  many  people  today  and  previous  to  this  meeting.  I 
would  suggest  to  you  that  if  HOME  is  allowed  to  evolve  and  the 
program  is  fostered  by  States  that  it  too  will  be  a  model  program 
very  shortly. 

NCSHA  supports  all  the  HOME  provisions  in  H.R.  3838  which 
were  part  of  the  consensus  reached  last  year  by  NCSHA,  other  or- 
ganizations represented  here,  and  bv  HUD. 

There  is  one  HOME  provision  that  Ms.  Payne  has  referred  to 
earlier  that  we  would  also  voice  concern  about  and  that  is  the  au- 
thorization of  $25  million  in  HOME  funds  for  the  National  Commu- 
nity Development  Initiative. 

Certainly,  we  feel  that  the  building  of  nonprofit  capacity  is  the 
central  theme  to  the  creating  of  an  infrastructure  to  ensure  long- 
term  creation  of  affordable  housing  but  we  are  concerned  about  the 
use  of  HOME  monies  for  that  purpose.  I  would  ask  you  to  seriously 
consider  funding  NCDI  separately. 

We  would  also  encourage  the  subcommittee  to  consider  a  handful 
of  additional  HOME  amendments  and  those  have  been  included  in 
the  written  testimony.  If  you  have  any  questions  about  those,  I 
would  be  happy  to  answer  those  questions. 

We  are  urging  the  Appropriations  Committee  to  fund  HOME  in 
fiscal  year  1995  at  least  at  the  fiscal  year  1994  level  of  $1,275  bil- 
lion. We  ask  the  Chair  and  the  members  of  this  subcommittee  to 
convey  the  importance  of  maintaining  or  increasing  the  level  of 
HOME  funding  to  the  members  of  the  HUD  Appropriations 
Subcommittee. 

Again  I  would  suggest  to  you  that  HOME  is  a  success.  Much  has 
been  made  about  the  lack  of  ability  of  States  and  other  entitlement 
communities  participating  in  jurisdictions  to  draw  down  the  funds, 
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but  I  believe  if  the  issue  is  carefully  analyzed  what  you  will  find 
is  it  is  well  on  its  way  to  becoming  the  fastest  spending  program 
in  HUD's  history.  Even  by  HUD's  definition,  flawed  as  it  may  be, 
as  of  February  28  over  61  percent  of  fiscal  year  1992  HOME  funds 
have  been  committed  and  nearly  30  percent  were  disbursed.  These 
figures  have  grown  exponentially  over  the  last  few  months  and  will 
continue  to  do  so  over  the  next  year. 

In  the  State  of  Texas  we  are  now  at  95  percent  expenditure-com- 
mitment rate  and  that  is  with  a  grant  of  $34  million.  We  will  with- 
in the  next  2  weeks  be  at  100  percent  and  probably  be  the  second 
State  to  reach  that  level,  the  State  of  Delaware  being  first,  with  a 
$2.7  million  allocation. 

We  would  like  to  commend  Assistant  Secretary  Cuomo  and  Dep- 
uty Assistant  Secretary  Ken  Williams,  a  fellow  Texan,  for  working 
with  us  on  getting  a  modification  of  the  definition  of  commitment. 
As  you  alluded  to  earlier,  0MB  has  signed  off  on  that.  We  think 
that  the  new  definition  is  more  appropriate  and  it  will  more  truly 
reflect  the  funds  that  are  being  committed  by  the  program. 

I  guess,  in  conclusion,  I  would  focus  very  briefly  on  the  State  of 
Texas.  As  I  mentioned  earlier,  we  had  about  $34  million  to  expend 
and  as  recently  as  6  months  ago  we  were  probably  at  about 
$220,000  committed.  The  program  has,  on  a  weekly  basis,  commit- 
ted between  $5-$7  million  as  the  program  kicks  in  as  it  should.  I 
would  suggest  to  you  that  other  States  will  have  the  same  kind  of 
success,  again  if  the  program  is  allowed  to  evolve  as  it  naturally 
should. 

In  Texas  we  have  funded  nearly  1,800  home  units  and  we  think 
that  we  are  using  three  basic  tests  to  ensure  that  the  program  is 
in  fact  meeting  the  congressional  mandate. 

The  first  test  is,  does  it  help  poor  people?  That  clearly  is  the  in- 
tent of  the  program. 

Second,  does  it  change  the  future  of  the  State? 

Last,  is  it  cost  efficient? 

What  I  would  submit  to  you  is  that  if  a  program  meets  those 
three  tests  regardless  of  the  rules  and  regs  then  it  is  a  good  pro- 
gram and  we  tnink  the  way  the  program  is  being  designed  in  Texas 
and  in  places  like  New  Jersey  and  Virginia  and  other  States,  exam- 
ples of  programs  that  are  included  in  the  written  testimony,  that 
the  program  is  in  fact  an  excellent  program  and  we  would  urge  you 
to  continue  funding  it  at  the  appropriate  level. 

As  Ms.  Payne  points  out,  more  and  more  States  are  now  using 
this  leverage.  In  the  State  of  Texas,  for  example,  we  are  using  the 
HOME  funds  to  begin  to  market  a  5-percent  mortgage  product  to 
very  low-income  people.  The  5-percent  funds  were  created  through 
a  bond  transaction  but  the  HOME  monies  are  being  used  to  pay 
the  closing  costs  and  the  downpayment  assistance  so  that  the 
house  is  truly  affordable  to  low-income  families. 

We  think  more  and  more  States  will  become  innovative  in  its 
use.  This  first  year,  obviously,  the  most  pressing  demand  on  the 
part  of  States  was  to  get  the  money  allocated  and  to  get  the  money 
committed  but  we  think  again  as  the  program  is  allowed  to  evolve 
that  it  will  be  one  of  the  more  successful  endeavors  ever  created 
by  Congress. 

ThanK  you  very  much. 
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[The  prepared  statement  of  Henry  Flores  can  be  found  in  the 
appendix.] 

Chairman  Gonzalez.  Well,  thank  you,  Mr.  Flores. 

In  your  statement,  Ms.  Payne,  I  think  one  of  the  most  significant 
observations  on  page  13,  is  that  you  say  "As  HUD  proceeds  with 
evaluating  methods  for  consolidating  those  documents,  the  Depart- 
ment should  recognize  that  the  powers  and  the  duties  of  most  State 
governments  in  regard  to  community  planning  and  development 
vary  among  States  and  are  very  different  from  the  counties  and 
municipalities." 

I  think  that  is  a  very  significant  observation  and  in  fact  I  believe 
that  Mr.  Flores  would  echo  the  fact,  because  you  stated  that  in 
your  State  you  have  your  State  agency,  housing  and  housing  fi- 
nance. Now,  that  is  unlike  Texas. 

Mr.  Flores.  That's  correct. 

Chairman  GrONZALEZ.  You  have  a  separate  housing  finance 
agency. 

Mr.  Flores.  About  a  year  ago  they  were  consolidated  and  now 
the  Department  of  Housing  and  Community  Affairs  is  also  the 
State  Housing  Finance  Agency. 

Chairman  Gonzalez.  Well,  I  am  glad  to  hear  that.  Texas  was  a 
latecomer. 

Mr.  Flores.  That's  correct. 

Chairman  Gonzalez.  As  far  as  the  State  housing  agency  ap- 
proach, I  don't  know  what  the  history  was  in  your  State,  Ms. 
Payne. 

Ms.  Payne.  In  Maryland? 

Chairman  Gonzalez.  Yes. 

Ms.  Payne.  In  1971  the  legislature  passed  authorizing  legislation 
consolidating  it  all  at  the  very  beginning. 

Chairman  GoN2L\lez.  As  you  pointed  out,  there  are  a  number  of 
States  that  don't  even  have  State  housing  agencies. 

Ms.  Payne.  Yes. 

Chairman  Gonzalez.  Do  they  have  finance  agencies? 

Mr,  Mfume.  Most  have  finance  agencies  now.  They  have  come  at 
different  rates  of  speed,  that's  for  sure. 

Chairman  Gonzalez.  Well,  yes,  but  I  think  it  is  very  important 
to  sort  of  parallel  that  fact  with  the  other.  When  the  crisis  came 
with  the  Federal  Government's  withdrawal  from  its  commitment  to 
housing,  forget  about  community  development,  but  housing  as 
such,  as  a  national  priority 

Ms.  Payne.  Yes. 

Chairman  Gonzalez.  The  withdrawal  coincided  with  the  advent 
of  the  1981  Reagan  administration  and  0MB  Director  Stockman, 
who  came  before  us  and  told  us  at  the  very  outset — in  fact,  I  re- 
member the  date,  March  19,  1981 — that  the  administration  be- 
lieved that  there  was  an  excess  allocation  of  credit  on  a  national 
basis  to  housing.  Now,  I  didn't  need  any  more  after  that. 

So  States  like  New  York,  for  instance,  with  the  combination  of 
housing  and  housing  finance  the  State  has  done  a  heroic  job,  and 
it  suffered  the  heaviest  blow  of  all  as  a  result  of  the  withdrawal. 
The  State  of  New  York  stepped  in  when  the  city  of  New  York  was 
suffering.  I  don't  know  of  any  other  State,  maybe  New  Jersey,  that 
did  so  in  such  proportion,  but  it  allocated  enormous  amounts  to 
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housing.  It  had  a  very  innovative  State  Housing  and  Housing  Fi- 
nance Agency. 

The  subcommittee  visited  a  number  of  States  when  I  became 
chairman  in  1981,  and  in  between  1981  and  1993  we  continued  to 
do  it.  I  think  it  was  very  significant  because  of  the  ability  of  the 
State  of  New  York  to  be  flexible  as  well  as  the  city  of  New  York, 
that  I  say  and  repeat,  also  has  a  municipal  housing  and  Housing 
Finance  Agency.  The  subcommittee  went  into  the  devastated  area 
in  the  south  Bronx  and  we  witnessed  beautiful  developments.  The 
idea  of  the  Nehemiah  project  had  been  created  and  we  went  to  New 
York  at  the  very  inception.  The  churches  had  raised  $2  million  seed 
money.  Then  the  city  of  New  York  donated  the  land,  which  was 
bombed  out  and  in  the  south  Bronx,  where  there  was  a  priest  by 
the  name  of  Father  Giagante.  He  did  the  same  thing  except  on  a 
different  basis,  not  the  Nehemiah  basis. 

What  he  did,  through  the  help  of  New  York  and  the  State  Hous- 
ing Finance  Agency,  was  get  the  seed  money  plus  some  church  col- 
laboration, the  various  churches,  as  in  Brooklyn  with  the  Nehe- 
miah, to  participate  and  we  had  the  hearings  when  they  were  in 
the  process  of  forming. 

Wlien  we  first  visited  the  south  Bronx,  there  were  square  blocks. 
If  somebody  had  come  and  dropped  the  bomb  they  couldn't  have 
done  worse.  After  Father  Giagante  and  the  other  community  lead- 
ers and  organizers  got  together  they  enlisted  the  help  as  in  the  Ne- 
hemiah project  of  retired  carpenters,  builders,  constructions  folks. 
Then  utilizing  the  unemployed  youth  in  that  area,  they  took  one 
half  of  that  burned  out  section  which  we  had  the  happy  event  of 
seeing  2  years  later  and  constructed  brand  new  affordable  housing 
for  families  with  a  family  income  of  somewhere  around  $20,000  or 
less  than  $20,000  a  year.  In  New  York  that  salary  is  pretty  low. 
It  was  built  with  the  help  of  the  unemployed  youth  in  those  areas. 

We  could  walk  that  whole  area,  I  forget  how  many  blocks  and  see 
the  beautiful,  brand  new  housing  with  everything  from  a  one- 
bedroom  to  four-bedroom,  but  we  could  walk  across  and  see  the 
still-devastated  area. 

No  matter  how  much  the  group  wanted  to  do  and  no  matter  how 
much  the  State  and  city  of  New  York  diverted  its  limited  funds, 
which  it  did,  as  I  said,  out  of  proportion  to  any  other  State,  it  still 
cannot  and  would  not  and  won't  ever  be  able  to  construct  enough 
affordable  housing.  What  is  necessary  is  to  have  a  Federal  Govern- 
ment national  commitment. 

Ms.  Payne.  Absolutely. 

Chairman  Gonzalez.  You  know  that. 

Ms.  Payne.  Yes. 

Chairman  Gonzalez.  It  has  been  a  hard  lesson  that  I  guess  the 
American  people  have  had  to  learn  over  and  over  again  at  great 
cost. 

Ms.  Payne.  Yes,  and  homelessness  and  other  evidence. 

Chairman  GtONZALEZ.  Well,  you  didn't  have  that  before  and  you 
have  it  now  and  it  wasn't  because  of  an  act  of  God.  There  had  to 
be  reasons  and  I  think  this  subcommittee  was  the  first  to  bring  at- 
tention to  that  on  December  15,  1982. 

Ms.  Payne.  You  could  see  it  happening  but  you  couldn't  stop  it. 
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Chairman  Gonzalez.  Well,  there  was  a  lot  and  there  still  is  a 
lot  that  we  are  doing.  The  problem  is  that  now  the  problem  has  be- 
come institutionalized.  The  administration  is  asking  that  the  home- 
less programs  be  consolidated  over  in  HUD,  which  I  look  at  with 
a  jaundiced  eye  because  the  National  Council,  working  through  the 
local,  most  ministerial,  councils  have  done  a  darn  good  job. 

At  the  same  time,  HUD  doesn't  have  the  manpower,  which  the 
inspector  general  has  told  us  for  years,  to  carry  out  the  programs. 
The  I.G.  has  pointed  out  that  this  is  going  to  lead  to  scandal  and 
corruption,  which  is  exactly  what  has  happened.  At  the  same  time 
you  have  the  administration  copying  the  previous  administrations 
in  eliminating  the  government  by  the  so-called  reinventing  govern- 
ment by  mandating  that  no  less  than  252,000  Federal  employees 
be  eliminated.  When  they  apportion  that  share  to  HUD,  the  inspec- 
tor general  says,  well,  HUD  will  have  more  scandals,  especially  in 
the  FHA  and  multifamily  disposition  divisions.  HUD  doesn't  have 
the  staff,  and  never  has  had  the  staff  it  ought  to  have.  HUD 
doesn't  have  the  expertise  in  that  staff  that  it  ought  to  have.  With 
that  kind  of  thing  is  what  I  call  this  continuation  of  this  robbing 
Peter  to  pay  Paul  and  ending  up  in  robbing  Peter  and  Paul. 

Now,  I  want  to  compliment  you,  Mr.  Dobson,  for  what  you  have 
done  in  Detroit. 

Mr.  Dobson.  Thank  you,  sir. 

Chairman  Gonzalez.  We  listed  Detroit  as  a  city  we  were  going 
to  visit  after  our  February  10  hearing  in  L.A.  in  1992.  We  decided 
to  take  the  subcommittee  out  which  I  did  it  in  the  name  of  the  sub- 
committee and  full  committee,  because  the  full  committee  had  ju- 
risdiction over  the  RTC  and  FDIC  which  involve  affordable  housing 
programs. 

We  started  our  hearing  in  Bridgeport  January  7,  1992,  and  that 
was  a  pathetic  scene.  The  year  before  that,  we  had  gone  on  an 
emergency  basis  to  Rhode  Island  for  a  hearing.  We  went  to  Provi- 
dence, where  one  of  the  most  historic  States  was  going  through  the 
same  thing.  I  still  remember  in  my  childhood  during  the  Depres- 
sion, the  Governor  had  closed  down  the  banks  and  credit  unions. 

When  we  had  the  hearing,  there  were  over  1,000  people  there. 
We  had  the  litany  of  these  poor  people  who  were  depending  on  the 
income  from  their  retirement  funds  that  were  frozen. 

Well,  we  could  have  had  the  Federal  Reserve  help.  They  have  the 
power  under  section  14(b)  of  the  Federal  Reserve  Act,  but  they 
weren't  about  to  help.  FDIC  could  have,  but  they  weren't  about  to 
either. 

We  had  them  there  as  witnesses.  We  had  to  come  back  up  here 
and  provide  in  the  act  we  passed  that  June,  in  fact  less  than  30 
days  after  that  hearing,  a  line  of  credit  through  a  loan  guarantee. 
It  provided  the  State  of  Rhode  Island  could  pledge  its  revenues 
from  the  sales  tax.  And  when  we  were  successful  in  getting  that 
through,  a  loan  guarantee,  Rhode  Island,  as  of  about  IV2  years  ago, 
was  able  to  get  a  line  of  credit.  Finally,  last  year,  they  opened  the 
banks  and  the  credit  unions. 

Now,  to  me  it  was  haunting,  it  was  demoralizing,  because  those 
of  us  who  survived  the  Depression  and  the  war  made  an  oath  be- 
fore the  Almighty  that  we'd  do  everything  that  we  could  to  prevent 
our  children  and  grandchildren  from  experiencing  what  we  had  ex- 
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perienced.  Here  I  am  witnessing  a  repeat  of  that  experience.  It's 
just  a  matter  of  time. 

Now,  you've  got  homelessness.  And  I  don't  think  there's  a  city, 
including  Baltimore,  that  has  reported  to  us  that  the  rolls  of  the 
homeless  were  increasing  and  not  decreasing. 

We  still  get  the  administration  offering  a  baked-over,  previous 
administration  "welfare"  reform  package.  The  problem  isn't  wel- 
fare; the  problem  is  poverty  and  unemployment  which  is  what  we 
said  in  1982. 

And  nothing  is  being  done  in  Congress  and  that's  disappointing. 
We  tried.  The  reason  we  went  on  that  nationwide  tour  was  because 
I  introduced  the  Emergency  Housing  Community  Development  Eco- 
nomic Stimulus. 

Now  that  bill,  we  got  it  out  of  the  committee  on  a  bipartisan 
basis,  believe  it  or  not,  even  though  there  have  always  been  vast 
differences  on  our  budgeting  ideas  and  philosophy.  But  we  passed 
it  out  of  committee.  We  estimated  that  there  would  be  no  less  than 
650,000  people,  Americans,  put  back  to  work. 

The  mechanism  we  were  going  to  use  did  not  call  for  a  bureauc- 
racy; instead  it  utilized  cities'  community  development  structures. 
All  they  need  is  money. 

Ms.  Payne.  That's  correct. 

Chairman  Gonzalez.  We  had  testimony  from  some  mayors  and 
cities  that  they  could  get  going  in  less  than  30  days.  I  said,  we 
don't  have  to  have  a  new  bureaucracy,  but  we  need  no  less  than 
$30  billion. 

When  you  say  that  you  compliment  me  because  of  the  level  of  au- 
thorizations we  have  here,  those  are  not  my  levels.  My  levels  would 
be  over  twice  that,  because  that's  what  I  estimate  it  takes  to  re- 
spond to  the  needs  for  shelter  that  are  burgeoning  out  from  the 
midst  of  our  society,  no  matter  where  in  the  world.  You've  got  to 
have  shelter.  And  we've  turned  our  back  on  a  national  basis  for 
that  commitment. 

That  is  the  truth,  the  bald  truth.  It  makes  some  uncomfortable, 
I  can't  help  it.  But  as  I  say  in  Spanish,  "La  verdad  no  peca,  pero 
incomoda."  Not  literally  but  roughly  translated,  it  says,  "The  truth 
doesn't  commit  a  sin,  but  it  sure  makes  a  lot  of  people  uncomfort- 
able." 

And  the  fact  is  that  this  is  our  challenge  now.  For  instance,  the 
State  of  Texas  formed  the  finance  agency  in  order  that  it  could 
issue  bonds.  Well,  who  would  take  advantage  of  a  bond  issue? 

Mr.  Flores.  The  moderate  income  generally  speaking. 

Chairman  Gonzalez.  Yes.  But  where  were  they? 

Mr.  Flores.  The  bigger  urban  areas. 

Chairman  Gonzalez.  That's  right.  And  that's  what  I  was  going 
to  ask  you.  I  think  in  your  statement,  Mr.  Flores,  the  most  signifi- 
cant thing  I  saw  there  was  on  page  4,  "So  far  the  States  have  pro- 
vided rental  housing  to  about  the  same  proportion  of  families  with 
incomes  less  than  30  percent  of  median  income  as  have  the  average 
of  States  and  localities  combined." 

Mr.  Flores.  That's  correct. 

Chairman  Gonzalez.  Well,  now,  in  Texas,  you  know,  we're  talk- 
ing about  rental  housing  because  this  is  what  we're  referring  to. 
Where  is  most  of  that  action? 
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Mr.  Flores.  Most  of  the  rental  housing  that  we  are  referring  to 
there  is  actually  along  the  border.  We  have  sponsored  our  own 
initiative 

Chairman  GONZALEZ.  It's  not  in  the  dense  urban  areas? 

Mr.  Flores.  Not  the  rural  housing  component. 

Chairman  Gonzalez.  That's  right. 

Mr.  Flores.  In  order  to  target  the  very,  very  low  income,  we 
have  gone  down  to  the  border.  We  have  tried  to  be  much  more  fo- 
cused on  trying  to  serve  the  people  who  need  our  help  the  most. 

Chairman  Gonzalez.  Well,  you  define  that  as  less  than  30  per- 
cent of  median  income.  That's  pretty  low.  And  especially  in  Texas. 

Mr.  Flores.  That  translates  into  $7,600  a  year  in  the  area  we're 
serving. 

Chairman  Gonzalez.  That's  right.  And  I  would  say  that  in  the 
average  of  those  counties  in  that  area,  that  would  be  about  your 
total  family  income. 

Mr.  Flores.  Yes,  sir.  Yes,  sir. 

Chairman  Gonzalez.  In  my  district,  for  instance,  up  until  this 
recent  redistricting,  and  I  still  have  a  good  chunk,  I  had  the  second 
lowest  income  per  family  in  the  State  of  Texas.  Of  course,  that  is 
an  urban  area,  and  there  are  historical  reasons. 

However,  in  the  case  of  your  State,  Ms.  Payne,  how  would  that 
match?  How  does  that  compare? 

Do  you  have  substantial  rental  housing? 

Ms.  Payne.  Yes,  we  do.  We  use  taxable  financing,  tax-exempt  fi- 
nancing. Our  State-funded  loan  programs  which  can  have  deferred 
repayment  terms  and  interest  rates  as  low  as  zero  percent  in  com- 
bination with  low-income  housing  tax  credits  to  produce  rental 
housing. 

Usually,  we  have  three,  four  sources  of  financing  in  every  rental 
housing  project  we  do.  We  also  require,  as  a  result  of  our  State  pro- 
grams, a  local  contribution.  So  we  have  packages  that  put  together 
State,  local  funds,  and  tax-exempt  financing  or  taxable  financing 
and  Federal  resources  all  together.  And  we  are  producing  a  high 
volume  of  rental  housing. 

We  have  one  other  tool  in  Maryland,  which  has  allowed  us  to 
stay  in  the  rental  housing  business  when  few  other  States  have 
been  able  to  do  that.  And  that  is  a  source  of  credit  enhancement 
through  our  own  State  mortgage  insurance  company.  The  Mary- 
land Housing  Fund  provides  credit  enhancement  for  rental  hous- 
ing. And  we  have  kept  up  our  production  of  rental  housing  despite 
the  FHA  problems  and  despite  other  issues.  So  we're  in  a  big  way 
in  the  rental  housing  business  statewide. 

We  also  have  State-funded  public  housing  programs  using  gen- 
eral obligation  bonds  in  which  we  require  local  governments  to  do- 
nate a  site.  We  provide  the  costs  of  construction  of  the  rental  hous- 
ing development.  The  operating  costs  are  subsidized  by  the  rents, 
and  they  serve  households  at  approximately  50  percent  of  median 
or  less.  And  18  of  the  24  subdivisions  in  the  State  of  Maryland 
have  now  done  at  least  one  rental  housing  project  through  the 
Partnership  Rental  Housing  Program. 

Chairman  Gonzalez.  In  your  testimony,  you  referred  to  the  re- 
quirement that  the  community  housing  development  organizations 
sponsor  or  develop  housing.  Now,  my  question  is,  do  you  believe 
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that  this  definition  will  actually  prevent  or  preclude  State  sup- 
ported CHDOs  from  spending  their  required  set-aside  and  thus 
spurring  a  reallocation  of  funding? 

Ms.  Payne.  Well,  we  have  had  difficulty  in  the  rural  areas  of  the 
State  in  meeting  the  CHDO  set-aside  requirements  because  it  is 
very  difficult  to  put  them  together  in  that  area.  The  metropolitan 
areas  have  pretty  much  gotten  their  acts  together  and  figured  out 
how  to  do  this.  But  it  is  a  disincentive  in  the  rural  areas.  And  slow, 
but  it's  working. 

Chairman  Gonzalez.  Well,  I  really  want  to  compliment  you, 
though,  that  you  were  able  to  have  from  the  very  beginning  a  uni- 
fied, comprehensive  approach  at  the  State  level.  As  I  said,  the 
States  have  had  varying  histories  in  the  formations  of  their  state- 
wide agencies,  whether  they  are  housing  or  housing  finance. 

Ms.  Payne.  I  think  it  is  the  trend  of  the  future  for  States.  They 
are  going  to  have  to  package  all  these  resources  together  because 
no  one  of  them  is  enough  to  meet  the  need. 

Chairman  Gonzalez.  That's  right. 

Well,  Mr.  Flores,  I  think  you  might  have  mentioned  that  before 
to  me,  but  I  don't  recall. 

Are  most  of  the  Home  Program  expenditures  for  rental  housing 
by  the  States — you're  speaking  for  the  State — in  conjunction  with 
the  low-income  housing  tax  credit? 

Mr.  Flores.  Almost  without  exception  we  are  having  to  do  the 
same  thing  Ms.  Payne  is  doing;  that  is,  layering  the  subsidy  using 
home  tax  credits  and,  this  last  year,  we  actually  had  a  multifamily 
bond  issue  that  we  did  for  the  first  time  since  1987  to  fund  the  cre- 
ation of  housing. 

Chairman  Gonzalez.  I  see. 

Mr.  Flores.  And  it  has  taken  all  three,  the  equity,  the  long-term 
financing  and  the  tax  credits  to  make  the  deal  happen. 

Chairman  Gonzalez.  I  know  that  the  initial  period  of  the  pro- 
gram came  after  the  tax  bills  that  provided  for  the  tax  credits.  Do 
you  anticipate  States  using  home  funds  to  acquire  projects  from  the 
HUD's  multifamily  property  disposition  inventory  when  and  if  we 
get  the  reforms  we're  working  on  now? 

Mr.  Flores.  No,  sir,  only  because  we  think  we  have  a  better 
source  of  financing  those  properties. 

We  do  in  fact  intend  to  acquire  properties  under  something  we 
call  Target  Independence,  and  we  have  previously  shared  that  con- 
cept with  you.  But  they  are  being  purchased  using  multifamily 
bond  issues  that  the  State  is  basically  credit  enhancing.  And  we 
are  buying  in  partnership  with  local  housing  authorities. 

The  families  in  public  housing  are  allowed  to  transition  from 
public  housing  to  these  new  properties.  Generally  speaking,  the 
properties  that  are  in  HUD's  Property  Disposition  Program  are  rel- 
atively up-scale  in  comparison  to  public  housing.  They  have  wall- 
to-wall  carpet,  central  air  and  heat,  ceiling  fans,  and  fireplaces  in 
some  cases. 

So  families  in  public  housing  are  being  allowed  to  move  from 
public  housing  to  these  new,  better  quality  properties  at  the  same 
rent  they  are  paying  in  public  housing. 

But  they  qualify  to  participate  in  the  program  only  if  they  do  five 
things.  They  have  to  be  employed,  earning  at  least  $8,000  a  year. 
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They  have  to  pay  their  rent  on  time.  They  have  to  maintain  the 
premises,  keep  their  kids  in  school  through  high  school  graduation, 
and  stay  crime-  and  drug-free.  If  they  meet  those  criteria,  the  Tar- 
get Independence  criteria,  they  are  allowed  to  go  from  public  hous- 
ing to  these  better  quality  properties. 

At  the  same  time,  we  have  designed  a  lease-purchase  program 
that  we  are  also  implementing  in  conjunction  with  the  local  hous- 
ing authorities.  And  under  the  Lease-purchase  Program,  we  are 
buying  single-family  homes  that  the  families  transition  into  as  a 
third  stage,  initially  in  a  lease  situation,  but  eventually  as  a  buyer. 
They  buy  it  over  17  years. 

So  that  a  family  in  public  housing  can  transition  all  the  way 
from  public  housing  all  the  way  into  homeownership  if  they  do  the 
right  thing. 

Chairman  GONZALEZ.  Very  good. 

Well,  you  have  an  excellent  track  record  all  the  way  from  Corpus 
Christi. 

Mr.  Flores.  Thank  you. 

Chairman  Gonzalez.  I  didn't  finish  saying,  Mr.  Dobson,  that 
after  we  went  to  Connecticut,  we  went  to  several  States  after  that, 
one  of  which  was  South  Carolina.  We  were  right  on  the  border  of 
South  Carolina,  where  they  had  serious  problems. 

Mr.  Dobson.  Serious  problems. 

Chairman  Gonzalez.  Then  we  went  to  Baltimore  with  Mr. 
Mfume.  In  Baltimore,  there  were  very  serious  and  disturbing  prob- 
lems. Then  we  went  to  Cleveland  and  held  a  hearing. 

Then,  on  February  10,  we  went  to  L.A.,  specifically  south  central. 
The  only  place  we  could  have  a  hearing  was  an  old  building  there 
which  was  later  the  scene  of  all  of  the  risk. 

On  February  10  we  had  an  all-day  hearing  and  it  was  very,  very 
disturbing.  Our  next  city  was  going  to  be  Detroit,  but  we  inter- 
rupted our  schedule  and  I  returned  to  DC  to  make  an  interim  re- 
port to  the  leadership,  urging  immediate  action  on  our  bill.  I  felt 
that  the  situation  was  explosive.  Of  course,  less  than  5  weeks  later 
the  riots  occurred.  Nonetheless,  some  of  the  witnesses  we  had  be- 
fore the  committee  were  very  impressive  but  we  still  felt  we  should 
visit  Detroit.  The  city  had  suffered  a  tremendous  loss  of  population 
in  the  last  two  censuses,  and  had  been  victimized  by  some  of  the 
original  Federal  programs.  We  felt  it  would  be  educational  to  visit, 
but  we  had  no  Member  from  Michigan  on  the  committee. 

Mr.  Dobson.  On  the  committee. 

Chairman  Gonzalez.  So  we  didn't  get  to  visit  and  we  just 
stopped  in  L.A.  Of  course,  the  leadership  did  not  respond  to  my  re- 
quest for  immediate  action  on  the  bill,  so  I  felt  that  there  was  no 
need  to  tread  water  anymore.  That's  where  we  have  been  to  date. 

I  will  have  some  specific  questions  in  writing  for  the  other  panel- 
ists and  also  some  for  you,  Mr.  Dobson,  but  I  think  they  would  be 
better  addressed  after  you  get  the  transcript.  At  that  time,  you  can 
respond  to  my  questions. 

I  will  be  asking  for  some  more  specific  information  that  will  help 
us  evaluate  not  our  legislative  language,  but  influencing  HUD  in 
its  rule  and  definition.  For  instance,  you  all  expressed  some  con- 
cern on  match  and  HUD's  ambivalence  in  some  areas.  We  want  to 
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go  into  that,  but  that's  beyond  our  scope.  We  don't  legislate  in  a 
way  that's  going  to  micromanage  any  administrative  agency. 

I  want  to  thank  you  for  your  patience. 

Mr.  Bereuter,  I  thank  you  for  yours. 

Mr.  Bereuter.  Thank  you  very  much,  Mr.  Chairman. 

I  am  sorry  I  had  to  be  pulled  away  for  a  conflict  for  a  period  of 
time. 

Ms.  Crystal,  I  thought  your  testimony  was  excellent.  Mr.  Dobson, 
I  heard  part  of  your  fine  statement.  And  I  am  sorry  I  missed  the, 
I'm  sure,  equally  fine  testimony  from  you,  Ms.  Payne  and  you,  Mr. 
Flores. 

Have  you  noticed  what's  happened  to  the  CDBG  Program?  I 
think  the  CDBG  Program  is  one  of  the  outstanding  programs  that 
we  have  had  because  it  has  been  a  Block  Grant  Program.  It  de- 
manded fiscal  accountability.  But  it  left  to  the  discretion  of  local 
elected  officials  how  to  best  spend  the  funds  that  were  available. 
And  that's  why  I  think  it  was  outstanding. 

But  what's  happened  to  the  CDBG  Program  is  that  gradually  by 
congressional  action  and  by  administrative  action  it  is  being  moved 
toward  a  categorical  grant  program.  And  the  discretion  that  you 
are  given  and  the  targeting  that  is  required  is  increasing  each 
year,  or  at  least  every  second  year. 

And  so  what  we  are  doing  is  damaging,  in  my  judgment,  a  good 
program.  We  are  taking  the  decisions  away  from  local  elected  offi- 
cials who  have  used  it  extremely  well.  Low  administrative  costs. 

One  of  my  concerns  is  that  we  are  focusing  an  increased  amount 
of  those  funds  on  economic  development  activity.  Now,  I  am  a 
former  division  director  in  my  State's  Department  of  Economic  De- 
velopment and  I,  like  everyone  else,  think  economic  development  is 
wonderful.  But  I  do  believe  some  of  it  is  being  used  for  industrial 
pirating  and  it  is  being  used  to  build  those  hotels  in  downtown  X 
instead  of  other  places. 

And  I  regret  that  trend.  I  think  it  is  a  step  in  the  wrong  direc- 
tion. And  we  are  going  to  have  future  accountability  problems.  And 
vve  are  going  to  be  sometime  asked  soon  to  conduct  oversight  activi- 
ties of  the  abuse  of  the  program  and  the  amount  of  money  that's 
being  wasted. 

I  don't  have  any  argument  with  some  requirement  that  it  goes 
primarily  to  low-income  and  low-middle-income  people.  But  I  would 
guess  that  a  significant  part  of  the  economic  development  funds 
have  not  gone  in  that  direction.  And  that  is  what  the  GAO  report 
seems  to  say. 

So  I  regret  and  will  oppose  any  further  categorization  of  what 
was  a  "good"  program  because  it  was  a  Block  Grant  Program.  But 
this  may  be  one  voice  crying  in  the  wilderness. 

Ms.  Crystal,  you  in  your  testimony,  I  believe,  said  you  thought 
the  section  108  money  should  be  aligned  with  CDBG.  Are  you,  in 
effect — if  that's  correct,  are  you  in  effect  recommending  the  aboli- 
tion of  the  108  Program? 

Ms.  Crystal.  No,  I  am  not  recommending  the  abolition  of  it. 
What  I  am  saying  is  that  if  in  CDBG  you  can  build  certain  commu- 
nity facilities  like  day  care  centers  and  job  training  centers,  that 
it  seems  arbitrary  to  say  that  section  108  loans,  which  are  guaran- 
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teed  by  future  CDBG  dollars,  can't  be  used  to  build  that  same 
thing. 

I  am  not  recommending — I  am  recommending  that  they  be 
looked  at  carefully  because  if  we  expand  them  as  rapidly  as  we  are 
expanding  them  in  the  next  couple  of  years,  we  are  really  on  the 
verge  of  putting  at  risk  our  future  CDBG  dollars.  I  am  not  rec- 
ommending abolishing  the  program. 

Mr.  Bereuter.  All  right.  Thank  you. 

When  you  talk  about  the  technical  assistance  funds  in  your  testi- 
mony, which  is  administered  by  HUD's  community  planning  and 
development  section,  are  you  suggesting  that  there  has  not  been 
adequate  information  about  the  availability  of  it,  that  not  enough 
information  has  been  shared  with  the  public? 

Ms.  Crystal.  The  technical  assistance  money  for  CDBG,  there 
has  never  been  a  clear  understanding  of  how  that  money  is  being 
used  and  how  it  has  improved  the  administration  of  CDBG. 

Mr.  Bereuter.  How  do  you  think  it's  been  used? 

Ms.  Crystal.  I  know  how  some 

Mr.  Bereuter.  Be  brutally  candid  if  you  wish. 

Ms.  Crystal.  I  think  it  has  been  pot  shot  here,  there,  and  the 
other  place.  And  I  am  not  sure  that  sometimes  it  overlaps  how 
money  is  spent  from  other  sources  from  HUD.  And  I  am  not  sure 
that  the  assistance  that's  bought  for  different  entitlement  jurisdic- 
tions actually  improves  the  program  as  a  whole. 

Mr.  Bereuter.  Do  you  think  it  has  been  used  as  a  slush  fund? 
Do  you  think  it  has  made  a  lot  of  beltway  bandits  rich  or  at  least 
made  them  some  money? 

Ms.  Crystal.  I  am  not  sure  if  I  would  go  quite  that  far. 

Mr.  Bereuter.  I  would. 

Ms.  Crystal.  I  would  go  half  way  there.  And  I  think  you  were 
out  of  the  room  when  Pat  and  I  were  talking  about  we  often  sit 
next  to  each  other  in  our  State  legislature  and  I  am  usually  very 
much  in  favor  of  capacity  building.  When  I  look  at  it  at  a  Federal 
level,  I  am  afraid  that  some  of  it  has  not  improved  the  program  as 
a  whole,  but  gone  to  a  specific  consultant  whose  done  something 
marginal  with  one  specific  program  or  community. 

Mr.  Bereuter.  Regardless  of  who  is  in  charge  of  HUD,  Demo- 
crats or  Republicans,  I  think  it  has  made  some  people's  friends  a 
lot  of  money  without  any  real  impact  upon  programs.  By  and  large, 
at  least  not  enough  to  merit  its  use  this  way.  There  have  been 
some  good  things  too.  I  would  admit  that. 

Ms.  Payne,  you  suggested  you  are  not  in  favor  of  the  consolida- 
tion plan  proposed  by  HUD  as  I  understand  it.  I  didn't  hear  you 
say  that,  but  I'm  told  your  testimony- 


Ms.  Payne.  We  are  in  favor  of  the  concept.  We  just  want  to 

Mr.  Bereuter,  Would  you  elaborate?  That  was  my  question. 
Ms.  Payne.  We  are  very  much  in  favor — we  have  no  problems 
with  the  concept  of  a  consolidated  strategy  at  the  State  level.  We 
are  concerned  that  the  CHAS  as  a  vehicle  is  not  going  to  be  a 
mechanism  for  getting  us  there.  There  are  very  different  roles  at 
the  State  level  as  opposed  to  the  local  level,  and  we  want  whatever 
consolidating  planning  requirement  comes  out  to  be  reflective  of 
what  the  role  of  the  State  is. 
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So  our  concern  is  going  to  be  what's  required.  Is  the  consolidated 
plan  going  to  be  a  data  gathering  document  on  a  statewide  level 
which  could,  if  the  CHAS  is  1  foot  nigh,  make  the  consolidated  plan 
several  feet  high?  Or  is  it  going  to  be  a  tool  that  Governors  use  at 
an  executive  level  to  allocate  resources  based  on  a  strategy  that  is 
stated  and  shared  with  local  governments  and  citizens? 

That  is  a  very  different  approach,  and  our  concern  is  that  the  im- 

f)lementation  may  invalidate  the  value  of  an  idea  at  a  conceptual 
evel.  So  we  are  actually  saying  it's  a  warning,  an  expression  of 
concern. 

Mr.  Bereuter.  All  right. 

I  wanted  to  highlight  one  point  from  your  testimony,  Ms.  Payne. 
And  you  say,  "A  large  majority  of  State  CDBG  grants  go  to 
nonmetropolitan  communities  and  these  communities  often  find 
themselves  working  with  CDBG  and  RDA  funds.  Since  RDA  funds 
have  no  Davis-Bacon  requirements,  while  CDBG  funds  do,  this  in- 
consistency is  confusing  these  small  localities,  which  I  stipulate  is 
the  case,  while  more  importantly  it  reduces  the  value  of  all  finan- 
cial assistance  because  Davis-Bacon  wages  which  can  increase 
project  costs  by  20  percent  have  to  be  applied  to  the  project." 

And  you  recommend  the  wage  requirements  follow  that  of  the 
lead  funding  agency.  And  I  heartily  endorse  that  and  wanted  to 
highlight  it  from  your  testimony. 

Ms.  Payne.  Thank  you. 

Mr.  Bereuter.  There  are  many  things  to  be  pursued  and  the 
hour  is  late  and  our  witnesses  haven't  had  lunch  and  I  don't  think 
we're  buying,  are  we?  [Laughter.] 

In  any  case,  Mr.  Chairman,  I  wanted  to  compliment  you  on  the 
hearings  today.  My  only  regret  is  that  we  had  so  few  members  here 
because  of  the  floor  activities,  I  imagine. 

But  this  kind  of  oversight  hearing,  I  think,  is  very  important  to 
us  and  I  want  to  tell  you  that  I,  personally,  appreciate  the  effort 
you  have  devoted  to  this. 

Thank  you  very  much. 

Chairman  Gonzalez.  Well,  thank  you  very  much,  Mr.  Bereuter. 
I  really  sincerely  and  deeply  appreciate  those  words,  and  also  your 
presence. 

You  have  been  in  very  good  and  constant  attendance  no  matter 
what  the  subject  matter.  Of  course,  I'll  say  this  to  those  that  may 
not  be  aware,  he's  really  here  on  rural  housing  issues.  I  mean,  he 
is  not  going  to  miss  anv  kind  of  hearing. 

Yes,  in  fact,  I  am  asking  consent  for  all  members  to  have  the  op- 
portunity to  submit  questions  in  writing  to  the  panelists.  When  you 
get  the  transcript  of  these  proceedings  and  if  the  members  wish  to 
do  so — some  have  indicated  they  will — they  will  send  in  written 
questions.  I  hope  they  do  so  by  the  time  you  receive  the  transcript. 

Some  members  who  couldn't  make  it,  as  Mr.  Bereuter'  indicated, 
are  engaged  in  this  budget  or  so-called  balanced  budget  amend- 
ment discussions.  For  whatever  reason,  each  member  must  set  his 
or  her  priorities. 

In  the  beginning,  this  subcommittee,  of  which  I  first  became  a 
member  32V2  years  ago,  consisted  of  seven  members  and  the  chair- 
man was  Mr.  Rains  of  Alabama.  He  didn't  want  to  increase  the 
membership   any   more   then.   The   full   committee   chairman   had 
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reached  a  point  where  he  was  inoperative.  Brent  Spence  was  a  very 
distinguished  Kentuckian  who,  incidentally,  was  really  the  main 
power  behind  all  of  the  1933,  1934  acts  from  S&L  to  FDIC  to  FHA. 
He  never  got  credit  for  those  acts  because  fellows  like  Steagall,  who 
was  chairman  of  the  committee,  and  Senator  Carter  Glass,  got 
their  names  on  the  Glass-Steagall  Act,  a  famous  act  at  that  time. 
The  challenge,  however,  was  more  acute. 

This  country  has  worse  problems  and  a  real  crisis,  but  they  are 
not  being  reported.  There  is  no  visible  perception  any  more  than 
there  was  in  December  1982  of  what  we  now  call  homelessness.  In 
fact,  it  took  6  vears  before  we  could  get  the  President  to  admit 
there  was  a  problem  which  is  the  same  thing  now. 

It  is  an  earthquake,  but  it  is  a  slow-moving  kind  of  earthquake. 
It  is  a  combination  of  moral  earthquake  plus  other,  and  it  is  very 
distressing  to  see  priorities  developed  on  a  perverse  basis.  We  have 
been  through  many  experiments,  such  as  Gramm-Rudman-Hollins, 
which  really  perverted  everything.  It  was  all  done  in  the  name  of 
budgetary  balance,  as  I  say. 

I  wanted  to  point  out,  while  Mr.  Bereuter  is  here,  a  little  bit  of 
the  history  behind  these  block  grants,  like  CDBG  which  came  later. 

The  original  block  grants  happened  right  following  the  first  big 
master  block  grant  which  they  called  revenue  sharing.  I  was  one 
of  the  very  few  that  did  not  support  it  because  of  the  simple  reason 
that  the  year  was  1972,  and  we  had  budget  deficiencies. 

So  my  point  was,  well,  what  revenue  are  we  sharing?  We  are 
sharing  deficiencies.  It  was  all  done  in  the  name  of  getting  away 
from  the  Federal  level  mandated. 

Having  had  the  tremendous  privilege  of  serving  on  the  local  leg- 
islative and  on  the  State  legislative  levels,  I  was  a  great  and  in- 
spired Member  who  marveled  at  the  congressional  level  at  that 
time.  When  we  entered  1974,  we  had  the  first  block  grant  approach 
for  the  housing  programs. 

The  name  of  the  subcommittee  was  not  the  Subcommittee  on 
Housing  and  Community  Development.  It  was  a  Subcommittee  on 
Housing  and  Mass  Transit.  We  had  the  Reform  Act  that  year, 
1974,  the  Legislative  Reform  Act,  which  I  opposed.  I  was  very  trou- 
bled by  that  and  the  Budget  Reform  Act  which  I  was  one  of  about 
six  or  seven  that  didn't  vote  for  it.  I  was  the  only  one,  however, 
who  gave  reasons  and  special  order  in  the  record  for  voting  against 
the  measure. 

I  wish  I  had  been  wrong.  There  was  no  such  thing,  Mr.  Bereuter, 
as  a  continuing  appropriations  resolution.  The  first  one  that  I  re- 
member was  a  supplemental  in  1965  or  1966,  when  they  needed 
$750  million  for  Vietnam.  Those  old  nesters  that  had  control  of  ap- 
propriations weren't  about  to  have  that  kind  of  chaotic  situation, 
much  less  what  we  have  with  the  acceptance  of  a  dire  emergency 
supplemental. 

Even  that  supplemental  in  1965  was  the  only  one  that  was  on 
that  year's  budgetary  basis.  President  Nixon  didn't  present  his 
budget  message  until  May,  on  the  basis  that  he  wanted  to  present 
his  own  budget  and  not  the  warmed-over  Lyndon  Johnson  leftover 
budget  in  1969.  At  first  I  said,  you  know,  this  man  is  a  very  smart 
guy.  He's  been  running  for  the  Presidency  all  these  vears  and  he 
knows  what  he  wants  so  that's  why  he's  asking  to  delay  the  Janu- 
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ary  budget  message.  To  my  dismay,  on  May  12  more  or  less,  he 
presented  the  budget  that  Lyndon  Johnson  had  left  Congress.  The 
Congress  was  not  inured  to  that.  The  Congresses  since  Franklin 
Roosevelt,  unlike  the  ones  before,  reacted  to  the  President,  the  ad- 
ministration's program. 

It  used  to  be  that  Congresses  would  shape  the  policies  and  then 
the  President  would  faithfully  execute  them.  Well,  that  was 
changed  with  the  Depression  and  the  war.  And  the  Congress  was 
just  not  used  to  it.  Sure  enough,  if  somebody  ever  goes  oack  and 
studies  that  and  draws  a  graph,  youHl  see  that  that  was  the  initial 
point  of  this  budgetary  chaos.  It  was  the  first  year  that  you  had 
continuing  resolutions. 

In  later  years,  we  had  continuing  resolutions  from  session  to  ses- 
sion, and  then,  lo  and  behold,  from  Congress  to  Congress.  Now  we 
have  them  on  a  supplemental  dire  emergency. 

You  cannot  handle  on  a  corporate  basis,  any  corporation  that  has 
a  budget  of  even  $2  billion,  much  less  one  like  the  Federal  Govern- 
ment today,  or  General  Motors,  or  the  like,  on  a  spasmodic  basis. 
I  mean,  how  can  the  poor  administrators  project  from  month  to 
month  what  they  are  going  to  do  and  handle  deficiency. 

Well,  by  1965,  after  the  death  of  President  Kennedy,  who  had 
been  unsuccessful  two  times  in  having  the  creation  of  a  Depart- 
ment of  Housing  and  Urban  Development,  came  Lyndon  Johnson, 
who  pledged  to  carry  out  Mr.  Kennedy's  unfulfilled  program,  and 
he  did.  In  1965,  I  had  a  hand  in  it.  And  we  can  say  all  we  want 
to  about  corruption  and  the  handling  of  the  programs,  but  the  facts 
are  that  you  didn't  have  the  corruption  in  the  administrative 
processes. 

You  did  have  corruption  in  the  FHA,  when  it  had  the  FHA  Com- 
mission. You  had  the  gambling  State  of  Nevada.  Today,  morally, 
we've  had  a  decline.  Everybody  is  a  gambler  or  wants  to  be,  includ- 
ing governments.  State  governments,  city  governments.  Gambling 
was  absolutely  a  no-no,  back  in  the  1950's,  when  the  State  of  Ne- 
vada was  the  pioneer  in  gambling,  governmental  gambling. 

So  some  of  the  enterprising  financiers — who  incidentally  are 
sharper  than  some  of  our  Wall  Street  financiers — of  the  under- 
world, were  able  to  leverage  funds,  some  of  those  left  over  from 
what  they  creamed  off  and  sent  to  their  secret  bank  accounts  in 
Switzerland.  They  found  a  way  to  leverage  FHA,  and  they  did  take 
advantage  of  the  program. 

You  talk  about  being  a  "Beltway  bandit"?  Well,  they're  only  ban- 
dits when  you  have  the  corruption  that  you've  read  about.  Every- 
body, including  the  bankers,  are  now  gambling.  They  are  no  dif- 
ferent. I  don't  know  what  we  can  do  about  it. 

The  moral  tone  of  this  country,  certainly  in  that  respect,  has  de- 
teriorated. You  now  have  officially  governmental-sponsored  gam- 
bling, and  all  history  shows  that  no  good  comes  from  that.  And 
what's  it  all  done  in  the  name  of?  Saving  taxpayers'  money,  so  you 
won't  have  to  tax  the  people,  so  they  won't  have  to  pay  to  support 
their  public  schools.  They  say  let's  gamble. 

Of  course.  New  Jersey  found  out  that  no  matter  how  beautiful 
imitations  of  Las  Vegas  are,  it  wasn't  enough  to  cover  the  costs  of 
education  where  they  targeted  it.  Now,  in  Texas,  when  the  lottery 
began  the  funds  were  unallocated.  There  are  a  lot  of  Texans  who 
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think  that  proceeds  from  gambling,  or  the  lottery,  go  to  education. 

It  doesn't.  ,  ^    ,  ^       ^^     -^  noA 

Now,  Texas,  my  little  home  State  that  I  love  and  all,  has  384 
persons,  4  of  which  are  women,  on  death  row.  There  is  not  a  com- 
bination of  countries  in  the  world,  including  Iraq  that  has  that 
problem.  But  what  did  they  do?  The  legislature  can  get  together  on 
getting  equitable  funding  for  education,  but  instead  passed  $1  bil- 
lion plus  to  build  more  penitentiaries  last  year.  That  perversity  m 
priorities  is  reflected  on  the  national  level. 

The  President  made  several  promises  to  get  the  votes  for 
NAFTA  This,  however,  is  the  only  committee  that  had  not  one  but 
three  hearings  on  NAFTA,  yet  was  totally  censored.  There  wasn't 
any  coverage  of  those  hearings.  The  press  just  went  wild,  like  they 
are  today,  on  NAFTA,  you  know.  It's  going  to  be  Manna  from  heav- 
en. Texas  was  particularly  imbued  with  that  spirit.  So  they  go  into 
this  building  of  penitentiaries.  •,  n.  r^ 

On  the  national  level  the  President  promised  one  lexas  Con- 
gresswoman  to  build  six  bombers  to  get  her  vote.  Another  one  was 
promised  $10  million  to  build  a  structure  there  in  Austin.  With 
that  amount  of  money,  we  could  have  funded  three  times  over  my 
Emergency  Stimulus  Package  and  put  people  to  work,  and  the 
country  will  not  be  restored  until  that  is  done. 

I  have  been  a  close  student  of  every  recession,  even  before  I  ever 
dreamed  of  being  in  the  Congress.  I  had  the  good  fortune  of  know- 
ing personally  and  getting  to  be  a  very  good  friend  of  the  most  out- 
standing economist  and  housing  expert  ever,  Leon  Keyserling,  who 
was  the  author  of  the  1947  Housing  Act,  and  had  a  hand  in  the 
1937  act.  He  was  a  Roosevelt  advisor.  He  was  a  brilliant  man  and 
he  graphed  out  what  would  happen  in  the  future. 

He  said,  every  recession  will  plateau  deeper,  go  deeper  and  take 
longer  to  recover  from.  That  is  exactly  what  happened.  They 
claimed  to  have  recovery,  but  it's  a  jobless  recovery.  You  have  more 
unemployment  now  than  you  had  in  1990. 

Yet  it  began  in  1990,  and  it  was  the  reason  we  had  hearings  and 
brought  Mr.  Greenspan  before  us,  after  the  Secretary  of  State  stat- 
ed that  the  reason  for  the  preparation  for  the  Gulf  war  in  October 
1990  was  jobs.  That  was  the  reason  he  gave.  ^        ,,   ,         i  j   '4. 

We  brought  Mr.  Greenspan  up  here  and  he  said,  well,  I  wouldn  t 
say  we're  in  a  recession  as  of  yet.  He  went  on  to  say  that  70  per- 
cent of  the  contributing  cause  for  this  is  the  cost  of  this  buildup  in 
preparation  for  what  turned  out  to  be  the  war.  There  wasn  t  one 
newspaper  reporter  that  covered  that  hearing.  It's  in  the  record.  It 
was  an  open  hearing,  like  this  one  is,  and  his  comments  are  on  the 

record.  ,  i  .      j    ••  i.     i.- 

So  the  reason  I'm  taking  your  time  is  because  this  administration 
inherited  some  agreements,  and  then  it  further  rubber-stamped 
previous  agreements.  It  entered  into  the  Congress  again  by  going 
back  to  the  1990  so-called  summit  budget.  That's  how  ridiculous 

we've  20tten 

We've  gotten  to  where  if  the  Congress  and  President  get  together 
it's  a  summit,  as  if  it  were  foreign  diplomats  getting  together.  Any- 
way, they're  tired.  All  we  have  to  do  is  read  our  history,  but  we  ve 
lost  our  historical  memory. 
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I  think  back  to  the  last  President  who  had  what  I  would  say  was 
long  range  vision,  President  Roosevelt,  and  realize  that  everything 
since  his  administration  has  been  short  range,  ad  hoc,  crisis  to 
crisis. 

So  with  that  rather  pessimistic  outlook,  let  me  tell  you  the  good 
news,  which  is  that  the  country  has  survived  war,  civil  war,  pes- 
tilence, and  it'll  survive  this  too.  It  means,  however,  that  we  have 
to  work  at  it.  It  isn't  self-perpetuating.  So  with  that,  thank  you  for 
your  patience.  Does  anyone  have  any  comments?  Mr.  Dobson. 

Mr.  Dobson.  Mr.  Chairman,  I  would  like  to,  on  behalf  of  the  Na- 
tional Council  for  Urban  Economic  Development,  compliment  you 
on  the  leadership  and  the  foresight  that  you  have  seen  to  call  this 
particular  hearing. 

And  on  a  very  personal  note,  I  would  like  to  extend  to  you  a  debt 
of  gratitude  and  my  own  compliments  for  the  long  years  of  leader- 
ship and  the  human  compassion  that  you  have  shown,  and  the 
leadership  that  you  have  shown  in  your  position  in  looking  out  for 
people  who  very  definitely  need  that  kind  of  leadership  coming 
from  Congress  and  from  the  administration. 

It's  that  kind  of  thing  that  a  democracy  is  supposed  to  be  made 
of.  It's  that  kind  of  thing  that  we  see  our  government  as  being.  And 
I'm  very  proud  to  sit  here  and  to  hear  and  observe  your  very  excel- 
lent history  of  the  chronology  of  legislative  and  governmental 
events.  And  to  see  how  at  least  one  person  has  played  a  very  posi- 
tive role  in  helping  people  in  the  process. 

Chairman  Gonzalez.  Well,  thank  you  very  much,  Mr.  Dobson, 
it's  people  like  yourself  that  have  made  it  possible  for  me  to  serve. 
I've  been  privileged.  I've  had  the  privilege  of  serving  in  various  ca- 
pacities, going  back  to  right  after  the  war  as  a  juvenile  officer.  In 
fact,  I  was  recognized  in  that  dim  period  of  time  and  was  named 
chief  juvenile  probation  officer.  That  gave  me  my  introduction  to 
what  the  world  was  like. 

It  was  an  experience  and  it  was  a  privilege.  I  felt  the  least  I 
could  do  would  just  be  to  bear  witness  to  the  experience.  Then  I 
had  the  privilege  of  working  for  the  public  housing  authority,  in 
San  Antonio,  which  had  been  beset  with  very  heavy  argumentation 
and  bitter  opposition.  I  was  involved  in  the  expansion  program  be- 
tween 1950  and  1953,  and  that  was  a  tremendous  experience. 

All  I've  been  doing  is  actually  just  rendering  witness  and  trying 
to  be  faithful  to  the  primary  reason  why  I  feel  justified  in  calling 
myself  a  Representative,  and  in  being  faithful  to  the  Oath  of  Office. 
Actually,  there  is  no  power  that  we  really  have  except  for  the  voice 
and  the  vote. 

So  I've  made  ample  use  of  both,  beginning  when  I  was  elected 
to  the  city  council.  That's  where  I  learned  that  I  liked  what  I  call 
legislative  advocacy.  I  don't  think  I've  done  anything  heroic.  Hous- 
ing, yes,  because  in  my  earliest  memories  there  were  really  very 
sad  and  dismal  events. 

I  watched  people,  even  relatives,  die  of  tuberculosis,  and  I 
watched  my  mother  give  me  a  pint  of  milk  every  morning  to  take 
to  this  cousin  across  the  creek.  That  cousin  lived  in  a  dirt-floored 
shack,  with  a  common  drinking  fountain  for  about  11  families. 
That  shack  was  in  my  city. 
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Of  course,  that  was  the  Depression.  But  those  are  memories  that 
are  etched  and  engraved  forever  and  a  day.  For  me  to  forget  them 
and  to  say  that  "Gee,  things  haven't  been  improved,"  would  be  to 
be  a  false  witness. 

That's  why  I  say,  we'll  always  have  the  problems.  You  know,  it's 
like  during  the  1950's,  and  the  civil  rights  struggle.  I  remember 
when  I  was  on  the  city  council  and  that  issue  first  came  up  in 
1954.  I  was  the  only  one  voting  no,  and  whatnot.  I  remember  the 
leaders,  that  would  come  to  San  Antonio,  saying,  "Well,  freedom 
isn't  free,"  and  there  is  a  profound  sentiment  expressed  in  that 
very  simple  phrase. 

Mr.  DoBSON.  That's  right. 

Chairman  GrONZALEZ.  Freedom  isn't  free. 

Mr.  DoBSON.  Not  at  all. 

Chairman  Gonzalez.  And  it's  never  won  permanently.  Each  gen- 
eration has  to  win  it  on  its  own. 

Mr.  DoBSON.  That's  right. 

Chairman  GoNJ^LEZ.  And  we  have  very  serious  dangers  con- 
fronting this  country  that  I  can't  even  get  a  discussion  from  the 
people  in  charge,  like  the  Chairman  of  the  Federal  Reserve,  the  ex- 
ecutive branch.  The  most  vital  thing  of  all,  which  is  the  danger 
that  our  currency  can  be  devalued,  is  never  discussed.  It's  lost  its 
value. 

The  dollar,  in  the  last  15  years,  has  lost  two-thirds  of  its  value, 
as  compared  to  the  Japanese  currency,  the  yen,  and  the 
deutschmark.  Now,  in  the  meanwhile,  the  Europeans  have  gotten 
together  and  they  have  advanced  their  European  monetary  system 
and  their  European  currency  unit  which  right  now  is  worth  over 
$1.30. 

Now,  what  I  can't  convey  is  the  extreme  danger  we're  in  because 
of  our  tremendous  debt  overbuild  on  the  government  level,  on  the 
private  corporate  level,  and  on  the  private  personal  level.  We're  the 
only  country  that  has  ever  had  the  privilege  of  paying  its  debts  in 
its  own  currency.  We're  the  only  one,  but  we  can  lose  that,  if  the 
dollar  is  replaced  as  the  international  currency  unit.  It  has  to  a 
large  extent  been  replaced.  If  you  read  the  financial  journals  and 
the  quotations  in  the  European  markets,  you'll  see  that  they're 
made  not  in  dollars  but  in  ECUs  [European  Currency  Unit].  Now, 
all  it  would  take,  in  my  opinion,  and  I  hope  I'm  wrong,  is  for  the 
dollar  to  be  replaced. 

I  hoped  I'd  be  wrong  when  I  voted  against  the  Legislative  Reform 
Act.  I  was  hoping  I'd  be  wrong  when  I  voted  against  the  Budgetary 
Reform  Act,  but  unfortunately,  the  events  are  here.  It's  the  same 
thing  now. 

What  does  it  mean  if  the  dollar  is  effectively  replaced?  It  doesn't 
take  much.  There  is  no  reason  why  the  Group  of  Six  or  Seven,  in- 
cluding Japan  where  the  financial  center  of  things  is  now — as  of 
September  16,  1985,  the  center  of  financial  power  left  the  United 
States  and  has  been  in  Tokyo.  Just  like  in  1932,  it  went  from  Lon- 
don to  New  York. 

We  were  the  only  creditor  nation  in  World  War  I,  and  we  were 
a  debtor  nation  until  1914,  but  on  September  16,  1985,  we  became 
a  debtor  nation  again  for  the  first  time  since  1914.  This  is  a  reason 
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that  I  oppose  the  phony  panaceas  and  nostrums  like  Gramm-Rud- 
man-Hollins.  They  were  phony  from  the  word  go,  and  I  resented  it. 

But  today,  what  does  it  mean?  It  means  that  if  the  dollar  has 
lost  its  value,  it  would  be  devalued  for  the  first  time,  and  this  debt 
would  have  to  be  paid  back  in  somebody  else's  currency. 

What  does  that  mean?  It  means  the  United  States  has  lost  its 
economic  and  financial  leadership  and  freedom.  So  I  worry  about 
those  things.  And  how  do  they  translate  to  you?  In  a  very  direct 
way.  What  are  your  costs  if  you  build?  Has  the  cost  of  labor  gone 
down? 

Have  the  cost  of  materials  gone  down  as  compared  to  5  years 
ago?  I  don't  think  so.  It's  the  same  thing  in  living.  You  just  go  to 
the  grocery  store  with  your  neighbors  and  talk  to  the  folks;  they'll 
tell  you.  People  are  very  straight.  The  people  are  way  ahead  of  our 
leadership,  and  see,  they  know,  they  sense. 

Every  time  I  hear  somebody  say,  "You  know,  the  people  wouldn't 
understand,"  I  turn  around  and  say,  "Wait  a  while.  What  were  you 
and  I  before  we  were  in  public  office?  Weren't  we  part  of  the  peo- 
ple? Were  we  dumber  then?  I  don't  think  so."  But  you  have  that 
transformation.  Power  does  strange  things  to  the  mind. 

And  as  I  see  it,  you  talk  to  the  people  in  the  grocery  store  and 
they'll  tell  you  what's  going  on.  "Hey,  Henry,  where  are  we  going 
to  go?"  They're  not  paying  less  for  groceries  than  they  were  10 
years  ago.  They're  paying  more.  They're  not  paying  less  for  light, 
gas,  and  water.  The  utilities  are  going  up,  they're  not  going  down. 
Rents  aren't  going  down.  They  are  still  going  up.  That's  the  real 
cost  of  living. 

Why?  The  share  of  stock  that  we  have  in  our  government,  which 
is  that  dollar  bill  that  you  have  in  your  pocket,  has  lost  value  and 
it  does  not  purchase  what  it  used  to,  and  that  translates  up  and 
down  the  line  from  groceries  to  steel,  to  copper  and  everything  else. 
So  I  don't  know,  but  I  still  have  a  lot  of  faith. 

I  think  we're  going  to  have  to  pay  a  social  cost  that  is  tragic.  You 
can't  do  to  people  what  we've  done  to  some  Americans  without  hav- 
ing social  disequilibrium.  It  isn't  that  I  feel  I've  done  anything.  I 
just  want  to  be  true  to  what  I've  been  given  the  privilege  to  witness 
live  and  kicking.  I  try  not  to  deceive  myself.  Ajnd  in  a  democracy 
why  should  any  man  be  praised  for  doing  that  which  his  Oath  of 
Office  says  he  ought  to  do  anyway. 

I'm  very  grateful  because  I  know  that  in  politics  you  are  in  the 
most  active  of  human  endeavors,  and  you're  not  going  to  have  a 
consensus.  Mr.  Dobson,  whenever  I  get  a  bouquet,  I  take  it  out  and 
frame  it. 

Mr.  Dobson.  You  deserve  it,  Congressman. 

Chairman  Gonzalez.  Thank  you  very  much.  You  all  make  it  pos- 
sible, and  it  helps  all  of  the  Members.  They  are  great  Members.  We 
all  have  different  backgrounds  and  even  age.  When  I  talk  about  the 
Depression,  I  look  around  and  say,  "Well,  wait  a  while,  this  young 
man  is  only  36  years  of  age.  He  doesn't  know  what  I'm  talking 
about.  It  doesn't  ring  the  same  bell." 

When  I  was  a  juvenile  officer  and  I'd  counsel  a  little  kid  who  had 
no  father  and  had  never  known  a  father,  and  whose  poor  mother 
worked  in  a  bar,  or  in  a  hotel,  I'd  wonder  what  to  talk  to  him 
about,  "family  values"  or  "your  parents?"  If  I  used  the  word  "fa- 
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ther,"  it  didn't  mean  the  same  thing  as  in  my  world.  I  was  privi- 
leged to  have  a  unified  family.  So  it's  the  same  situation  here. 

You  know,  how  can  I  relate  to  a  young  man  who  has  never,  never 
had  to  worry  about  making  that  paycheck  stretch  to  the  end  of  the 
month  to  pay  for  either  the  rent  or  the  mortgage,  or  maybe  a  dress 
for  the  wife,  or  a  pair  of  shoes  for  the  kids? 

But  those  of  us  that  grew  up  during  the  Depression  have  no  ex- 
cuse for  forgetting,  no  matter  what.  So  thank  you.  The  subcommit- 
tee will  stand  adjourned  until  tomorrow  morning  at  10  o'clock. 

Incidentally,  we'll  have  a  continuation  of  these  hearings  because 
I've  set  a  date  to  mark  up  H.R.  3838,  and  get  it  out  of  the  full  com- 
mittee, get  it  on  the  House  floor,  and  get  it  to  the  Senate.  They  are 
going  to  have  problems  over  there  for  other  reasons.  I  make  sure 
that  the  President  gets  an  extension  of  these  acts  for  him  to  sign. 

The  Members  are  equally  committed;  they  are  just  in  a  different 
way,  but  no  less  than  I  am.  We  can  work  with  them.  You  help  us 
because  you  give  us  the  living  testimony  and  information  that  en- 
ables us  to  legislate  knowledgeably.  That's  the  only  purpose  we 
have  for  having  any  kind  of  hearing,  whether  it's  this  oversight,  or 
whether  it's  investigatory. 

So  many  times  we  are  confused  as  being  prosecutorial  or  judicial 
bodies.  Well,  we're  not.  I've  repeated  that  constantly  since  I  became 
chairman  of  not  only  this  subcommittee  but  the  full  committee. 
Anyway,  thank  you  very  much. 

Mr.  DoBSON.  Thank  you. 

Chairman  Gonzalez.  The  committee  will  stand  adjourned  until 
tomorrow  morning  at  10  o'clock. 

Ms.  Payne.  Thank  you. 

Ms.  Crystal.  Thank  you. 

Mr.  Flores.  Thank  you. 

[Whereupon,  at  1:45  p.m.,  the  hearing  was  adjourned.] 


H.R.  3838;  HOUSING  AND  COMMUNITY 
DEVELOPMENT  ACT  OF  1994 

(PUBLIC  HOUSING  AND  SECTION  8  HOUSING  ASSISTANCE 

PAYMENTS  PROGRAM) 


THURSDAY,  MARCH  17,  1994 

House  of  Representatives, 

Subcommittee  on  Housing 
AND  Community  Development, 
Committee  on  Banking,  Finance  and  Urban  Affairs, 

Washington,  DC. 

The  subcommittee  met,  pursuant  to  notice,  at  10  a.m.,  in  room 
2128,  Rayburn  House  Office  Building,  Hon.  Henry  B.  Gonzalez 
[chairman  of  the  subcommittee]  presiding. 

Present:  Chairman  Gonzalez,  Representatives  Waters,  Klein, 
Barrett  of  Wisconsin,  Velazquez,  Roukema,  Bereuter,  and 
Knollenberg. 

Chairman  GrONZALEZ.  The  subcommittee  will  please  come  to 
order. 

We  have  a  substantial  list  of  witnesses.  We  have  two  panels  this 
morning,  and  the  House  changed  its  schedule  and  is  opening  now 
at  10  o'clock,  and  we  are  liable  to  face  some  interruptions  for  votes 
on  the  House  floor.  So,  every  member  has  received,  in  strict  accord- 
ance with  the  rules,  proper  notice  with  a  full  week's  notice.  And  I 
have  never,  ever,  since  I  have  been  Chair,  tried  to  impose  my  judg- 
ment as  to  what  a  member  should  have  as  his  priority. 

But  given  the  history  of  this  subcommittee,  where  it  reached  the 
point  where  it  is  actually  impossible  to  handle  adequately,  just  two 
or  three  Congresses  ago,  where  all  at  one  time,  all  but  four  mem- 
bers of  the  full  committee  were  on  this  subcommittee.  It  became  at- 
tractive ever  since  the  1970's  when  the  grant  programs  began  to 
come  across  the  horizon  and  then  there  was  a  lot  of  action  by  Mem- 
bers to  get  on  this  subcommittee.  I  finally  had  to  ask  the  Steering 
and  Policy  Committee  and  the  Democratic  caucus  to  amend  the 
rule,  whereby  no  subcommittee  could  be  more  than,  at  first,  70  per- 
cent of  the  full  committee  and  then  finally  60  percent.  But  still  we 
had  all  but  four  members  of  the  full  committee,  yet  when  we  called 
a  meeting  we  were  lucky  if  we  could  get  a  quorum  for  a  while. 

There  are  other  reasons  that  will  contribute  to  that  that  I  won't 
go  into.  But  at  this  point  it  is  necessary  to  proceed  expeditiously 
because  this  is  a  year  in  which  we  have  very  limited  legislative 
workdays.  It  is  an  election  year.  There  is  no  question  that  the  Con- 
gress would  adjourn  before  the  first  week  in  November.  And  then 
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given  the  breaks  in  the  summer  and  the  holidays,  it  leaves  us  rel- 
atively numbered  workdays. 

Yet,  this  is  a  year  that  every  one  of  the  Affordable  Housing  Pro- 
grams that  the  Congress  has  in  its  wisdom  provided  over  the  years, 
must  be  renewed  and  extended  or  they  will  expire  by  the  end  of 
the  fiscal  year.  So  it  is  necessary  that  we  proceed.  We  still  have 
to  work  the  subcommittee — on  the  subcommittee  level,  then  the  full 
committee,  then  out  of  the  House,  and  then  we  have  the  Senate  to 
contend  with.  And  we  just  don't  know  what  this  year  will  bring. 

So,  I  am  sorry  that  we  have  to  start  this  late  this  morning,  but 
I  intend  to  expedite  the  hearing  out  of  respect  for  the  witnesses 
that  have  traveled  many  miles  to  be  here.  As  I  said,  every  member 
has  had  notice  in  accordance  with  the  rule,  even  more  tnan  the  1 
week  prescribed  in  the  rule.  So,  I  apologize  to  the  distinguished 
members  of  the  panels  that  have  answered  our  call.  Your  testimony 
is  very  important. 

I  have  set  a  target  date  for  the  markup  on  this  subcommittee 
level,  and  full  committee,  and  out  of  the  House.  And  I  intend  to 
keep  that  target.  Of  course,  alone  I  can't  do  it.  I  have  to  have  the 
majority  of  the  members  of  the  subcommittee.  This  is  why  I  like 
this  work.  One  alone  doesn't  do  anything.  You  have  to  join  others 
and  you  have  to  match  your  wits  and  your  aspirations  with  that 
of  the  others  from  other  parts  of  the  country. 

This  morning's  hearing  is  the  continuation  of  the  hearings  on  the 
substantive,  noncontroversial  extension  of  these  laws  and  programs 
known  as  H.R.  3838.  And  it  is  necessary  that  we  obtain  your  testi- 
mony and  we  want  to  thank  you  in  advance  for  having  answered 
our  invitation. 

I  am  going  to  ask  that  my  opening  prepared  statement  be  placed 
in  the  record  at  this  point. 

[The  prepared  statement  of  Chairman  Gonzalez  can  be  found  in 
the  appendix.] 

The  witnesses  that  the  very  able  staff  has  put  together,  and 
again  a  limited  staff,  represent  all  the  major  housing  organizations 
with  any  kind  of  an  interest,  direct,  immediate,  or  remote  in  public 
housing  and  section  8.  We  have  had  your  help  before  and  we  thank 
you  again. 

The  first  panel  consists  of  Mr.  Robert  L.  Armstrong,  president  of 
the  National  Association  of  Housing  and  Redevelopment  Officials, 
headquartered  here  in  DC;  Ms.  Barbara  Burgo,  resident  of  the  Gil- 
pin Court  Housing  Development  of  Richmond,  Virginia;  Ms.  Andrea 
Duncan,  president  of  the  Council  of  Large  Public  Housing  Authori- 
ties, and  the  executive  director  of  the  housing  authority  of  Louis- 
ville, Kentucky;  Mr.  J.  Richard  Parker  H,  executive  director,  Ath- 
ens, Greorgia  Housing  Authority,  on  behalf  of  the  Public  Housing 
Authorities  Directors  Association,  also  headquartered  here  in  DC; 
and  Mr.  John  Hiscox,  executive  director,  Macon,  Georgia  Housing 
Authority,  on  behalf  of  the  Georgia  Association  of  Housing  and  Re- 
development Authorities.  And  if  you  take  your  place  at  the  table, 
we  will  proceed,  and  as  the  members  arrive,  we  will  proceed 
expeditiously. 

What  happens  here  when  we  have  this  kind  of  hearing,  as  it  hap- 
pened yesterday,  the  members  of  the  second  panel  have  to  sit  here 
all  morning  and  finally  at  about  noon  time  they  get  recognized.  It 
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is  unfair,  but  nevertheless,  that  is  one  of  the  reahties  of  the  proce- 
dures. Even  though  yesterday's  witnesses,  the  first  panel,  were  ex- 
ceedingly succinct  and  had  excellent,  most  helpful  testimony,  they 
did  it  in  record  time.  It  still  was  not  possible  after  the  question  pe- 
riod to  get  to  the  second  panel  until  afternoon. 

Your  testimony  will  be  placed  in  the  record  exactly  as  you  gave 
it  to  us  in  writing.  So  I  would  offer  the  suggestion  that  if  it  is  pos- 
sible for  you  to  summarize,  and,  therefore  reduce  the  time  of  the 
presentation,  it  will  be  most  helpful,  and  would  tend  to  provide  a 
little  bit  fairer  opportunity  for  the  second  panel.  We  will  also  ad- 
vise you  that  your  testimony,  and  the  package  accompanying  the 
pertinent  statutory  matters  ahead  of  us,  is  before  every  member  of 
this  subcommittee  and  they  will  be  reading  it. 

Members  who  are  not  present  have  what  to  them  are  legitimate 
reasons  for  giving  something  else  priority.  Perhaps  it  is  that  budget 
amendment  that  is  going  on  on  the  House  floor,  perhaps  something 
else.  But  nevertheless,  they  will  have  access  to  this  material.  And 
I  am  sure  that  as  a  member  finds  himself  or  herself  able  to  be 
here,  they  will.  Mr.  Knollenberg. 

Mr.  Knollenberg.  Thank  you,  Mr.  Chairman.  I  will  be  very 
brief.  I  do  want  to  thank  the  testifiers  for  coming  in  this  morning. 
I  particularly  want  to  thank  Robert  Armstrong,  an  individual  who 
has  worked  very  hard  to  bring  about  some  of  the  reforms  and  has 
been  very  innovative  in  the  process  and  I  wanted  to  salute  him.  I 
hope  and  suspect  that  much  of  the  discussion  this  morning  will,  ob- 
viously, focus  on  rent  reform. 

As  many  of  you  know,  last  March  I  introduced  H.R.  2957,  the 
Rent  Reform  and  Empowerment  Act  of  1993.  Its  purpose  was  to 
stimulate  debate  over  the  perverse  disincentives  which  public  hous- 
ing residents  face  when  considering  gainful  employment  and  in 
that  regard,  I  think  it  was  very  successful.  As  we  gather  today  at 
this  point  there  are  some  six  different  proposals  out  there  and 
there  may  be  others  brewing. 

But  now  the  time  has  come  to  move  away  from  the  concepts  and 
talk  about  proposals  in  the  harsh  light  of  budgetary  reality.  I  think 
it  is  important  to  note  that  this  is  not  a  Democrat  or  Republican 
issue.  HUD  has  embraced  it.  The  Republican  Conference  included 
it  in  their  welfare  reform  package.  Rent  reform  is  simply  common 
sense.  And  I  believe  that  will  carry  the  issue  a  long,  long  way. 

Again,  I  look  forward  to  the  testimony.  I  am  glad  to  see  every- 
body here  today  and  thank  you,  Mr.  Chairman,  for  allowing  me  to 
make  those  comments. 

Chairman  Gk)NZALEZ.  Thank  you,  Mr.  Knollenberg. 

Mr.  Armstrong,  we  will  recognize  you  as  the  leadoff  witness. 

STATEMENT  OF  ROBERT  L.  ARMSTRONG,  PRESIDENT,  NA- 
TIONAL ASSOCIATION  OF  HOUSING  AND  REDEVELOPMENT 
OFFICIALS,  WASHINGTON,  DC 

Mr.  Armstrong.  Thank  you,  Mr.  Chairman  and  members  of  the 
panel.  I  will  make  my  remarks  very  short,  Mr.  Chairman,  because 
Congressman  Knollenberg  has  already  given  things  that  I  wanted 
to  say  about  rent  control. 

There  is  a  ground-swell  consensus  growing  that  the  time  has 
come  for  rent  reform  in  our  Nation's  oldest  housing  program,  the 


152 

Public   Housing  Program.   HUD  has  proposed  a  good  beginning, 
which  is  included  in  your  bill  and  has  been  passed  by  the  Senate. 

Representative  Roukema  has  proposed  rent  reform  in  legislation 
she  recently  introduced  and  Representative  Knollenberg  also  has  a 
bill  to  achieve  rent  reform  in  public  housing. 

Rent  reform  is  part  and  parcel  of  welfare  reform  efforts  to  reward 
work  and  reduce  dependency  on  Federal  programs  by  low-income 
families.  It  is  the  right  thing  to  do  and  has  therefore  attracted  bi- 
partisan support. 

Currently,  the  working  poor,  those  who  have  jobs  and  earned  in- 
come which  is  less  than  80  percent  of  the  median  area  income  of 
the  locality,  are  penalized  by  rent  increases  whenever  their  in- 
comes rise.  Rent  reform  would  enable  those  families  to  remain  in 
HUD-assisted  housing  while  accumulating  savings. 

During  that  time,  the  working  poor  contribute  to  an  income  mix, 
serve  as  role  models,  and  provide  stability  within  low-income  hous- 
ing developments. 

Each  of  us  at  this  table  representing  the  3,400  local  housing 
agencies,  which  house  close  to  800,000  public  housing  families,  are 
all  in  agreement  that  rent  reform  must  be  a  part  of  a  housing  reau- 
thorization bill  this  year. 

Our  differences  are  simply  ones  of  degree  and  scope  of  coverage. 
What  we  mean  by  rent  reform  is  not  counting  for  purposes  of  rent 
some  or  all  earned  income  of  people  who  work;  freezing  the  rent  for 
a  time;  and  ceiling  rents  which  cap  the  amount  a  resident  pays,  re- 
gardless of  the  resident's  income. 

The  purpose  is  to  enable  the  working  poor  to  use  their  wages  for 
other  important  necessities  like  shoes  for  their  kids,  doctor  visits 
when  necessary,  savings  to  buy  a  car  to  go  to  work  or  savings  for 
college  costs. 

NAHRO,  I  believe,  proposes  the  broadest  rent  reform.  We  think 
that  both  public  housing  residents  and  families  who  live  in  the  pri- 
vate market  with  section  8  rental  assistance  ought  to  be  able  to 
benefit  through  rent  reform.  They  are  both  in  the  same  income 
group. 

NAHRO  members  think  that  not  only  the  newly  employed,  but 
those  who  currently  have  jobs  and  live  in  HUD-assisted  housing 
should  also  benefit  from  rent  reform.  We  also  believe  that  youth 
and  young  adults  who  are  not  heads  of  households,  but  who  con- 
tribute to  the  family  support  through  their  jobs  should  have  a  sub- 
stantial portion  of  their  earned  income  not  counted  for  rent  pur- 
poses. Most  of  these  young  people  have  part-time  jobs,  which  do  not 
pay  that  much  in  the  first  place. 

Those  in  job  training  and  family  self-sufficiency  programs  like- 
wise should  not  be  penalized  by  rent  increases  due  to  program- 
related  income  or  stipends.  We  believe  that  rent  increases  should 
be  phased  in  for  a  period  up  to  5  years  to  ease  the  transition  for 
these  wage-earning  families.  And  finally,  the  amount  of  earned  in- 
come excluded  for  rent  calculation  purposes  should  not  result  in  a 
zero  rent  with  a  negative  rent  payment  to  the  resident  by  the  local 
housing  authority.  This,  we  feel,  is  counterproductive  to  the  pur- 
poses of  rent  and  welfare  reform. 

In  the  private  rental  market,  the  rent  doesn't  go  up  simply  be- 
cause one's  income  goes  up.  Rather,  rents  are  set  based  on  the  loca- 
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tion,  size,  amenities,  and  market  in  which  the  unit  is  located.  We 
think  the  same  approach  would  work  well  for  low-income  families. 
We  want  to  strengthen  families  in  every  possible  way.  We  want  to 
give  them  job  skills,  education,  health  care,  child  care,  and  other 
bits  of  "economic  lift,"  as  Secretary^  Cisneros  calls  it,  which  will  en- 
able them  to  become  fully  productive  members  of  our  society. 

We  and  they  want  to  end  their  dependency  on  Federal  programs 
as  quickly  as  possible.  The  Congress  has  begun  that  process  by  ex- 
panding the  Earned  Income  Tax  Credit  for  working  poor  families 
and  it  is  embarking  on  an  ambitious  legislative  agenda  for  univer- 
sal health  care  and  welfare  reform.  These  rent  reform  proposals  go 
hand  in  hand  with  those  other  legislative  initiatives. 

President  Clinton,  in  his  campaign  book,  "Putting  People  First: 
How  We  Can  All  Change  America,"  said  he  wanted  to  end  welfare 
as  we  know  it.  He  said  he  wanted  to  and  I  quote,  "eliminate  foolish 
regulations  that  discourage  people  receiving  income  maintenance 
from  saving.  It  is  a  travesty  that  people  on  welfare  who  want  to 
do  right  by  themselves  and  their  families  can't  because  the  govern- 
ment won't  let  them."  End  of  quote. 

The  current  rent  rules  for  public  housing  and  section  8  housing 
are  among  those  foolish  regulations  that  this  subcommittee  needs 
to  change.  And  we  hope  that  you  will.  We  believe  that  rent  reform 
in  some  form  will  be  good  for  the  residents  of  public  housing,  be 
good  for  the  staffs  of  public  housing,  and  be  good  for  America. 

Thank  you  very  much  for  the  opportunity  to  be  here,  Mr. 
Chairman. 

[The  prepared  statement  of  Mr.  Armstrong  can  be  found  in  the 
appendix.] 

Chairman  GONZALEZ.  The  leadoflf  witness  that  was  originally  list- 
ed was  our  fellow  Congresswoman,  Ms.  Brown  from  Florida,  and 
we  proceeded,  pending  her  arrival.  Congresswoman  Waters  has 
now  announced  she  is  here  so  that  we  will  not  displace  the  mem- 
bers of  the  panel. 

Ms.  Brown,  why  don't  you  just  take  this  place  here,  and  since 
Mr.  Armstrong  has  completed  his  statement,  we  will  recognize  you 
and  you  can  use  that  mike  to  present  your  testimony. 

STATEMENT  OF  HON.  CORRINE  BROWN,  A  REPRESEP^ATIVE 
IN  CONGRESS  FROM  THE  STATE  OF  FLORIDA 

Ms.  Brown,  Mr.  Chairman,  thank  you  for  your  patience  and  I 
want  to  apologize  for  this  morning's  confusion.  There  is  a  person 
I  would  like  to  introduce  from  Jacksonville,  who  coordinates  our 
Children's  Home  Society  and  Boys  and  Girls  Club  Program  in  Jack- 
sonville public  housing  projects. 

Mrs.  Gregory,  would  you  please  stand  up? 

Thank  you. 

I  appreciate  the  opportunity  to  appear  before  the  subcommittee 
and  I  would  like  to  request  that  my  written  testimony  be  submitted 
for  the  record  at  this  time. 

Chairman  GONZALEZ.  Certainly,  without  any  objection,  it  will  be 
presented  in  the  record  at  this  point  as  you  presented  it  to  us  fol- 
lowing your  oral  testimony. 

Ms.  Brown.  Thank  you.  The  Children's  Home  Society  and  the 
Boys  and  Girls  Club  Program,  which  are  in  their  second  year  of  op- 
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eration,  are  funded  by  the  city  of  Jacksonville.  If  this  combined  pro- 
gram continues,  the  mayor  of  Jacksonville,  Mayor  Ed  Austin,  be- 
lieves that  it  can  be  successful  in  its  long-term  goal  to  alleviate  the 
growing  crime  and  drug  problem  inherent  in  all  our  cities  and  has 
the  potential  to  improve  the  quality  of  life  for  inner-city  residents. 

I  would  like  to  cite  some  statistics  that  show  the  success  of  this 
combined  program.  The  statistics  from  the  Jacksonville  sheriff's  of- 
fice have  shown  a  31-percent  drop  in  arrest  rates  while  this  pro- 
gram has  been  in  effect.  There  has  also  been  a  39-percent  decrease 
in  assaults,  a  40-percent  drop  in  sexual  assaults,  and  a  44-percent 
decrease  in  robberies. 

We  would  request  an  authorization  of  $1.8  million  for  the  com- 
bined program.  It  is  a  match  program  and  these  Federal  dollars 
would  allow  many  of  the  city  agencies  to  continue  to  participate. 
As  I  stated  before,  this  is  the  second  year  of  this  program  and  we 
think  it  is  the  kind  of  pilot  program  that  we  can  duplicate  through- 
out this  country,  Mr.  Chairman.  Thank  you  again  for  this  oppor- 
tunity to  speak  before  the  subcommittee. 

[The  prepared  statement  of  Hon.  Corrine  Brown  can  be  found  in 
the  appendix.] 

Chairman  GrONZALEZ.  Well,  thank  you  very  much  Congress- 
woman.  I  understand  the  person  you  introduced  is  a  housing  offi- 
cial in  Jacksonville?  Why  don't  you  come  to  this  lower  mike  here, 
and  give  your  name  and  title  so  that  the  reporter  can  get  it 
correctly. 

Ms.  Gregory.  My  name  is  Leora  Gregory,  chief  of  the  Child 
Services  Division  of  the  city  of  Jacksonville.  We  work  with  housing 
and  HUD.  We  have  been  quite  successful  with  these  three  pro- 
grams in  our  housing  areas  and  we  are  looking  to  bring  these  pro- 
grams to  scale,  and  extend  to  other  housing  others  that  are  in  need 
of  comprehensive  social  services. 

Chairman  Gonzalez.  So  you  are  the  city  of  Jacksonville  Child 
Services  Administrator? 

Ms.  Gregory.  Yes,  sir,  I  am,  chief  of  Children's  Services. 

Chairman  Gonzalez.  And  you  work  in  conjunction  with  the  local 
housing  authority? 

Ms.  Gregory.  Yes,  I  do,  we  work  cooperatively.  We  collaborate 
with  them  in  these  three  areas  and  other  areas,  but  these  happen 
to  be  our  premier  projects. 

Chairman  Gonzalez.  Ms.  Brown,  this  funding  that  you  referred 
to,  what  is  the  source?  You  said  it  was  matching  funds,  but  what 
is  the  Federal  source? 

Ms.  Brown.  It  is  a  HUD  demonstration  project. 

Chairman  Gonzalez.  Oh,  yes,  OK,  all  right. 

Ms.  Brown.  And  the  city  of  Jacksonville  contributes  and  also  the 
Jacksonville  sheriff's  office. 

Chairman  Gonzalez.  I  see.  Well,  I  want  to  compliment  you  and 
Ms.  Gregory  for  your  innovative  and  seminal  approach.  That  is 
what  it  is  going  to  take.  You  have  to  have  the  local  cooperative  in- 
terests on  the  various  levels  and  every  community.  And  I  think  the 
leadership  offered  by  a  Member  of  Congress  is  indispensable.  And 
I  wanted  to  compliment  you. 

In  order  to  avoid  having  to  submit  something  in  writing  later,  we 
probably  can  get  the  subcommittee  staff"  to  talk  to  your  staff  in 
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order  to  see  where  we  are  in  our  authorization  levels  so  HUD  can 
continue. 

Ms.  Brown.  I  would  greatly  appreciate  this,  Mr.  Chairman. 
Thank  you  so  much,  you  are  so  gracious. 

Chairman  Gonzalez.  Certainly.  Are  there  any  plans  to  expand 
this  program? 

Ms.  Gregory.  We  would  like  to  expand  this  program  with  avail- 
able funds,  yes,  because  we  feel  like  we  have  been  quite  successful 
in  the  2  years  that  we  have  been  in  operation. 

Ms.  Brown.  Before  we  started  this  program,  these  projects  were 
drug  havens  and  we  have  really  been  able  to  clean  up  these  areas 
and  have  had  a  very  cooperative  atmosphere.  We  have  placed  cops 
on  the  beat  in  these  neighborhoods.  The  public  school  system  is 
also  involved.  We  have  after-school  programs  for  the  kids.  We  have 
counseling.  It  is  really  amaizing  what  you  can  do  when  you  pool 
your  resources  and  work  together. 

Chairman  Gonzalez.  That  is  true.  I  don't  know  if  other  members 
have  questions  they  may  wish  to  ask  now.  We  will  be  submitting 
some  in  writing.  Some  of  the  other  members  have  given  us  notice 
that  they  may  have  additional  questions. 

[The  information  referred  to  can  be  found  in  the  appendix.] 

I  know  that  the  only  thing  I  request,  conceivably  want  as  we  go 
to  marking  up  the  Authorization  bill,  can  be  handled  on  a  staff 
level.  We  will  also  keep  you  abreast  of  what  the  authorization  lev- 
els are  and  then  more  importantly  what  the  Appropriation  Com- 
mittee finally  does,  so  that  whatever  plans  you  base  locally  on  a 
matching  basis,  you  can  be  assured  that  there  will  be  some  funds 
from  this  Federal  level. 

Ms.  Brown.  Thank  you,  Mr.  Chairman.  Thank  you. 

Chairman  Gonzalez.  Thank  you.  Does  any  member  wish  to  ask 
any  questions?  Thank  you  again,  Congresswoman.  I  know  that  you 
have  a  full  schedule. 

Thank  you,  Ms.  Gregory.  We  will  proceed  with  our  second  panel- 
ist, Ms.  Burgo,  who  is  a  resident  of  the  Gilpin  Court  Housing  De- 
velopment in  Richmond.  And,  as  I  understand  it,  you  are  the  single 
head  of  household  and  you  found  employment  and  enhanced  your 
income  and  found  your  rent  increased.  We  are  anxious  to  have  your 
testimony. 

STATEMENT  OF  BARBARA  BURGO,  RESmENT,  GILPIN  COURT 
HOUSING  DEVELOPMENT,  RICHMOND,  VA 

Ms.  Burgo.  Thank  you  for  inviting  me  here  to  discuss  the  finan- 
cial problems  I  confront  as  a  resident  of  public  housing  and  a  work- 
ing parent  of  three. 

Chairman  Gonzalez.  Could  you  get  closer  to  the  mike. 

Ms.  Burgo.  My  name  is  Barbara  Burgo  and  I  have  lived  in  the 
Gilpin  Court  Public  Housing  Development  in  Richmond,  Virginia, 
since  1991.  I  am  on  the  executive  board  of  Gilpin  Court's  Tenant 
Council,  which  represents  2,600  residents.  I  have  three  children  of 
whom  I  am  exceedingly  proud;  an  18-year-old  daughter  about  to 
graduate  from  high  school,  a  16-year-old  son  in  the  ninth  grade, 
and  an  8-year-old  daughter  in  elementary  school. 

My  older  daughter  has  recently  been  inducted  into  the  National 
Honor  Society  and  has  a  3.9  grade  point  average.  My  son  works 
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part  time  as  a  teen  leader  and  mentor  to  other  teenagers  in  a  pro- 
gram operated  by  the  housing  authority.  The  children  are  proud  of 
the  T-shirt  business  they  began  last  year  which  made  them 
$20,000  in  that  year's  time.  My  youngest  daughter  is  a  straight  A 
student  at  Carver  Elementary  School. 

As  for  myself,  I  have  completed  a  GED  Program  in  May  so  I  have 
a  high  school  equivalency  degree.  And  I  am  planning  to  enroll  in 
a  local  community  college  to  get  a  degree  in  social  work.  I  worked 
most  of  my  life,  at  least  since  the  age  of  14.  When  I  first  moved 
into  public  housing  in  1991,  I  worked  as  a  waitress  for  F.W. 
Woolworth's. 

My  annual  income  was  $7,000  a  year.  The  rent  I  paid  in  Gilpin 
when  I  was  employed  was  $168.  I  lost  my  job  because  the  day  care 
provider  for  my  youngest  child  would  not  pick  up  from  the  Gilpin 
area  because  of  its  location.  I,  therefore,  had  no  day  care  for  my 
child  and  had  to  give  up  my  job. 

I  applied  for,  and  received.  Aid  to  Families  with  Dependent  Chil- 
dren, food  stamps,  and  Medicaid.  For  almost  2  years,  in  1991, 
through  1993,  these  public  assistance  programs  kept  me  and  my 
familv  afloat.  My  reduced  income  reduced  the  rent  to  $43  per 
montn.  During  that  time,  I  enrolled  in  a  9-month  leadership  train- 
ing course  at  Gilpin,  sponsored  by  a  number  of  corporate  employers 
in  Richmond.  There  were  2  classes  of  18  women  who  lived  at  Gilpin 
and  other  Richmond  public  housing  sites. 

The  leadership  training  taught  us  conflict  resolution,  media  rela- 
tions, networking,  and  agreeable  disagreeing,  among  the  other 
skills.  During  this  time,  I  applied  for  a  position  with  Friends  Asso- 
ciation, a  local  nonprofit  organization  which  operates  a  day  care 
and  a  social  service  center.  After  waiting  almost  1  year,  I  finally 
got  a  job  as  a  social  work  assistant  at  the  center.  My  new  job  pays 
me  $408  every  2  weeks  after  taxes  and  I  have  begun  to  save  for 
some  of  the  necessities  which  me  and  my  children  have  put  off  for 
so  long. 

The  downside  of  that  is  that  my  rent  tripled  as  a  result  of  my 
increased  income  to  $279  per  month.  That,  combined  with  the  sud- 
den loss  of  both  Medicaid,  health  insurance,  and  food  stamps  was 
very  hard  to  adjust  to. 

My  food  stamps  had  been  worth  $279  each  month.  Now,  I  find 
myself  with  two  teenagers  eating  me  out  of  house  and  home, 
spending  about  $400  each  month  on  food.  I  realized  how  much  the 
food  stamps  helped  with  my  basic  living  expenses  when  I  had  to 
go  to  the  grocery  store  to  try  to  stretch  my  hard-earned  dollars.  I 
realized  how  frivolous  I  had  been  in  the  past  with  food  stamp  pur- 
chases. 

After  I  pay  the  rent  of  $279,  that  leaves  me  about  $137  for  every- 
thing else.  If  any  of  you  have  schoolage  children,  you  know  how  ex- 
pensive they  can  be.  For  example,  my  son's  French  class  just  took 
a  school  trip  to  Baltimore.  The  bus  cost  was  $20  plus  the  cost  of 
lunch  once  he  got  there,  which  I  simply  didn't  have.  I  borrowed  it 
from  my  mother.  Thank  goodness  for  grandma. 

Another  necessity  which  most  people  take  for  granted  is  the  tele- 
phone. I  can't  afford  one.  It  has  taken  me  1  year  to  save  up  enough 
money  to  have  the  phone  service  turned  on.  Believe  me,  my  chil- 
dren and  I  have  looked  forward  to  this  past  Monday,  the  15th  of 
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the  month,  for  a  long  time  because  it  is  when  I  get  paid  and  I  fi- 
nally have  enough  to  turn  the  phone  on.  My  son  says  the  phone 
will  improve  his  social  life.  With  two  teenagers  I  may  not  get  to  use 
it  very  much,  but  at  least  I  will  be  able  to  be  connected  to  the  real 
world. 

The  loss  of  Medicaid,  once  I  became  employed,  was  a  shock  to  us. 
The  minute  you  get  a  job  you  lose  your  Medicaid  benefits  which 
meant  my  three  children  were  without  health  insurance  for  4 
months  before  my  employment  picked  them  up.  During  this  time, 
my  son  injured  his  hand  at  a  high  school  football  game.  It  required 
eight  stitches  and  a  trip  to  the  emergency  room.  The  hospital  bill 
was  $279.  I  didn't  have  the  money  at  the  time  and  I  said  I  would 
pay  them  in  installment  payments  over  several  months,  but  the 
hospital  insisted  upon  a  payment  right  away  or  else  they  would 
garnish  my  wages.  The  place  where  I  work  has  a  policy  of  termi- 
nating any  employee  whose  wages  are  garnished. 

It  was  like  a  vicious  circle.  I  found  out  that  Medicaid  would  cover 
the  cost  because  it  had  occurred  within  a  grace  period  after  we 
were  taken  off  of  the  Medicaid.  The  hospital  bill  was  paid  and  I 
didn't  lose  my  job.  My  son's  hand  healed,  but  it  was  still  scary. 

It  was  especially  hard  on  my  children  when  I  became  reem- 
ployed. They  thought  all  of  our  problems  would  be  over,  that  they 
could  have  the  clothes  they  wanted,  we  could  go  out  to  eat  or  to 
a  movie  and  that  they  wouldn't  have  to  live  so  close  to  the  table 
anymore,  always  counting  our  pennies.  But,  in  fact,  the  income  I 
earned  after  taxes,  rent,  food,  and  health  care  costs  is  almost  less 
than  when  we  were  on  public  assistance. 

There  are  times  when  I  think  I  did  much  better  on  lesser  income 
through  public  assistance  programs.  Taxes  weren't  deducted.  The 
rent  remained  steady,  and  my  children  had  health  care  coverage. 
The  food  costs  seemed  to  be  more  manageable  with  food  stamps. 

What  I  am  trying  to  tell  you  here  is  that  it  is  not  easy  being  a 
low-income  wage  earner  in  today's  world.  I  am  trying  to  get  ahead 
by  keeping  a  steady  job,  raising  my  children  right,  and  seeing  that 
they  have  at  least  a  few  of  the  clothes  and  outside  activities  that 
their  peers  do  and  pursuing  my  own  career  path  toward  a  degree 
in  social  work.  There  are  lots  of  other  mothers  in  the  same 
position. 

It  would  certainly  help  if  you  could  see  that  we,  at  least  get  a 
break  on  the  rent,  when  we  are  out  there  earning  a  living  and  try- 
ing to  get  ahead.  Thank  you  for  letting  me  speak  to  you  today. 

[The  prepared  statement  of  Ms.  Burgo  can  be  found  in  the 
appendix.] 

Chairman  Gonzalez.  Thank  you  very  much. 

Mrs.  Roukema. 

Mrs.  Roukema.  Thank  you,  Mr.  Chairman.  I  just  asked  for  this 
moment.  I  must  tell  you  and  the  panel  that  business  on  the  floor 
over  at  the  House  floor  kept  me  from  the  introductions,  but  since 
Ms.  Burgo  has  specifically  addressed  one  of  the  problems  that  my 
own  New  Jersey  group  addressed  at  a  breakfast  meeting  this  morn- 
ing, I  wanted  to  acknowledge  the  New  Jersey  group  that  is  here, 
and  I  believe  that  they  have  made  very  great  strides  in  identifying 
an  agenda  for  us  and  focusing  on  the  real  issues  and  problems,  es- 
pecigilly  as  Ms.  Burgo  has  outlined  them  for  us. 
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Would  our  New  Jersey  people  like  to  stand  up  and  be  acknowl- 
edged. We  have  a  large  group  here  today.  Thank  you. 

Thank  you,  Mr.  Chairman. 

Chairman  Gonzalez.  Thank  you.    " 

Our  third  witness  is  Ms.  Andrea  Duncan,  president  of  the  Coun- 
cil of  Large  Public  Housing  Authorities  and  the  executive  director 
of  the  Housing  Authority  of  Louisville,  Kentucky. 

STATEMENT  OF  ANDREA  DUNCAN,  PRESmENT,  COUNCIL  OF 
LARGE  PUBLIC  HOUSING  AUTHORITIES,  AND  EXECUTIVE 
DIRECTOR,  HOUSING  AUTHORITY  OF  LOUISVILLE,  KY 

Ms.  Duncan.  Thank  you,  Mr.  Chairman  for  inviting  the  Council 
of  Large  Public  Housing  Authorities  to  testify  today.  We  are  grate- 
ful to  you  for  your  special  leadership  in  public  housing  and  to  Mrs. 
Roukema  and  your  other  colleagues  for  their  support.  Your  efforts 
have  been  rewarded. 

Several  large  public  housing  authorities  have  moved  off  the  trou- 
bled list  and  40  are  now  high  performers.  We  are  encouraged  that 
the  Cisneros  Public  Housing  team  is  calling  upon  the  industry  it- 
self for  a  major  direction  in  the  reinvention  process. 

As  leader  of  the  working  group  of  high  performing  housing  au- 
thorities I  am  hoping  that  the  Department  will  be  embracing  our 
suggestions,  one,  that  the  high-performing  PHAs  represent  a  low 
risk  for  the  Department;  that  they  have  proven  competence  and  as 
such  should  be  automatically  released  from  all  regulatory  require- 
ments that  have  to  do  with  how  they  run  the  business;  that  they 
be  allowed  to  keep  the  dollars  saved  from  release  from  these  costly 
bureaucratic  requirements;  and  that  they  serve  as  laboratories  for 
developing  new  models  of  public  housing  service  delivery. 

To  the  extent  that  statutory  changes  are  necessary  to  implement 
such  a  bold  new  direction,  we  hope  that  Congress  will  be  support- 
ive of  these  and  all  other  initiatives  to  relieve  us  of  excessive 
bureaucratic  micromanagement.  We  applaud  and  support  the 
Housing  and  Community  Development  Act  of  1994,  H.R.  3838  as 
very  progressive  legislation. 

There  are  also  important  features  in  H.R.  3838  introduced  by 
Mrs.  Roukema  we  hope  will  become  law. 

First,  H.R.  3838  is  a  welcome  rejection  of  HUD's  startling  and 
disabling  cuts  for  public  housing.  Simultaneous  with  an  overall  in- 
crease for  the  Department,  HUD  shrinks  the  public  housing  budget 
by  $1  billion  below  current  appropriations  and  would  provide  just 
over  80  percent  of  the  needed  operating  support. 

We  urge  you  to  authorize  $3.3  billion  for  operating  subsidies  that 
we  firmly  believe  is  necessary  for  decent  public  housing.  You 
should  also  know  that  there  is  no  backlog  in  modernization  that 
warrants  the  proposed  reductions.  Housing  authorities  are  spend- 
ing 85  percent  of  their  funds  in  just  over  3  years  after  receipt  from 
HUD  and  that  is  a  commendable  rate. 

The  hundreds  of  us  who  are  even  with  the  pipeline  should  not 
be  penalized  for  the  few  who  are  stuck  in  it.  Nor  should  our  resi- 
dents be  punished  who  are  awaiting  better  housing. 

To  step  back  from  current  mod  levels  would  undermine  the  fine 
reform  that  you  made  in  the  National  Affordable  Housing  Act. 
Close  to   10,000  jobs  would  be  lost  from  the  modernization  and 
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severely  distressed  cuts.  Jobs  are  essential  to  the  revitalization  of 
our  inner  cities. 

I  was  encouraged  last  June  when  I  testified  before  you  on  the 
Public  Housing  Development  Program.  I  hope  you  recall  the  suc- 
cessful scattered  site  housing  from  Louisville  which  shows  how 
public  housing  helps  revitalize  inner-city  neighborhoods. 

The  Development  Program  is  yet  to  be  reinvented,  but  should  re- 
main as  an  effective  local  resource  for  creating  affordable  housing 
and  a  most  basic  strategy  in  mitigating  homelessness. 

The  merger  of  the  Certificate  and  Voucher  Programs  is,  however, 
reinvention  at  its  best.  We  refer  you  to  our  November  testimony  be- 
fore this  subcommittee  for  more  detail  on  that.  We  do  point  out 
that  if  our  Development  Program  is  to  be  eliminated,  that  properly 
funded,  long-term  project-based  assistance  becomes  an  essential 
tool  for  the  creation  of  low-income  housing  to  meet  replacement  re- 
quirements as  we  weed  out  inhumanely  designed  and  overbuilt 
family  developments. 

Community  Partnerships  Against  Crime  [COMPAC]  builds  nicely 
on  the  Public  Housing  Drug  Elimination  Program  and  we  salute 
the  Secretary  for  his  initiative  here. 

We  suggest  that  the  statutory  language  in  H.R.  3838  be  clarified 
to  overcome  shortcomings  of  the  current  Drug  Elimination  Pro- 
gram, both  that  of  erratic  awarding  of  grants  and  the  lack  of 
multiyear  funding.  HUD  notes  that  85  percent  of  the  murder  and 
robbery  crime  is  in  large  housing  authorities. 

CLPHA  urges  that  not  less  than  75  percent  of  the  funds  be 
awarded  to  these  housing  authorities  proportionate  to  their  number 
of  units.  Without  that,  we  could  see  again  what  happened  last  year. 
Authorities  in  major  cities,  Akron,  Albany,  Baltimore,  Cleveland, 
Columbus,  Miami,  Harrisburg,  Louisville,  Memphis,  New  Haven, 
New  Orleans,  and  Washington,  DC,  received  no  funds  while  many 
monies  did  go  to  small  agencies.  Louisville  got  nothing  but  docu- 
mented more  drug  activity  than  all  the  other  Kentucky  drug  grant 
winners  together.  To  distribute  funds  on  a  per  unit  basis  is  to  ig- 
nore why  the  drug  grants  came  to  be:  Mounting  big-city  crime. 

To  underscore  my  colleagues  here  today,  rent  reform  would  be 
the  greatest  incentive  for  our  residents  to  get  and  to  keep  jobs. 
CLPHA  suggests  at  the  very  least  reforming  the  pre- 1981  10  per- 
cent earned  income  deduction  in  calculating  rent.  Working  families 
such  as  we  just  heard  deserve  no  less.  No  method  of  reform  is  sim- 
pler, fairer,  or  less  bureaucratic. 

For  severely  distressed  public  housing,  authors  of  the  HOPE  VI 
legislation  hoped  to  see  that  program  treated  by  HUD  as  a  unified 
program,  free  of  the  individual,  obstructive  program  rep^ulations, 
handbooks,  and  practices  which  have  hampered  past  eflmrts.  Yet, 
HUD  is  still  struggling  to  kick  its  old  habits. 

We  welcome  the  efforts  of  Mrs.  Roukema  and  cosponsors  of  H.R. 
3838  to  streamline  section  34  of  the  Housing  Act  and  H.R.  3838 
proposed  improvements.  However,  broader  reforms  and  deregula- 
tion are  called  for. 

Last,  our  greatest  disappointment  is  that  elderly  residents  in 
public  housing,  unlike  their  affluent  contemporaries  in  private 
housing,  continue  to  face  the  burden  of  living  with  single  persons 
generations  younger  who  often  suffer  serious  mental  impairments. 
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Headline  stories  continue  to  pop  up  throughout  the  Nation  about 
assaults  of  all  kinds.  Fears  mount  among  these  old  persons  who 
should  be  granted  peace. 

A  year-and-a-half  after  the  Housing  and  Community  Develop- 
ment Act  of  1992  intended  to  solve  the  program,  HUD  has  pro- 
posed regulations  that  are  found  wanting  by  virtually  all.  Poor 
elderly  are  just  as  entitled  as  those  well  off  to  live  separate  from 
the  young,  be  they  disabled  or  not.  Some  30  percent  of  the  elderly 
are  themselves  disabled.  The  issue  is  not  disability,  but  age. 

Our  members  respect  the  desirability  of  offering  disabled  resi- 
dents a  choice  of  living  environments,  but  likewise  we  wish  to  offer 
our  elderly  residents  a  choice,  that  of  living  with  young  people  or 
not,  which  is  absolutely  legitimate  and  legally  proper.  We  urge  the 
subcommittee  to  revisit  this  issue.  No  relief  for  our  elderly  is  in 
sight. 

We  again  thank  you,  Chairman  Gonzalez,  for  the  spirited  and  in- 
formed advice  that  you  have  given  to  the  residents  and  agencies  of 
public  housing.  We  think  that  your  bill  represents  progress  for  all 
and  we  look  forward  to  working  with  the  subcommittee  to  advance 
further  recommendations  regarding  it. 

[The  prepared  statement  of  Ms.  Duncan  can  be  found  in  the 
appendix.] 

Chairman  GoNZAl^z.  Thank  you  very  much,  Ms.  Duncan. 

Mr.  Hiscox.  Did  I  pronounce  that  right? 

Mr.  Hiscox.  Yes,  you  did,  sir,  and  I  think  you  win  a  prize.  You 
are  the  first  person  in  the  world  to  get  it  right  the  first  time.  I  am 
genuinely  amazed. 

Chairman  Gonzalez.  When  you  have  a  good,  old-fashioned 
American  name  like  mine,  you  have  no  problems. 

STATEMENT  OF  JOHN  HISCOX,  EXECUTIVE  DIRECTOR, 
MACON,  GEORGIA  HOUSING  AUTHORITY,  ON  BEHALF  OF 
THE  GEORGIA  ASSOCIATION  OF  HOUSING  AND  REDEVELOP- 
MENT AUTHORITIES,  INC. 

Mr.  Hiscox.  Thank  you,  Mr.  Chairman,  sir,  and  thank  you  most 
particularly  for  the  chance  to  appear  before  you  today.  I  would  like 
to  discuss  rent  reform. 

Rent  reform  has  been  our  sole  legislative  priority  for  the  past  2 
years.  This  is  because  we  believe  that  rent  reform  is  far  and  away 
the  most  important  housing  policy  initiative  on  the  table  today  sim- 
ply because  no  single  issue  has  as  much  power  to  improve  the  wel- 
fare of  the  families  we  serve,  and  the  communities  in  which  they 
live,  while  favorably  impacting  on  the  Federal  budget. 

We  have  presented  some  fairly  elaborate  written  testimony  to 
you  and  it  is  full  of  graphs  and  charts,  and  that  sort  of  thing.  But 
I  will  excerpt  very  briefly  from  it. 

I  would  like  to  speak  to  two  issues  within  it.  One  is  I  would  like 
to  outline  the  urgent  case  for  rent  reform,  and,  second,  I  would  like 
to  speak  to  the  expected  cost  and  savings. 

I  would  like  to  mention,  also,  that  I  am  accompanied  by  three 
residents  of  public  housing  in  Georgia  today.  And  they  are  but  a 
small  part  of  a  delegation  of  almost  50  public  housing  residents 
who  came  with  us  to  Washington.  The  other  40  some  odd  are  on 
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the  Hill  as  we  speak  visiting  Georgia  Congressmen  and  Senators 
to  talk  about  rent  reform. 

To  take  a  look  at  the  issue,  we  almost  have  to  begin  at  the  begin- 
ning, the  history  of  public  housing.  Historically,  in  fact,  for  most  of 
our  55-  to  60-year  history,  public  housing  was  a  strong  engine  for 
upward  mobility  for  low-income  families.  People  moved  in  and  got 
a  decent  place  to  live  and  they  got  to  their  feet  and  they  moved  up 
and  out. 

Some  of  America's  more  distinguished  citizens  grew  up  in  public 
housing,  but  beginning  in  the  late  1960's  and  culminating  in  the 
1980's,  a  series  of  legislative  changes  occurred  which  swapped  posi- 
tive incentives  for  negative  incentives.  The  net  impact  of  this  on 
families  is  devastating.  The  highest  marginal  tax  rate  in  the  Unit- 
ed States  is  not  paid  by  millionaires,  but  it  is  paid  by  poor  AFDC 
recipients  who  live  in  public  housing  who  have  the  temerity  to  go 
to  work. 

We  calculate  that  when  run  through  a  spreadsheet  with  Georgia 
welfare  law  that  the  marginal  tax  rate  is  effectively  120  percent. 
It  varies  some  from  State  to  State,  depending  on  the  welfare  level 
of  benefits,  but  in  many  States  it  is  much  higher. 

Representative  Roukema,  in  your  State,  for  example,  it  is  ap- 
proximately 137  percent.  This  is  the  steepest  tax  imaginable.  You 
go  to  work  and  earn  $1  and  you  wind  up  $1.37  worse  off.  I  doubt 
that  you  can  see  to  read  the  chart,  but  we  are  not  talking  about 
theory.  We  are  talking  about  measurable,  actual  dollars. 

The  example  that  we  have  from  Greorgia  shows  that  the  family 
that  goes  to  work  winds  up  104  cash  dollars  a  month  worse  off  by 
accepting  minimum  wage  employment.  Nor  does  it  get  significantly 
better  as  families  attempt  to  work  their  way  up  to  the  level  of 
$7.35  an  hour.  That  is  75  percent  above  minimum  wage  and  in 
Macon,  Georgia,  that  is  a  pretty  good  job.  However,  after  rent  in- 
creases you  are  still  iust  barely  pulling  level  with  AFDC.  The  im- 
pact on  working  families  is  unbelievable. 

What  generally  occurs  is  that  a  working  family  who  is  paid  once 
a  week  has  to  spend  two  of  their  four  weekly  paychecks  to  pay 
their  public  housing  rent,  often  going  without  food  and  other  neces- 
sities, as  Ms.  Burgo  said  just  a  minute  ago.  This  is  simply  because 
public  housing  rent  is  charged  based  on,  for  all  practical  purposes, 
gpross  income. 

If  the  impact  of  this  on  families  is  devastating,  the  impact  on 
neighborhoods  is  worse  still.  When  you  combine  an  extremely  large 
number  of  very  low-income  families  in  an  artificially  high  density 
environment  like  public  housing,  you  create  a  situation  in  which 
negative  social  outcomes  begin  to  feed  on  themselves.     • 

Please  understand,  we  strongly  believe  that  AFDC  families  are 
perfectly  capable  of  being  good  parents,  good  neighbors,  and  good 
citizens,  but  nevertheless  when  you  create  a  high  density  area  that 
has  no  one  but  AFDC  recipients  in  it,  you  compound  the  negative 
social  outcomes.  We  create  an  environment  that  in  many  cities  and 
in  many  public  housing  developments  that  represents  the  highest 
concentration  of  social  needs  and  social  problems  that  we  will  find 
anywhere  in  our  society  outside  of  a  walled  institution. 

The  cost,  of  course,  to  HUD,  and  to  the  government  for  this  is 
considerable.  A  lot  of  appropriations  we  have  asked  you  for  in  re- 
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cent  years  have  been  for  programs  to  help  us  cope  with  those  prob- 
lems. There  is  a  near  universal  agreement  that  this  needs  to 
change.  A  groundswell,  I  believe  Mr.  Armstrong  called  it. 

I  think  it  is  probably  turning  into  a  groundswell  that  is  about  7.2 
on  the  Richter  scale.  All  of  the  maior  public  housing  associations 
have  endorsed  rent  reform.  HUD  has  endorsed  rent  reform  and 
members  of  this  subcommittee  have  made  important  initiatives  in 
the  area  of  rent  reform.  All  of  these  things  are  worthy  of  consider- 
ation. 

GAHRA  has  coauthored  with  PHADA  a  position  paper  and  Mr. 
Parker  is  going  to  comment  on  the  specifics  of  their  legislative  rec- 
ommendations in  a  minute.  Suffice  it  to  say  that  successful  rent  re- 
form, that  is  rent  reform  that  is  going  to  make  a  difference  and 
cause  families  to  go  to  work,  will  have  to  contain  two  vital  ele- 
ments in  order  to  succeed. 

One  is  that  we  will  have  to  have  ceiling  rents  that  do  not  exceed 
the  fair  market  rent  for  that  apartment.  And  second,  there  will 
have  to  be  deductions  from  earned  income  to  enable  a  working  fam- 
ily to  have  their  income  counted  on  the  same  basis  as  unearned  in- 
come, to  level  that  playing  field. 

With  so  much  unity,  Mr.  Chairman,  what  is  the  problem?  Well, 
the  problem,  of  course,  that  we  keep  hearing  again  and  again,  is 
cost.  Rent  reform  is  going  to  be  expensive.  If  we  cut  anybody's  rent 
by  a  dime  it  is  going  to  cost  the  Federal  Treasury  a  fortune.  To  un- 
derstand the  problem  we  again  have  to  look  at  history. 

PFS  operating  subsidy,  which  we  ask  you  to  appropriate,  has 
been  running  amuck  for  the  last  decade.  If  you  take  a  look  at  the 
graph,  you  might  not  be  able  to  read  the  fine  print,  but  you  can 
certainly  see  the  shape  of  the  curve.  In  the  early  1980's,  when  the 
last  of  the  major  Federal  changes  affecting  rent  went  into  effect, 
that  is,  the  institution  of  the  30  percent  rent-to-income  ratio  and 
the  abolition  of  ceiling  rents,  there  was  indeed  an  immediate  sav- 
ings of  PFS  operating  subsidy. 

It  drops  very  radically  in  the  first  year.  And  for  the  next  three 
or  four,  we  had  a  very  slow  growth  of  about  2.5  percent  a  year,  less 
than  inflation.  And  so  far  it  looks  like  we  have  had  a  masterpiece 
of  Federal  policy  here.  Somebody  who  thought  this  up  should  get 
a  plaque.  But  it  masks  a  dark  undercurrent. 

What  is  happening  here  is  that  we  have  triggered  the  exodus  of 
the  working  poor  from  our  public  housing  developments.  We  were 
persecuting  them  out  of  our  neighborhoods.  The  reason  that  it  took 
5  years  to  take  effect  is  that  the  law  itself  provided  for  a  maximum 
10  percent  per  year  phase-in.  It  took  that  long  to  take  effect.  This 
process  was  complete  in  1986,  and  since  then  PFS  operating  sub- 
sidy has  grown  over  68  percent  in  the  last  5  years.  This  is  2.2 
times  inflation.  With  numbers  like  this,  it  is  obvious  that  doing 
nothing  about  rent  reform  is  killing  us.  The  most  expensive  option 
of  all  is  to  do  nothing. 

There  is  a  short-term  cost,  but  we  believe  that  it  is  small  and 
temporary.  It  is  a  great  deal  smaller  than  the  gains  of  a  decade  ago 
simply  because  it  affects  so  many  fewer  people.  The  working  poor 
have  exited  our  neighborhoods.  In  our  housing  authority  a  decade 
ago  we  had  1,000  wage  earners  and  we  are  now  down  to  370.  We 
had  approximately  half  of  our  residents  receiving  AFDC  or  other 
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government  transfer  payments.  It  is  now  up  to  91  percent.  Obvi- 
ously, more  rental  income  is  necessary  to  deal  with  subsidy 
problems. 

We  estimate  that  the  initial  one-shot  cost  for  all  of  the  rent  re- 
form measures  that  are  proposed  by  PHADA  is  approximately  $160 
million  the  first  year.  It  sounds  like  a  lot  of  money,  but  it  is  only 
4.5  percent  of  total  PFS  and  a  much,  much  smaller  fraction  than 
that  of  the  total  HUD  budget. 

Some  of  the  measures  that  have  been  proposed  are  ridiculously 
low  in  initial  costs.  For  example,  the  PHADA  proposal  says  that  we 
should  exempt  10  percent  of  the  earned  income  for  two-parent  fam- 
ilies. We  estimate  that  that  will  cost  one-tenth  of  1  percent  of  total 
PFS.  Once  families  begin  to  work,  serious  savings  start  to  roll  in. 
Again,  I  don't  expect  you  to  read  the  fine  print  from  that  distance, 
but  we  simply  tabulate  the  savings  to  the  Federal  Government  that 
occur  when  a  family  goes  to  work. 

We  have  a  comparison  of  two  different  scenarios  here,  one  at  the 
minimum  wage  level  and  the  other  at  $7.35  per  hour  level.  There 
is  significant  savings  here  from  FICA  paid,  from  higher  public 
housing  rent,  from  reduced  food  stamps,  from  the  elimination  of 
AFDC,  from  savings  of  not  paying  Medicaid.  We  give  proper  credit 
and  subtract  all  of  the  earned  income  credit.  The  net  effect  of  all 
of  these  is  to  save  the  government  $801  a  month  on  this  family. 

Now,  that  $801  a  month  is  balanced  against  the  cost.  That  cost 
is  the  windfall  in  lowered  rents  for  similarly  situated  families  that 
are  already  working.  That  windfall  in  lowered  rent  is  $44.  That  is 
the  cost  to  the  Federal  Government.  When  compared  to  the  savings 
of  $801  per  month,  there  is  a  ratio  of  18.2  to  1.  If  we  have  one  fam- 
ily that  chooses  to  go  to  work,  they  have  paid  for  the  windfall  low- 
ered rent  savings  for  18.2  families.  That  is  a  tremendous  savings 
to  the  Federal  Government. 

We  urge  a  serious  consideration  of  the  rent  reform  measures  be- 
fore you.  We  believe  they  will  lead  to  more  stable  families,  to  more 
youth  transitioning  to  self-supporting  adulthood,  increased  upward 
mobility,  reduced  fraud  (as  people  have  less  incentive  to  tell  us  lies 
about  their  income,  and  family  composition)  and  ultimately  to 
healthier  neighborhoods.  Thank  you  very  much. 

[The  prepared  statement  of  Mr.  Hiscox  can  be  found  in  the 
appendix.] 

Chairman  GrONZALEZ.  Thank  you  very  much.  And  let  me  point 
out  to  my  colleagues  that  in  the  prepared  statement  that  Mr. 
Hiscox  has  given  us  he  has  these  charts  available  to  you. 

We  recognize  Mr.  Parker  and  if  the  question  is  asked  why  do  we 
have  this  Georgia  domination,  it  is  very  interesting.  It  was  from 
the  State  of  Georgia  that  the  officials  first  brought  to  our  attention 
a  need  to  have  reform,  rent  reform. 

STATEMENT  OF  J.  RICHARD  PARKER  II,  EXECUTIVE  DIREC- 
TOR, ATHENS,  GEORGIA  HOUSING  AUTHORITY,  ON  BEHALF 
OF  THE  PUBLIC  HOUSING  AUTHORITIES  DIRECTORS 
ASSOCIATION,  WASHINGTON,  DC 

Mr.  Parker.  Thank  you  very  much.  And  as  executive  director 
from  Georgia,  we  appreciate  those  kind  remarks,  Mr.  Chairman.  I 
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am  glad  to  be  here  representing  the  Public  Housing  Authorities  Di- 
rectors Association. 

As  you  have  heard  in  some  detail  this  morning,  most  major  in- 
dustry groups  and  all  residents  agree  that  reform  of  the  public 
housing  rent  structure  is  imperative.  While  each  groups'  proposal 
may  differ,  we  are  all  united  in  urging  the  adoption  of  meaningful 
comprehensive  measures  during  this  session  of  Congress. 

Public  housing  authority  directors  daily  see  the  suffering  in- 
flicted by  unfair  rent  regulations  upon  our  residents  such  as  those 
so  ably  described  by  Ms.  Burgo.  This  is  what  motivates  us  to  bring 
this  issue  so  strongly  to  the  national  agenda. 

Here  we  would  like  to  thank  the  Georgia  Association  of  Housing 
and  Redevelopment  Authorities  for  their  gpround-breaking  work  on 
this  issue.  You  have  heard  Mr.  Hiscox  describe  the  mechanisms  by 
which  the  negative  incentives  built  into  the  public  housing  rent 
structure  discourage  residents  from  employment,  devastate  our 
neighborhoods,  and  skyrocket  the  Federal  subsidies  necessary  to 
provide  quality  housing  to  citizens  of  limited  income. 

I  would  like  to  outline  the  elements  of  our  legislative  proposals 
for  curing  a  seriously  sick  system. 

The  key  elements  of  successful  rent  reform  can  be  divided  into 
two  principal  areas:  Ceiling  rents  and  exclusions  from  earned  in- 
come. Ceiling  rents  are  the  first  major  components  of  the  PHADA/ 
GAHRA  proposals.  They  allow  wage  earners  to  build  savings  in 
preparation  for  a  transition  to  the  private  sector  and  in  addition 
they  help  retain  working  families  by  not  charging  rents  based  on 
income  that  exceed  the  actual  value  of  the  apartment. 

The  PHADA/GAHRA  bill  provides  three  alternatives  for  calculat- 
ing ceiling  rent  and  allows  the  public  housing  authority  complete 
discretion  regarding  which  individual  method  to  choose. 

The  first  method  is  the  current  HUD  model  based  on  debt  service 
and  operating  costs.  The  second  method  sets  the  ceiling  rent  at  the 
80th  to  90th  percentile  of  current  rent  being  paid  by  families  now 
residing  in  each  development.  This  approximates  what  persons  are 
now  willing  to  pay  for  such  units. 

Method  three  employs  the  section  8  rent  reasonableness  test. 
This  approach  sets  the  ceiling  rent  at  not  less  than  the  fair  market 
rent  determined  by  the  PHA  for  comparable  units  of  similar  size 
and  amenities.  The  PHA  may  set  different  rents  for  each  of  these 
developments.  This  recognizes  the  real  market  differences  between 
inner  city  and  suburban  neighborhoods. 

Ceiling  rents  would  be  adjusted  annually  and  must  be  increased 
when  more  than  25  percent  of  the  development  are  receiving  this 
benefit. 

Further  incentive  for  upward  mobility  would  be  provided  by  al- 
lowing a  family  to  receive  this  benefit  for  only  3  full  years.  Benefits 
would  then  be  phased  out  over  the  next  3  years  at  85  percent,  then 
65  percent,  then  a  40-percent  ratio. 

And  finally,  to  protect  families  who  fall  below  the  ceiling  rent  for 
12  months,  they  would  receive  a  new  3-year  time  period  followed 
by  the  phaseout. 

The  second  major  component  of  the  PHADA/GAHRA  legislative 
plan  is  to  exclude  portions  of  earned  income  from  the  rent  calcula- 
tion. This  would  help  approximate  net  income. 
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The  first  exclusion  is  a  fiat  20  percent  of  all  earned  income  and 
is  described  to  approximate  that  net.  Without  this  measure,  em- 
ployed residents  are  charged  rent  approaching  50  percent  of  their 
take-home  pay,  while  unemployed  residents  pay  rent  based  upon 
30  percent  of  their  income. 

The  GAHRA/PHADA  bill  offsets  the  mandatory  payroll  deduc- 
tions of  Federal  income  tax  withholding.  State  income  tax  with- 
holding, and  FICA,  thereby  resulting  in  a  fairer  rent  for  employed 
residents.  Rather  than  requiring  a  detailed  review  of  paycheck 
stubs  to  determine  net  income,  a  single  20  percent  exclusion  also 
has  the  advantage  of  administrative  simplicity. 

Next,  an  additional  10  percent  of  the  earned  income  from  two- 
parent  families  with  children  would  be  excluded  from  the  rent 
calculation. 

Studies  have  consistently  shown  that  children  from  single-parent 
families  are  at  greater  risk.  Unfortunately,  this  component  appears 
to  be  absent  from  all  other  legislative  proposals.  This  is  particu- 
larly unfortunate  since,  as  Mr.  Hiscox  has  alluded  to,  the  cost  of 
this  rent  reform  measure  is  negligible.  Two-parent  families  are  con- 
spicuously absent  from  public  housing. 

One  of  the  most  formidable  obstacles  faced  by  the  newly  em- 
ployed was  ably  described  by  Ms.  Burgo  and  that  was  the  loss  of 
medical  coverage  or  the  reduction  of  income  for  having  to  pay  for 
medical  insurance.  The  GAHRA/PHADA  bill  would  offset  this 
penalty. 

Health  insurance  premiums  and  out-of-pocket  health  care  costs, 
excluding  3  percent  of  income,  paid  by  the  resident  family  for  fam- 
ily members  not  eligible  to  receive  government  health  care  assist- 
ance are  excluded  from  the  rental  calculation. 

Finally,  this  proposal  would  encourage  family  stability  and  first 
time  employment  among  youth.  Youth  abandon  their  families,  quit 
their  jobs,  or  defraud  PHAs  rather  than  contribute  50  percent  of 
their  new  income  toward  their  parents'  rent.  Therefore,  all  income 
from  formerly  dependent  minor  children  would  be  excluded  from 
the  rent  calculation  from  ages  18  to  21. 

This  benefit  would  then  phase  out  over  the  next  3  years  in  the 
same  fashion  as  ceiling  rents.  Again,  the  cost  of  this  measure  is 
negligible  due  to  the  very  small  percentage  of  working  young  adults 
in  this  age  group  residing  in  public  housing. 

Now,  we  believe  that  these  proposals  provide  a  sound  framework 
for  reforming  public  housing  rents.  However,  there  are  elements  of 
several  other  plans  which  have  merit.  In  particular,  H.R.  3888,  for- 
mulated by  Representative  Roukema,  is  particularly  attractive  to 
our  membership.  It  effectively  deals  with  most  of  our  concerns  with 
only  two  real  differences. 

We  would  strongly  commend  careful  consideration  of  this  bill  to 
the  subcommittee.  However,  regardless  of  whatever  methodology 
used  to  achieve  rent  reform,  let  me  stress  two  important  points. 

First,  we  must  not  provide  half  the  cure  for  twice  as  many  peo- 
ple. You  should  not  remove  only  a  portion  of  the  malignancy  affect- 
ing public  housing  rents. 

Second,  the  details  of  any  rent  reform  plan  are  less  important 
than  the  results.  We  must  completely  remove  the  negative  incen- 
tives inherent  in  the  current  system.  If  persons  with  unearned  in- 
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come  remain  better  off  than  working  residents,  then  the  plan  will 
fail. 

An  example  of  this  is  one  of  my  own  residents  who  I  would  like 
to  just  briefly  stand  at  this  point,  Ms.  Judy  Jackson.  And  if  the 
subcommittee  at  some  point  would  like  to  ask  her  some  questions, 
I  am  sure  she  would  be  happy  to  answer  them. 

Ms.  Jackson  is  one  of  those  rare  individuals  who  represents  a 
two-person  head  of  household.  She  recently  obtained  part-time  em- 
ployment with  our  agency.  She  was  the  best  qualified  person  for 
the  job.  Unfortunately,  under  the  current  regulations,  and  without 
additional  deductions  for  two-parent  heads  of  household  and  real 
rent  reform,  she  is  working  for  us  for  free.  Yes,  you  heard  that 
right,  in  effect  she  is  working  for  us  for  free  because  nearly  every 
single  penny  that  we  pay  her  is  consumed  in  public  housing  rent 
back  to  our  housing  authority. 

Unless  we  do  something  about  these  kinds  of  situations  and  the 
situations  outlined  by  Ms.  Burgo,  we  will  have  failed  our  residents 
and  our  customers.  Public  housing  residents  will  not  seek  employ- 
ment without  sufficient  rent  reform  or  they  will  do  so  only  tempo- 
rarily and  we  will  waste  scarce  Federal  resources. 

In  conclusion,  if  our  society  owes  anything  to  public  housing  resi- 
dents beyond  shelter,  it  owes  them  a  reasonable  opportunity  to 
work  and  improve  their  own  lives.  These  proposals  would  establish 
a  new  public  housing  rent  structure  which  encourages  employment 
and  upward  mobility  without  penalizing  any  other  residents,  while 
at  the  same  time  decreasing  the  need  for  government  subsidy  to 
public  housing  operations. 

Please  consider  these  proposals  and  concepts  as  you  finalize  your 
Omnibus  bill.  We  look  forward  to  working  with  you  on  this  critical 
matter.  Once  again,  thank  you  for  the  opportunity  to  share  our 
views  before  this  subcommittee. 

[The  prepared  statement  of  Mr.  Parker  can  be  found  in  the 
appendix.] 

Chairman  Gonzalez.  We  have  got  to  proceed  as  rapidly  as  pos- 
sible, so  we  will  stick  and  adhere  rigorously  to  the  5-minute  rule. 

Your  testimony  as  given  to  us,  is  excellent,  very  fulsome  in  its 
documentation,  going  beyond  the  question  of  rent  reform.  I  just 
would  make  a  general  observation.  I  think  like  so  many  other 
things  in  our  country,  such  as  the  universal  annual  conscription 
service  law  that  in  the  later  developments,  beginning  with  the 
1950's,  the  Korean  war  and  then  the  1960's,  obviously,  became 
something  that  had  to  be  reformed.  But  it  wasn't  obvious. 

The  transition  was  not  that  obvious.  The  difference  being  that 
World  War  II,  as  well  as  World  War  I,  were  formed  on  the  basis 
of  a  formal  declaration  of  war  by  the  Congress.  And  there  are  other 
things  that  have  imperceptibly  grown  without  any  focusing  on  the 
problem.  And  that  is  the  same  with  public  housing. 

The  original  public  housing  families  were  broke;  they  were  not 
poor.  They  were  unified  families.  Remember,  this  was  before  1941 
and  you  had  very  few  or  a  small  percentage  of  a  female  work  force. 
You  had  this  family  unit  intact. 

I  am  sure  if  we  tracked  the  divorce  rates  it  is  a  dramatic 
difference. 
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I  became  a  Member  of  the  Congress  and  was  assigned  to  this 
subcommittee  32V2  years  ago,  and,  in  fact,  one  of  the  chairmen,  Mr. 
Bill  Barry  from  Philadelphia,  began  to  call  me  Mr.  Public  Housing, 
because  nobody  was  for  public  housing. 

Everybody  wanted  to  do  something  about  public  housing.  But  by 
the  time  we  got  around  to  the  1950's  and  the  1960's,  in  order  to 
qualify  for  public  housing,  you  had  to  have  all  the  problems  that 
any  family  could  have.  You  had  to  be  on  relief,  to  begin  with.  Then 
you  had  to  be  a  fractured  and  fragmented  family,  really,  and  then 
you  qualified  for  public  housing  because  those  were  families  that 
were  very,  very  poor. 

Finally,  we  are  coming  to  the  point  where  we  are  realizing  that 
you  have  to  have  some  adjustments  in  this  time-honored  formula. 
The  original  formula,  that  was  no  more  than  one-fifth  income 
should  be  paid  for  rent,  so  that  is  history. 

Mr.  Armstrong,  your  referral  to  the  President's  remarks  about 
welfare  are  some  of  the  things  that  I  am  very  critical  of  this  Presi- 
dent. It  sounds  good.  It  has  a  great  sound.  Three  times  and  you  are 
out.  Welfare  as  we  know  it  and  then  the  old  cries,  not  welfare, 
work  fare.  That  is  great.  Sounds  great.  But  that  is  not  the  problem. 
Welfare  is  not  the  problem.  The  problem  is  poverty. 

The  same  thing  with  crime.  My  gosh,  we  go  into  these  spasms. 
Crime,  we  have  got  to  do  something.  We  will  target  $10  billion.  We 
have  got  to  have  law  and  order.  No  society  in  mankind's  history 
can  have  law  and  order  until  you  first  have  law  and  justice.  Until 
you  have  law  and  justice,  you  will  not  have  law  and  order. 

So  where  does  that  leave  us?  Well,  Mr.  Hiscox,  I  think  your  pres- 
entation was  most  dramatic  and  the  fact  is  that  you  can  sum  it  up 
in  an  old  English  saying  that  says — and  that  applies  to  Ms. 
Burgo — a  poor  man's  shilling  is  a  penny.  The  poor  always  have  to 
pay  more. 

And  Ms.  Burgo  exemplifies  a  very  disturbing  factor  that  over  3 
years  ago  came  across  the  horizon  in  our  economic  situation,  and 
that  is  that  over  70  percent  of  our  families,  at  the  end  of  the 
month,  have  no  disposable  income.  I  have  gone  through  that  period 
in  my  own  lifetime.  It  was  not  through  necessity  though  it  was 
through  a  choice.  I  know  what  it  is  at  the  end  of  the  month  just 
not  to  have  enough.  So  with  that,  if  I  have  any  questions,  they  will 
be  mostly  staff  level  questions  to  extract  some  supplemental  statis- 
tical information  because  your  presentations  were  excellent. 

Ms.  Duncan,  you  can  rest  assured  that  I  worked  for  the  San  An- 
tonio Public  Housing  Authority  for  3  years  and  we  were  able  to  re- 
locate 454  families  by  evading  the  old  public  housing  agency  rules 
and  regulations.  And  so,  I  am  in  complete  sympathy. 

It  is  funny  how  the  people  who  talk  about  getting  the  govern- 
ment off  our  backs  are  the  ones  who  want  to  impose  more  govern- 
ment control  on  what  they  call  welfare  or  the  public  housing,  and 
I  have  never  been  enamored  with  the  PFS  magic  formula. 

Anyway,  Mrs.  Roukema. 

Mrs.  Roukema.  Thank  you,  Mr.  Chairman.  I  want  to  thank  this 
panel.  Your  testimony  has  been  extremely  helpful  and  particularly 
since  you  like  my  rent  reform  proposal,  so  I  appreciate  the  kind 
words.  It  may  not  be  perfect.  We  may  have  to  work  through  as  we 
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go  along.  But  I  do  appreciate  the  fact  that  you  are  in  support  of 
what  we  are  doing  here. 

And,  Mr.  Hiscox,  I  must  tell  you  that  we  will  go  over  the  docu- 
mentation you  gave.  If  true,  and  it  certainly  seems  to  be  true,  that 
it  is  exactly  a  case  of  unintended  consequences,  the  law  of  unin- 
tended consequences.  The  fact  that  we  reduced  the  subsidies  and 
had  the  concentration  of — or  rather  the  exodus  of  the  working  poor 
as  you  put  it.  And  I  think  we  will  have  to  pay  particular  attention 
to  that  and,  of  course,  our  biggest  concern  on  rent  reform,  aside 
from  what  it  does  in  principle  is  how  we  are  going  to  pay  for  it. 
So  we  will  be  looking  at  those  numbers. 

Ms.  Duncan  referred  to  an  issue  that  is  particularly  close  to  me 
and  that  is  the  problem  of  mixed  populations.  I  am  just  terribly 
distressed  and  have  been  working  to  reverse  that  and  get  the  regu- 
lations out  and  the  operations  so  that  we  can  deal  with  the  prob- 
lems of  the  elderly  in  both  elderly  housing  202,  as  well  as  the  pub- 
lic housing  problems. 

But  I  am  afraid  that,  you  know,  HUD  has  not  been  as  forthcom- 
ing as  they  should  be.  They  certainly  haven't  acted  promptly  the 
way  they  should.  And  I  am  still  looking  over  those  regulations.  I 
think  they  fall  seriously  short.  You  made  that  point. 

Can  any  of  you  give  us  any  more  direction,  because  I  am  just 
ready  to  make  it  another  crusade  to  do  whatever  we  can.  In  fact, 
our  Suspension  bill  next  week,  I  know  what  the  Senate  wants  to 
do  with  it  and  it  may  be  contradictory  to  what  we  want  to  do  in 
terms  of  solving  the  mixed  housing  problem. 

Ms.  Duncan.  We  would  be  happy  to  work  with  you  on  that 
crusade. 

Mrs.  ROUKEMA.  Does  anybody  have  any  recommendations  for 
me? 

Mr.  Parker.  PHADA's  position  on  this  is  that  you  ought  to  start 
over.  I  know  that  is  not  terribly  helpful,  but  we  have  filed  com- 
ments protesting  the  regulation  and  urging  the  Department  to 
withdraw  it  and  begin  the  regulatory  process  anew.  And  our  copy 
of  our  comments,  I  think,  was  forwarded  back  on  March  3.  We  still 
believe  that  you  can  get  equitable  and  workable  regulations  in  a 
short  time,  even  with  a  start  over.  But  PHADA's  official  position 
is,  it  is  unworkable  and  needs  to  be  begun  anew. 

Mrs.  RouKEMA.  Mr.  Armstrong,  yes? 

Mr.  Armstrong.  We  at  NAHRO  agree  with  what  he  said.  Our 
big  question  is  whether  you  want  to  have  housing  for  the  elderly. 
If  you  want  to  have  housing  for  the  elderly,  then  we  ought  to  have 
that.  If  you  are  going  to  mix  the  elderly  in  with  a  whole  bunch  of 
other  people,  then  it  is  just  not  housing  for  the  elderly.  And  when 
he  said  we  should  start  over,  that  is  not  a  bad  concept  because  we 
need  to  determine  if  we  are  going  to  have  housing  for  the  elderly. 
And  if  we  are  going  to  do  that,  let's  make  it  for  the  elderly. 

Mrs.  RouKEMA.  Let  me  go  over  your  recommendation  because  I 
am  not  going  to  stand  by  and  let  HUD  take  another  year  to  deal 
with  this.  I  think  we  ought  to  wage  some  revolt  in  Congress.  I  don't 
know  if  the  chairman  agrees  with  me  or  not.  I  know  that  there  are 
a  lot  of  other  Members,  particularly  freshmen  Members  of  Con- 

fress,  who  are  coming  to  me  on  a  regular  basis  because  they  are 
earing  from  the  folks  at  home  that  this  is  a  growing  problem. 
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Ms.  Duncan.  I  think  that  nonelderly  disabled  singles  should  be 
housed  with  other  nonelderly  singles.  That  is  one  solution  that  you 
could  provide. 

Mrs.  ROUKEMA.  I  should  have  always  taken  that  position.  Mr. 
Kleczka  and  I  have  worked  together  on  this  and  we  have  gotten 
this  far.  Thank  you  very  much.  I  appreciate  it. 

Chairman  Gonzalez.  I  believe  you  were  here  first,  Ms. 
Velazquez. 

Ms.  Velazquez.  Thank  you,  Mr.  Chairman.  I  want  to  first  thank 
you  all  for  your  outstanding  work  that  you  are  doing  on  behalf  of 
the  residents  in  public  housing.  And  it  seems  that  it  is  very  fash- 
ionable and  politically  correct  these  days  to  talk  about  health  care 
reform,  welfare  reform  as  we  know  it,  and  all  kinds  of  reform.  But 
to  me,  the  reality  is  that  the  government  has  done  everything  with- 
in its  power  to  keep  residents  in  public  housing  from  becoming  self- 
sufficient. 

And,  particularly,  I  would  like  to  really  go  ahead.  And  I  con- 
gratulate Ms.  Burgo.  I  was  very  moved  by  your  testimony.  As  a 
woman  of  color,  I  share  your  struggle  and  your  pain  and  my  con- 
stituents can  also  identify  with  your  testimony,  almost  80  percent 
of  my  district.  Your  story  is  their  story,  too. 

Ms.  Burgo,  I  think  that  my  colleagues  throughout  this  body 
should  also  hear  about  and  learn  from  your  history.  I  ask  that  you 
consider  coming  back  to  address  Congress  when  we  begin  consider- 
ation on  welfare  reform,  as  we  know  it.  I  think  that  we  have  a  lot 
to  learn  from  you.  Thank  you. 

Thank  you,  Mr.  Chairman. 

Chairman  Gonzalez.  Thank  you  very  much.  I  think  we  have  5 
minutes  before  we  have  to  vote.  Mr.  Bereuter. 

Mr.  Bereuter.  Thank  you,  Mr.  Chairman,  I  want  to  thank  all 
of  the  panel  for  their  testimony  and  give  a  special  welcome  to  Mr. 
Armstrong  since  he  is  a  Nebraskan.  Not  my  constituent  but  all  Ne- 
braskans  are  aware  of  his  achievements.  He  is  an  aggressive  inno- 
vator. Some  people  are  afraid  to  innovate  because  they  are  afraid 
of  being  wrong.  Mr.  Armstrong  rarely  is. 

I  remember  well,  Ms.  Duncan,  your  testimony  last  year.  It  stimu- 
lated me  to  go  and  try  to  put  together  a  reform  bill  on  one  aspect 
of  housing  reform,  public  housing  reform  and  that  is  the  construc- 
tion process.  And  so,  I  have  a  draft  bill  that  I  would  like  to  share 
with  all  five  of  you  for  your  reactions  after  the  hearing. 

I  need  to  go  to  address  100  Close-Up  kids  after  this,  so  I  may 
not  be  back  on  time.  But  one  of  the  keys  of  turning  over  more  dis- 
cretion, a  high  degree  of  discretion  of  what  are  called  high  per- 
former housing  authorities  would  be  to  tie  it  to  the  Public  Housing 
Management  Assessment  Program.  And  I  am  not  at  all  convinced 
that  that  is  an  adequate  management  system,  so  I  am  uncomfort- 
able in  tying  it  to  that.  And  so  I  would  like  your  comments  about 
what  I  can  tie  it  to  or  how  I  can  reform  the  PHMAP. 

And,  Mr.  Armstrong,  I  am  particularly  interested  in  your  sugges- 
tions, as  a  former  NAHRO  member  myself  a  long  time  ago,  but 
rent  reform,  as  I  am  in  all  those  comments  coming  forward.  And 
I  am  particularly  anxious  to  have  more  detail  from  you,  each  right 
now,  about  your  sharing  of  efficiency  management  savings.  Can 
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you  say  a  few  more  words  about  that  and  then  I  will  conclude  my 
questions  with  that  question. 

Mr.  Armstrong.  Sure,  I  will  give  you  an  example,  Congressman 
Bereuter.  In  1986,  when  we  took  over  the  Omaha  Housing  Author- 
ity, the  average  stay  in  Omaha  public  housing  was  7  years  and  3 
months.  The  average  stay  over  the  last  2  years  has  been  3  years 
and  4  months. 

We  have  been  able  to  do  that  by  having  a  program  designed  to 
help  people  get  out  of  public  housing  as  quickly  as  possible  in  a 
positive  way.  The  money  that  we  save  and  the  money  that  we  use 
directly  benefits  the  residents  by  being  able  to  use  that  money  to 
have  programs  designed  to  help  them  and  their  families  get  out  of 
public  housing  as  quickly  as  possible.  So  it  is  not  difficult  to  do. 

Public  housing  directors,  and  I  must  say  this,  are  probably  some 
of  the  best  managers  in  the  country.  Most  people  don't  realize  the 
difficulty  that  we  have  in  managing  public  housing  because  of  all 
these  rules  and  regulations  that  many  places  just  don't  make 
sense.  We  are  trying  our  best  to  work  on  our  residents  to  make 
sure  that  they  become  independent  as  quickly  as  possible  and  we 
are  asking  for  rules  and  regulations  that  will  allow  us  to  do  that. 

Chairman  GrONZALEZ.  The  subcommittee  will  stand  in  recess  to 
allow  the  members  to  record  their  vote  for  about  10  minutes.  Mr. 
Knollenberg,  will  you  have  questions? 

Mr.  Knollenberg.  I  will,  but  I  will  be  very  short. 

Chairman  GrONZALEZ.  OK,  we  will  come  back. 

[Recess.] 

Chairman  Gonzalez.  The  subcommittee  will  please  come  to 
order. 

Mr.  Knollenberg. 

Mr.  Knollenberg.  Thank  you,  Mr.  Chairman.  I  sincerely  appre- 
ciate the  extraordinary  testimony  of  all  of  you,  and  I  appreciate 
also  some  of  the  complimentary  language  that  you  had  in  your 
written  testimony  that  reflected  on  some  of  what  we  are  trying  to 
do  in  working  with  you.  And  I  just  wanted  to  assure  you  and  the 
chairman  and  this  group,  in  particular,  the  panelists,  that  we  will 
work  with  you,  from  my  perspective  and  with  the  ranking  member, 
Mrs.  Roukema,  to  achieve  what  it  is  that  you  sought  for  so  long. 

The  disincentives  were,  in  fact,  to  me,  a  revelation  when  I  first 
came  to  Congress  when  I  found  out  what  is  in  place,  what  the  ob- 
stacles are.  And,  Mr.  Hiscox,  you  referred  to  the  marginal  tax  rate 
which  is  not  paid  by  millionaires.  It  is  not  paid  by  members  of  the 
boards  of  America.  It  is  paid  by  people  in  public  housing  and  that 
astonished  me,  and  we  do  have  to  do  something  about  that.  There 
is  no  question  that  this  group  and  the  folks  in  the  audience  want 
to  do  something  about  reiorming  rent  reform. 

I  wanted  to  refer,  first,  to  Ms.  Burgo  in  regard  to  a  question  that 
has  to  do  with  the  people  that  she  works  with  in  the  position  that 
you  are  in  on  the  executive  board,  I  believe. 

Ms.  Burgo.  Of  tenant  council  or  my  employment? 

Mr.  Knollenberg.  Your  position  with,  I  think — ^it  is  called  the 
Gilpin  Court  Public  Housing 

Ms.  Burgo.  Tenant  council. 

Mr.  Knollenberg.  And  you  serve  on  the  executive  board  there. 
You  must  hear  fi^om  countless  people,  and  I  am  not  going  to  ask 
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you  how  many  people  you  hear  from,  but  you  do,  I  am  sure,  with 
some  2,600  residents,  about  this  problem  often,  do  you  not? 

Ms.  BuRGO.  Quite  a  few,  many  that  want  to  seek  employment. 
I  am  of  the  notion  that  public  housing  residents  want  to  be  viable, 
productive  people  in  society.  They  really  don't  want  to  just  sit  in 
the  system  and  take  from  that  system.  They  want  to  give  some- 
thing back,  given  the  incentive  to  give  back,  but  as  it  is  structured 
now  there  are  many  disadvantages  to  going  to  work. 

Mr.  Knollenberg.  The  case  you  gave  is  a  clear  example,  one  of 
the  best  that  we  can  point  to.  And  I  borrowed  from  information 
from  the  folks  in  Georgia  to  arrive  at  what  we  architected  and  we 
will  look  for  that,  obviously. 

I  have  a  question  now,  and  this  could  be  referred  to  anybody,  but 
from  this  testimony  we  have  got  to  do  something  about  the  income 
disallowance.  And  everybody,  I  think,  has  talked  about  that  to 
some  extent.  But  I  think  the  effects  of  ceiling  rents  are  not  quite 
as  clear.  And  I  don't  know,  could  somebody  in  the  group,  and  I 
don't  care  whom,  Mr.  Armstrong  or  Mr.  Hiscox,  refer  to  and  high- 
light some  of  the  effects  of  that? 

Could  you  briefly  do  that  for  me? 

Mr.  Hiscox.  Bob,  would  you  like  to  go  first? 

Mr.  Armstrong.  You  go  ahead,  I  will  yield  to  Georgia  since  you 
started  that. 

Mr.  Hiscox.  The  first  thing  that  people  need  to  realize  is  that 
ceiling  rents  by  themselves  are  not  the  only  needed  rent  reform. 
They  are  part  of  an  overall  rent  reform  package.  The  main  reason 
we  need  to  say  this  is  that  in  very  rare  exceptions,  by  any  method 
that  ceiling  rents  are  calculated,  minimum  wage  employment  at  40 
hours  a  week  or  $5  or  $6  an  hour  employment  is  not  going  to  put 
the  family  at  ceiling  rents. 

The  purpose  of  ceiling  rents  is  to  encourage  the  family  to  hang 
on  for  that  second  rung  in  the  ladder.  The  income  disallowance  gets 
you  out  of  AFDC  and  on  to  the  first  rung,  ceiling  rents  let  you 
make  that  second  step  to  the  $6  or  $7  an  hour  range  or  one  wage 
earner  at  minimum  wage  and  another  family  member  working  part 
time. 

When  you  get  on  that  point,  ceiling  rents  give  you  a  period  of 
time  to  get  used  to  paying  a  true  market  rent  so  that  you  can  suc- 
cessfully make  the  transition  to  private  sector  housing.  Particu- 
larly, it  lets  you  get  on  your  feet  long  enough  and  begin  savings 
if  you  want  to  become  a  homeowner. 

I  commend  the  last  several  administrations  at  HUD  on  their  new 
found  interest  in  homeownership,  but  if  we  can't  keep  people  in 
stable  employment  long  enough,  that  will  not  happen.  We  have  in 
our  group  a  number  of  people  who  pose  that  exact  same  scenario. 
They  want  to  move  out  of  public  housing,  but  they  can't  get  $10 
ahead  so  that  they  can. 

Mr.  Knollenberg.  Mr.  Armstrong,  would  you  like  to  add,  too? 

Mr.  Armstrong.  Yes,  first,  I  would  like  to  thank  you  for  the 
work  that  you  are  doing.  For  a  freshman  Congressman  to  have 
come  in  and  do  all  the  work  that  you  are  doing,  we  are  all  appre- 
ciative of  that.  We  are  trying  to  have  a  system  where  it  is  more 
advantageous  for  people  to  work  than  not  to  work;  that  those  peo- 
ple who  are  low  income  by  circumstances,  not  by  choice,  no  one 
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wants  to  be  poor,  have  an  opportunity  to  get  out  of  poverty  in  a 
way  with  dignity  and  respect. 

Any  system  that  does  not  allow  them  to  do  that  is  a  bad  system. 
And  what  we  have  today  is  a  bad  system.  The  rent  reform  that  we 
have  proposed,  forget  the  small  differences,  because  all  of  us  are 
really  on  the  same  track.  The  rent  reform  that  we  are  proposing 
would  allow  low-income  people  to  keep  some  of  their  earnings  to  be 
able  to  try  to  get  out  of  public  housing  in  a  positive  way  with  some 
dignity  and  that  is  what  all  of  this  is  about.  We  can  talk  about  the 
particulars,  but  the  bottom  line  is  that  we  want  people  to  have  an 
opportunity  to  succeed  in  America  like  other  Americans  do. 

Mr.  Knollenberg.  Well,  I  think  that  is  a  laudable  objective  and 
I  will  support  any  move  that  we  can  make  in  that  direction  to 
make  that  happen. 

Chairman  Gonzalez.  The  time  of  the  gentleman  has  expired.  We 
simply  have  to  push  on.  We  have  another  panel  of  three  that  still 
have  to  be  recognized.  And  I  wanted  to  give  Mr.  Klein  an  oppor- 
tunity, if  he  wanted  to  ask  a  question  or  two. 

Mr.  Klein.  Thank  you  very  much,  Mr.  Chairman.  I  want  to  com- 
mend you,  Mr.  Chairman,  and  the  ranking  member,  Mrs.  Rou- 
kema,  who  I  already  gave  accolades  to  earlier  today,  to  renew  those 
for  her  leadership  in  this  area.  I  will  be  very,  very  brief  and  simply 
say  that  I  strongly  believe  in  the  concept  of  rent  reform.  I  think 
it  is  extremely  important. 

I  know  many,  many  people  who  live  in  public  housing  projects, 
and  every  single  one  of  them  wants  to  work.  And  we  want  to  give 
them  the  opportunity  to  work  and  give  them  the  incentive  to  work, 
and  I  certainly  will  be  working  and  want  to  work  with  all  of  you 
to  achieve  that  goal. 

I  also  want  to  welcome  the  many  members,  many  people  from 
New  Jersey  who  are  among  the  New  Jersey  housing  and  develop- 
ment officials  who  are  here  today.  And  I  reinforce  what  I  said  ear- 
lier, that  I  am  there  to  work  with  all  of  you,  as  well.  Thank  you 
very  much,  Mr.  Chairman. 

Chairman  Gonzalez.  Thank  you,  Mr.  Klein. 

And  thank  you  very  much,  ladies  and  gentlemen,  for  your  very 
great  help,  and  you  will  receive  a  transcript  of  these  hearings  and 
there  may  be  some  questions  in  writing  that  will  be  submitted  by 
several  of  the  members.  So  thank  you  again  very  much. 

Our  next  panel  consists  of  Mr.  David  B.  Bryson,  who  has  long 
been  very  helpful  to  this  committee  and  subcommittee.  And  he  is 
the  deputy  director  of  the  National  Housing  Law  Project  based  here 
in  DC;  Mr.  Neil  Churchill,  president  of  the  National  Leased  Hous- 
ing Association,  also  based  here;  and  Ms.  Christina  L.  Garcia,  from 
my  hometown  of  San  Antonio,  who  is  the  vice  president  and  direc- 
tor of  operations,  Wildwood  Management  Group  based  in  San  Anto- 
nio, and  she  is  testifying  on  behalf  of  the  National  Multi  Housing 
Council  and  the  National  Apartment  Association,  based  in  Wash- 
ington, DC. 

So  thank  you  very  much,  once  again,  for  responding  to  our  call, 
and  we  will  recognize  you  in  the  order  that  I  introduced  you. 

Mr.  Bryson,  thank  you,  again,  for  helping  us.  You  have  been  of 
invaluable  assistance  to  this  subcommittee. 
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STATEMENT  OF  DAVID  B.  BRYSON,  DEPUTY  DIRECTOR, 
NATIONAL  HOUSING  LAW  PROJECT,  WASHINGTON,  DC 

Mr.  Bryson.  Grood  morning,  Mr.  Chairman  and  members  of  the 
subcommittee.  I  thank  you  for  this  opportunity  to  present  our 
views. 

I  am  from  the  National  Housing  Law  Project  and  at  the  project 
we  work  with  attorneys  from  all  parts  of  the  country  who  represent 
residents  of  public  housing,  tenants  who  are  participating  in  the 
Certificate  and  Voucher  Programs  and  other  HUD  Housing  Pro- 
grams. 

Many  of  the  points  that  I  will  make  today  are  based  upon  con- 
sultation with  those  attorneys  and  the  clients  that  they  represent. 

There  are  six  areas  which  I  would  like  to  touch  upon.  And  first, 
I  would  like  to  go  to  the  topic  of  the  day,  which  is  rent  reform.  And 
I  don't  want  to  take  up  a  lot  of  time  on  it.  I  would  just  like  to  indi- 
cate that  we  also  have  support  and  do  support  these  measures  to 
take  away  the  disincentives  that  discourage  public  housing  resi- 
dents ana  participants  in  the  other  housing  programs  from  making 
the  transition  from  welfare  to  work. 

We  believe  that  that  is  a  very  important  change  that  needs  to  be 
made.  We  would  not  like  to  see  it  confined  just  to  the  Public  Hous- 
ing Program.  Tenants  who  participate  in  the  Section  8  Program  are 
in  virtually  the  same  circumstances.  They  face  the  same  disincen- 
tives and  they  also  need  and  deserve  this  kind  of  reform. 

In  that  regard,  though,  there  is  one  part  of  the  administration's 
budget  with  which  I  am  quite  concerned.  And  that  is  a  proposal  in 
the  budget  to  create  a  superpreference  for  applicants  who  are  al- 
ready employed.  The  provision  was  put  in  the  budget  documents  as 
a  justification  for  cutting  back  on  funds  for  operating  subsidies  for 
public  housing,  as  if  that  preference  would  increase  the  amount  of 
rent  collected.  That  may  or  may  not  be  the  case,  but  that  is  not 
my  concern. 

What  I  am  concerned  about  is  the  fact  that  once  you  create  a 
superpreference  for  applicants  who  are  already  employed,  it  means 
that  everybody  else  will  not  be  able  to  move  into  public  housing  or 
to  get  a  certificate  or  voucher  from  the  Section  8  Programs.  The 
waiting  lists  for  those  programs  are  so  long,  that  a  preference  of 
that  nature  means  that  other  applicants  who  are  not  employed  will 
never  get  in  or  will  never  be  able  to  participate  in  the  program. 

That,  to  me,  undermines  the  policies  that  we  have  all  been  talk- 
ing about  here  today,  which  is  to  use  the  housing  programs  as  a 
mechanism  to  enable  people  to  make  the  transition  from  welfare  to 
employment.  If  you  only  allow  people  who  are  already  employed  to 
participate  in  the  housing  programs,  the  very  individuals  who  need 
this  opportunity  to  get  stable  housing  and  then  use  that  as  a  foun- 
dation for  making  a  transition  to  employment  will  be  denied  that 
opportunity.  So  we  strongly  oppose  any  kind  of  a  legislative  change 
that  would  create  such  a  superpreference. 

We  also  believe  that  there  are  certain  applicants  who,  for  reasons 
beyond  their  control,  are  not  employed  and  are  not  likely  to  be  em- 
ployed and  they  would  be  left  out  in  the  cold.  We  think  it  would 
be  extremely  unjust  to  establish  a  system  that  leaves  them  in  the 
cold  and  thus  no  superpreference  for  working  families  should  be 
created. 
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The  rest  of  my  comments  focus  primarily  on  the  proposed  im 
provements  and  consohdation  of  the  Certificate  and  Vouchei 
Programs. 

And  the  first  point  in  that  area,  which  I  would  like  to  discuss  U 
an  idea  which — whose  time,  I  believe,  is  coming.  It  may  not  hav( 
reached  here  yet,  but  it  is  definitely  coming.  Arid  that  is  an  idee 
of  changing  the  way  that  the  Certificate  and  Voucher  Programs  are 
administered. 

Currently,  those  programs  are  administered  by  individual  hous 
ing  authorities.  Sometimes  in  any  particular  metropolitan  are£ 
there  may  be  tens  or  in  extreme  cases  more  than  100  housing  au 
thorities  administering  the  Section  8  Program.  I  think  that  is  ar 
accident  of  history. 

Back  in  1974  when  the  Section  8  Certificate  Program  was  ere 
ated,  there  already  were  housing  authorities.  They  were  running 
the  Conventional  Public  Housing  Program.  They  were  establishec 
on  the  jurisdictional  lines  of  the  local  governments  involved.  Anc 
I  think  the  natural  thing  to  do  was  to  turn  the  Certificate  Progran^ 
over  to  them. 

In  practice,  the  20  years  of  experience  with  this  program  has  in 
dicated  that  that  causes  problems  for  a  number  of  people.  For  the 
applicants,  in  order  to  secure  certificates,  the  sophisticated  appli 
cants  have  to  go  around  to  each  housing  authority  to  file  an  appli 
cation  in  order  to  increase  their  chances  of  getting  this  very  scarce 
resource.  The  housing  authorities  themselves  then  have  to  process 
those  multiple  applications  from  the  same  family. 

HUD  has  to  contract  with  each  of  those  individual  housing  au 
thorities.  There  are  now  roughly  4,000  entities  of  conventional  pub 
lie  housing  and  local  government  entities  with  whom  HUD  con 
tracts  for  the  administration  of  this  program. 

That  creates  administrative  inefficiency  and  unjustified  extrg 
costs.  But  it  also  creates  an  extreme  disadvantage  for  the  appli 
cants  who  are  the  poorest,  for  applicants  who  are  homeless,  whc 
have  the  greatest  difficulty  trying  to  find  the  housing  authorities 
which  offer  section  8,  getting  to  them,  filling  out  the  application 
and  doing  that  time  and  time  again. 

It  also  creates — my  greatest  concern  with  this  is  that  that  systenr 
at  least  allows,  if  not  encourages,  racial  segregation  in  housing  tc 
continue.  Because  what  we  have  seen  in  the  operation  of  the  pro- 
gram is  really  somewhat  like  a  dual  school  system;  one  system 
which  tends  to  be  administered  by  the  central  city  housing  author 
ity  in  which  a  much  greater  percentage  of  the  applicants  are  people 
of  color,  and  another  system  which  is  administered  by  the  housing 
authorities  in  the  surrounding  towns,  which  in  contrast  tends  to  be 
administered  for  low-income  people  who  are  white. 

And  certain  policies  have  exacerbated  that  situation,  one  oi 
which  is  that  the  housing  authorities  are  allowed  to  use  residenc> 
preferences.  And  those  residency  preferences  enable  the  housing 
authorities  in  the  surrounding  towns  to  favor  applicants  who  come 
from  those  towns  who  tend  almost  exclusively  to  be  white  people, 
and  you  end  up  with  a  situation  where  most  of  the  participants  in 
their  programs  are  white  and  most  of  the  participants  in  the  center 
cities'  programs  are  people  of  color.  That,  itself,  is  bad. 
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It  is  made  even  worse  because  of  the  way  that  HUD  allocates  the 
funds.  Under  the  formulas,  it  is  the  central  cities  with  their  greater 
need  for  housing  that  bring  the  section  8  dollars  into  the  geo- 
graphical area,  into  the  housing  market.  But  then  when  HUD 
turns  around  and  divides  up  the  dollars  amongst  the  different 
housing  authorities  within  the  housing  markets,  it  doesn't  do  it  in 
accordance  with  the  needs  that  brought  the  money  there  in  the 
first  place.  Instead  other  factors  come  into  play  and  a  dispropor- 
tionate share  of  the  dollars  ends  up  going  to  the  housing  authori- 
ties in  the  surrounding  towns. 

In  our  statement,  we  presented  some  information  about  the  pos- 
sibility of  changing  this  system;  namely,  a  metropolitan-wide 
administration  of  the  program  and  we  would  definitely  like  the 
subcommittee  to  seriously  consider  that  proposal. 

Another  problem  our  clients  encounter  with  the  Section  8  Pro- 
gram is  the  difficulty  in  finding  landlords  who  will  participate.  The 
figures  change  over  time,  and  they  change  from  city  to  city.  But  the 
turnback  rate  is  that  at  least  one  out  of  four  families  that  gets  a 
certificate  or  gets  a  voucher  cannot  use  it.  In  some  cities  it  is  much 
higher  than  that. 

One  of  the  reasons  that  this  happens  or  one  of  the  ways  of  over- 
coming it,  is  for  the  housing  authorities  to  much  more  aggressively 
recruit  landlords  to  participate  in  the  program,  and  to  provide  more 
assistance  to  the  families  so  that  when  they  are  looking  for  a  land- 
lord who  will  participate  in  the  program,  they  have  a  much  greater 
chance  of  finding  one. 

Let  me  give  you  one  example  in  Massachusetts.  In  the  late 
1980's  when  the  housing  market  there  was  very  tight,  the  Boston 
Housing  Authority  was  running  the  Section  8  Program  and  had  a 
50-percent  turnback  rate.  Fifty  percent  of  the  participants  who  got 
certificates  or  vouchers  turned  them  back  into  the  housing  author- 
ity unused  because  they  could  not  find  landlords  who  were  partici- 
pating in  the  program. 

Simultaneously,  the  Welfare  Department,  using  State  funds,  was 
using  a  very  similar  Rental  Assistance  Program.  It  aggressively  re- 
cruited landlords  and  aggressively  helped  the  applicants  search  out 
landlords  who  would  participate  in  the  program.  Its  rate  of  success 
was  95  percent,  just  the  difference  in  operation;  50  percent  for  the 
housing  authorities  doing  normal  section  8,  95  percent  for  the  Wel- 
fare Department  using  the  State  Rental  Assistance  Program.  It  in- 
dicates to  me  that  if  the  housing  authorities  were  given  more  re- 
sponsibility to  recruit  landlords  and  assist  tenants,  and  if  funding 
were  provided  to  do  that,  the  program  would  be  much  more  suc- 
cessful than  it  is  today. 

But  also  I  would  like  to  address  another  provision,  which  is  pro- 
moted by  the  administration's  budget.  In  the  administration's 
budget  documents,  they  indicate  that  they  propose  to  reduce  the 
fair  market  rent  to  the  rent  set  at  the  40th  percentile  of  recent 
movers  in  the  housing  market  area.  Right  now,  the  fair  market 
rents  for  the  Section  8  Program  are  set  at  the  45th  percentile. 

The  budget  proposal  would  be  to  drop  that  down  to  the  40th  per- 
centile. The  effect  of  that,  by  definition,  is  to  take  another  5  per- 
cent of  the  units  that  are  existing  on  the  market  away  from  partici- 
pants in  the  Certificate  Program.  That  5  percent  of  the  units  just 
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would  not  qualify  for  the  program,  because  their  rents  are  above 
the  40th  percentile.  This  is  not  a  new  proposal.  It  was  a  proposal 
that  was  made  by  HUD  in  1982  at  the  direction  of  0MB. 

In  1982,  HUD  proposed  regulations  that  would  change  the  way 
the  fair  market  rents  are  calculated,  and  would  reduce  it  to  the 
40th  percentile.  HUD,  itself,  at  that  time,  when  it  finalized  those 
regulations  made  the  determination  that  the  40th  percentile  was 
the  wrong  level;  that  it  should  not  be  reduced  that  low,  and  instead 
set  the  fair  market  rents  at  the  45th  percentile.  We  do  not  believe 
that  it  is  time — we  believe  that  it  was  the  right  decision  back  in 
1983  when  HUD  made  it  and  it  shouldn't  be  changed  now. 

That  particular  proposal  also  explains  why  the  administration, 
when  it  sent  up  its  bill  to  consolidate  the  Certificate  and  Voucher 
Programs  last  year,  opted  for  the  voucher  model  instead  of  the  cer- 
tificate model. 

You  will  remember  that  last  year  in  H.R.  3400,  the  administra- 
tion's proposal  was  to  have  the  rents  calculated  under  the  com- 
bined program  exactly  as  they  are  calculated  now  under  the  Vouch- 
er Program.  Namely,  the  housing  authority  would  set  the  payment 
standard,  the  tenant  would  be  charged  30  percent  of  income,  the 
subsidy  would  equal  the  difference  between  30  percent  of  income 
and  the  payment  standard,  and  if  the  landlord  charged  more,  the 
tenant  would  pay  that  extra  out  of  pocket. 

The  reason  that  the  administration  did  that  was  that  at  that 
time  it  was  aware  that  0MB  was  going  to  recommend  reducing  the 
FMR  to  the  40th  percentile.  The  only  way  that  a  tenant-based  as- 
sistance program  would  work  at  the  40th  percentile  is  if  the  ten- 
ants are  forced  to  pay  the  extra  rent  above  the  40th  percentile.  And 
the  only  way  to  set  up  a  scheme  under  which  the  tenants  can  be 
forced  to  pay  that  extra  rent  is,  when  consolidating  certificate  and 
vouchers,  to  go  with  the  voucher  model  rather  than  the  certificate 
model. 

We  believe  that  the  solution  is  not  to  require  the  tenants  to  pay 
the  extra,  it  is  to  keep  the  fair  market  rent  at  the  45th  percentile, 
and  then  you  can  stick  with  the  Certificate  Program  as  far  as  how 
the  tenants'  contributions  are  calculated. 

Chairman  Gonzalez.  You  have  consumed  about  15  minutes.  If 
you  need  an  additional  1  or  2  minutes. 

Mr.  Bryson.  No,  I  think  our  timing  was  perfect. 

[The  prepared  statement  of  Mr.  Bryson  can  be  found  in  the 
appendix.] 

Chairman  Gonzalez.  Mr.  Churchill. 

STATEMENT  OF  NEIL  CHURCHILL,  PRESIDENT,  NATIONAL 
LEASED  HOUSING  ASSOCIATION,  WASHINGTON,  DC 

Mr.  Churchill.  Good  afternoon.  Mr.  Chairman,  I  am  vice  presi- 
dent of  the  National  Capital  Corp.,  and  president  of  the  National 
Leased  Housing  Association  on  whose  behalf  I  testify  today.  The 
National  Leased  Housing  Association  for  over  20  years  has  rep- 
resented the  interests  of  developers,  owners,  financiers,  public 
housing  authorities.  State  housing  authorities,  and  others  involved 
in  the  Section  8  Program. 

Our  private  members  own  or  manage  a  large  number  of  section 
8  new  construction  or  substantial  renabilitation  projects  in  this 
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country,  while  our  public  members  administer  the  lion's  share  of 
the  section  8  certificates  and  vouchers. 

Mr.  Chairman,  NLHA  would  like  to  take  this  opportunity  to  com- 
mend you  for  introducing  H.R.  3838.  By  doing  so,  you  have  sent  a 
clear  message  to  the  administration  that  robbing  Peter  to  pay  Paul 
will  not  solve  this  Nation's  housing  problems. 

Today,  the  association's  testimony  will  be  limited  to  a  general 
discussion  of  the  proposed  merger  of  the  Certificate  and  Voucher 
Programs  and  the  expiration  of  project-based  section  8  housing  as- 
sistance payments  contracts.  We  will  be  submitting  comments  on 
other  provisions  of  H.R.  3838  in  the  coming  weeks. 

We  applaud  the  efforts  of  the  subcommittee  to  consolidate  the 
Certificate  and  Voucher  Program.  Over  the  years,  our  members 
have  not  always  agreed  among  themselves  about  what  form  a 
merged  program  should  take,  but  they  have  always  been  in  full  ac- 
cord that  two  separate,  tenant-based  programs  were  unnecessary. 

In  formulating  our  position  on  a  merged  program,  one  of  the  big- 
gest challenges  for  NLHA  members  involves  supporting  both  the  30 
percent  of  income  for  rent  limitation  and  the  freedom  of  families 
to  choose  where  they  want  to  live.  For  many  years  we  have  held 
the  view  that  tenants  should  never  pay  more  than  30  percent  of 
income  for  rent.  Reluctantly,  we  have  been  forced  to  modify  that 
position  to  address  our  concern  over  families'  limited  housing 
opportunities. 

In  many  communities,  the  fair  market  rent  is  simply  not  reflec- 
tive of  the  area's  true  rents,  despite  this  body's  efforts  to  encourage 
HUD  to  establish  subfair  market  rent  areas,  simplify  the  FMR  ap- 
peal process,  and  so  forth.  Not  only  do  public  housing  agencies 
spend  an  inordinate  amount  of  time  and  money  on  appealing  inac- 
curate FMRs,  families  looking  for  apartments  in  this  environment 
are  forced  to  either  relinquish  the  rental  assistance,  as  the  previous 
witness  said,  one  in  five  or  one  in  four,  or  stay  in  substandard  or 
unaffordable  housing  or  as  an  alternative,  they  are  forced  to  move 
to  a  less  desirable  location. 

One  obvious  solution  would  be  to  give  PHA  unlimited  discretion 
to  increase  the  subsidy  cap  to  allow  exception  rents  of  120  or  130 
percent  of  FMR.  However,  such  a  move  would  mean  fewer  families 
would  receive  subsidy.  Therefore,  in  order  to  maximize  the  families' 
choice  for  affordable  rental  units  while  attempting  to  limit  the  fam- 
ily's rent  burden,  NLHA  is  recommending  the  following 
compromise. 

We  propose  that  under  the  merged  program,  tenants  would  con- 
tinue to  pay  30  percent  of  their  adjusted  monthly  income  for  rents, 
but  instead  of  capping  the  rents  at  the  fair  market  rent,  we  propose 
a  cap  of  110  percent  of  the  fair  market  rents. 

In  those  limited  circumstances,  normally  only  in  tight  rental 
markets  where  the  tenants  choose  rents  over  110  percent  of  the 
fair  market  rent  in  order  to  reside  in  a  unit  that  best  suits  their 
needs,  that  family  would  assume  the  responsibility  for  paying  any 
amount  between  the  110  percent  and  the  120  percent  of  the  fair 
market  rents. 

PHAs  would  be  required  to  perform  rental  reasonableness  analy- 
ses on  these  rents  and  could  approve  no  more  than  10  percent  of 
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annual  subsidy  allocation  for  such  rents.  In  no  event  would  a  ten- 
ant be  permitted  to  pay  more  than  45  percent  of  income  for  rent. 

We  have  done  a  lot  of  soul  searching  in  adopting  this  proposal, 
but  feel  it  is  the  only  solution  absent  real  reform  to  the  fair  market 
rent  methodology. 

To  increase  the  voluntary  landlord  participation  in  a  merged  pro- 
gram, we  strongly  support  the  provision  in  H  R.  3838  which  would 
require  the  lease  to  contain  specific  terms  and  conditions  including 
termination  dates.  We  believe  that  written  notices  concerning  the 
termination  of  tenancy  should  be  required  for  both  landlords  and 
tenants  and  should  be  consistent  with  State  or  local  ordinances 
that  govern  those  requirements. 

We  support  the  provisions  to  eliminate  the  current  law  limita- 
tions that  PHAs  can  only  use  15  percent  of  their  rental  assistance 
as  project-based  subsidy.  In  addition,  we  would  recommend  that 
Congress  require  HUD  to  streamline  its  application  review  process. 

Long  processing  delays  have  killed  a  number  of  pending  projects 
under  this  program  and  made  many  developers  both  for-profit  and 
nonprofit  wary  of  participating  in  the  program. 

We  would  also  like  to  state  our  support  for  the  Pension  Fund 
Demonstration  Program,  which  was  proposed  in  the  administra- 
tion's fiscal  year  1995  budget. 

NLHA  believes  that  the  current  method  of  calculating  the  admin- 
istrative fee  each  year  based  on  the  two-bedroom  fair  market  rent 
is  inappropriate,  as  this  method  fails  to  take  into  account  the  true 
cost  of  administration,  and  furthermore,  every  10  years  the  use  of 
new  census  data  causes  sharp  unreasonable  declines  in  fees  to 
rebenchmarking  of  the  fair  market  rents.  This  has  little  or  no  rela- 
tion to  the  cost  of  administration  and  simply  puts  the  PHA  pro- 
grams at  risk. 

We  strongly  support  a  comprehensive  and  detailed  study  of  the 
cost  of  administering  this  Section  8  Program  today.  We  believe  that 
such  a  study  is  necessary  to  arrive  at  a  methodology  that  will  help 
determine  what  fees  are  appropriate  for  PHAs,  be  they  large 
urban,  small  rural  or  midsized  PHAs,  as  well  as  taking  other  perti- 
nent facts  into  consideration. 

We  support  the  provision  in  H.R.  3838  which  gives  PHAs  the  dis- 
cretion to  implement  a  12-month  residency  requirement.  We  do  rec- 
ommend, however,  that  the  10  percent  exemption  requirement  be 
clarified  for  State  or  regional  housing  authorities  to  ensure  that  it 
applies  to  each  separate  jurisdictional  allocation  rather  than  the 
entire  State  or  regional  allocation. 

We  support  the  provision  of  additional  assistance  funds  to  PHAs 
who  have  issued  a  certificate- voucher  to  families  from  other  juris- 
dictions. As  you  are  well  aware,  Mr.  Chairman,  the  Section  8  Hous- 
ing Program  is  approaching  a  crossroads  which  may  result  in  the 
loss  of  valuable  low-income  housing  stock. 

The  first  of  the  20-year  housing  assistance  payments  contracts  is- 
sued under  the  New  Construction  and  Substantial  Rehab  Program, 
around  840,000  units,  they  are  now  beginning  to  expire.  This  will 
start  in  early  1995.  Through  the  remainder  of  the  decade  and  into 
the  early  part  of  the  next  millennium,  the  remaining  contracts  will 
expire. 
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Accordingly,  Congress  faces  the  issue  of  whether  to  renew  the 
contracts  upon  expiration  and,  if  so,  how  such  renewals  should  be 
restructured.  Although  H.R.  3838  addresses  the  issue  of  expiring 
contracts  by  authorizing  whatever  sums  may  be  necessary  in  fiscsil 
year  1995  and  1996,  it  does  not  include  any  provisions  for  structur- 
ing the  new  contracts.  To  this  end,  NLHA  has  formulated  a  com- 
prehensive proposal  which  we  have  attached  to  our  testimony  for 
the  record. 

NLHA's  position  represents  the  considered  view  of  a  broad  range 
of  project  owners.  Over  70  of  our  members  have  participated  in  an 
effort  to  formulate  a  proposal  which  attempts  to  preserve  the  sec- 
tion 8  housing  stock  while  ensuring  rents,  which  will  allow  the 
properties  to  meet  their  operating  needs.  NLHA's  position  paper  is 
based  on  three  premises,  that  as  many  section  8  units  as  possible 
should  be  preserved  for  low-income  housing  occupancy;  that  there 
be  flexibility  in  setting  rents  and  market  conditions,  taking  into 
consideration  the  increased  cost  of  operating  an  HUD-regulated 
project  for  low-income  families;  and  third,  that  the  program  should 
be  as  administratively  simple  as  possible  with  a  minimum  of  HUD 
bureaucratic  involvement. 

We  have  discussed  the  NLHA  proposal  with  your  colleague,  Rep- 
resentative Kennedy,  who  has  expressed  an  interest  in  our  concept. 
We  have  also  presented  this  proposal  to  your  able  committee  staff 
for  their  review. 

Thank  you  for  allowing  us  the  opportunity  to  present  our  views. 
We  look  forward  to  working  with  your  subcommittee  on  these  very 
important  issues.  If  time  permits  we  will  be  happy  to  answer  any 
questions. 

[The  prepared  statement  of  Mr.  Churchill  can  be  found  in  the 
appendix.] 

Chairman  GONZALEZ.  Thank  you,  Mr.  Churchill. 

Miss  Garcia.  Miss  Garcia  is  from  my  hometown,  very  well  known 
and  active  and  the  chairlady  of  the  Housing  Authority  Commission. 
Thank  you  very  much  for  being  with  us  this  morning. 

STATEMENT  OF  CHRISTINA  L.  GARCIA,  CAPS,  VICE  PRESI- 
DENT AND  DIRECTOR  OF  OPERATIONS,  WILDWOOD  MAN- 
AGEMENT GROUP,  SAN  ANTONIO,  TX,  ON  BEHALF  OF  THE 
NATIONAL  MULTI  HOUSING  COUNCIL  AND  THE  NATIONAL 
APARTMENT  ASSOCIATION,  WASHINGTON,  DC 

Ms.  Garcia.  Mr.  Chairman,  thank  you  for  inviting  me  to  discuss 
ways  to  improve  section  8  tenant-based  rental  assistance. 

As  a  lifelong  resident  of  your  hometown,  I  want  to  begin  by  say- 
ing I  am  very  proud  of  the  leadership  you  have  long  given  to  afford- 
able housing  in  our  Nation.  I  am  enthusiastic  about  what  we  can 
achieve  by  working  together  in  the  months  ahead. 

My  comments  today  will  focus  on  tenant-based  rental  assistance. 
Improvements  in  that  program  can  be  the  single  most  important 
thing  Congress  can  do  this  year  to  improve  housing  opportunities 
for  large  numbers  of  needy  families. 

Mr.  Bryson  suggested  that  PHAs  should  make  more  of  an  effort 
to  recruit  new  landlords  to  participate  in  section  8.  Unfortunately, 
the  Voucher-Certificate  Program  has  serious  flaws  that  reduce  par- 
ticipation by  owners  of  competitive,  well-managed  properties.  As  a 
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result,  section  8  tends  to  limit  a  renter's  housing  choices  to  poor 
areas  and  less  desirable  housing. 

It  doesn't  have  to  work  that  way.  Several  thoughtful  changes  in 
the  tenant-based  program  could  significantly  expand  the  housing 
choice  of  section  8  renters.  Those  changes  should  do  four  things. 
First,  make  an  owner's  decision  to  participate  in  section  8  more 
like  a  normal  business  decision,  not  one  that  is  extremely  difficult 
and  costly  to  reverse;  second,  enable  an  owner  to  deal  with  section 
8  renters  on  the  same  basis  as  other  tenants. 

Third,  streamline  the  inspection  process  and  other  section  8  re- 
quirements so  that  they  fit  in  as  much  as  possible  with  normal 
management  activities.  And  fourth,  ensure  that  participation  in 
section  8  does  not  expose  the  owner  to  unusual  losses  and  uncer- 
tainties in  the  receipt  of  revenues. 

The  changes  I  am  about  to  recommend  would  not  cost  money. 
They  are  not  just  in  the  owners'  interest.  They  would  also  be  in  the 
interest  of  renters,  PHAs,  and  the  Federal  Grovernment. 

I  am  here  today  on  behalf  of  the  National  Multi  Housing  Council 
and  the  National  Apartment  Association,  two  important  organiza- 
tions that  work  together  for  an  economic  environment  and  public 
policies  that  support  quality,  accessible,  and  affordable  housing. 
Members  of  these  two  associations  own  and  manage  a  large  portion 
of  the  Nation's  24  million  rental  housing  units. 

As  the  economy  recovers  and  rental  markets  tighten,  flaws  in  the 
Voucher  and  Certificate  Program  will  become  even  clearer.  I  have 
talked  to  many  experienced  professionals  in  the  industry  about  this 
issue  and  virtually  everyone  agrees  that  a  private  owner  can  be  ex- 
pected to  participate  in  section  8  as  it  exists  now  only  if  the  owner 
has  no  economic  alternative. 

I  believe  we  can  look  at  recent  events  in  Los  Angeles  and  see 
what  could  be  achieved  by  removing  some  of  the  program  barriers 
that  make  section  8  unacceptable  to  many  owners.  Right  after  the 
earthquake  HUD  announced  that  18,000  certificates  would  be 
available  for  people  who  were  left  homeless  after  the  disaster. 

When  HUD  discovered  that  apartment  owners  were  refusing  to 
accept  certificates,  the  Department's  initial  reaction  was  to  think 
the  problem  was  just  plain,  old-fashioned  discrimination.  But  when 
Secretary  Cisneros  called  a  meeting  of  the  owners,  hundreds  more 
showed  up  than  were  expected.  Many  owners  pointed  out  problems 
they  had  with  section  8.  Some  misunderstandings  were  cleared  up, 
but  some  very  real  problems  with  the  programs  were  identified. 

The  Secretary  listened,  and  he  made  some  very  important 
changes  with  respect  to  the  earthquake  certificates.  Owners  can 
now  terminate  the  tenancy  of  disruptive  residents  in  the  same  way 
as  they  can  for  other  tenants.  Leases  can  be  on  a  short-term  basis 
as  is  the  case  with  other  renters,  so  the  owners  would  not  be  locked 
into  an  endless  contract. 

Through  conversations  with  people  in  Los  Angeles,  I  understand! 
that  owners  quickly  responded  to  those  changes  with  a  big  increase 
in  willingness  to  accept  the  earthquake  certificates.  About  800  new 
owners    quickly    agreed    to    accept    certificates    under    the    new 
conditions. 

I  understand  Federal,  State,  and  local  officials  are  very  pleased 
with  this  response.  We  can  also  expect  a  similar  change  in  owner 
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response  to  the  whole  Tenant-based  Assistance  Program  if  similar 
reforms  are  made  in  the  section  8  statute  and  regulations. 

To  get  the  most  useful  suggestions  on  the  table,  the  National 
Multi  Housing  Council  and  the  National  Apartment  Association 
asked  the  nationally  recognized  research  firm,  Abt  Associates,  to 
prepare  a  report  with  their  recommendations  for  making  section  8 
more  acceptable  to  property  owners  without  sacrificing  the  pro- 
gram's public  purpose. 

I  am  pleased  to  release  the  Abt  study  report  here  this  morning, 
and  I  ask  that  a  copy  of  this  report  be  included  in  the  record  be- 
hind my  written  statement. 

Not  all  improvements  to  the  tenant-based  assistance  require  leg- 
islation, but  I  believe  several  key  legislative  changes  are  necessary 
to  provide  a  workable  statutory  framework  for  the  program.  I  be- 
lieve seven  specific  changes  in  the  statute  are  needed. 

First,  eliminate  the  90-day  notice  to  HUD  for  termination  of 
tenant-based  contracts.  Current  law  requires  an  owner  to  provide 
HUD  and  the  tenant  with  written  90-day  notice  prior  to  terminat- 
ing a  tenant-based  contract.  That  requirement  makes  sense  for 
project-based  assistance,  but  not  for  tenant-based  assistance.  HUD 
cannot  be  expected  to  intervene  separately  in  private  market  rela- 
tionships among  tenants,  PHAs.  I  understand  the  administration 
reportedly  supports  this  change. 

Second,  Congress  should  allow  the  use  of  normal  leases  under 
section  8.  A  PHA  should  be  able  to  approve  an  initial  lease  for  the 
term  of  less  than  1  year  if  the  PHA  determines  that  the  shorter 
lease  term  will  improve  the  tenant's  housing  opportunities.  An 
owner  should  be  able  to  use  a  standard  lease  with  the  same  terms 
and  conditions  that  apply  generally  to  other  tenants. 

The  Secretary  could  require  an  addendum  that  includes  provi- 
sions required  by  the  section  8  statute.  An  owner  should  be  able 
to  terminate  the  tenancy  at  the  end  of  the  lease  in  the  same  man- 
ner as  would  apply  to  other  nonsection  8  tenants  in  the  property. 
Any  activity  that  threatens  other  tenants'  health,  safety,  or  right 
to  peaceful  enjoyment  of  the  property  should  be  considered  good 
cause  for  terminating  the  tenancy. 

A  big  problem  is  that  regulations  require  the  lease  to  continue 
until  the  owner  institutes  court  action.  This  endless  lease  require- 
ment is  alien  to  the  normal  market  practice.  This  requirement 
makes  it  more  difficult  and  costly  for  an  owner  to  correct  a  mistake 
in  selecting  a  section  8  applicant  than  is  the  case  with  other 
applicants. 

Although  different  State  and  local  laws  apply,  owners  usually 
deal  with  chronically  unacceptable  behavior  by  not  renewing  a  ten- 
ant's lease  when  it  expires.  Eviction  procedures  are  usually  re- 
served for  extreme  cases  because  they  are  costly  and  very 
disruptive. 

Third,  Congress  should  streamline  inspections  for  housing  qual- 
ity. Section  8  applicants  should  be  allowed  to  move  in  and  occupy 
a  unit  in  good  housing  generally  on  the  same  basis  as  other  resi- 
dents. A  public  housing  agency  should  be  able  to  streamline  the 
property  inspections,  especially  in  properties  that  maintain  a 
record  of  high  quality. 
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For  example,  instead  of  requiring  a  unit-by-unit  inspection,  the 
PHA  could  inspect  a  property  as  a  whole  once  a  year  using  appro- 
priate random  sampling  methods  approved  by  the  Secretary.  If  the 
agency  certifies  that  this  building  can  be  expected  to  meet  section 
8  standards,  applicants  could  then  move  in,  as  with  any  other  ap- 
plicants, without  waiting  for  each  individual  unit  to  be  inspected. 

In  addition,  the  amendment  should  permit  inspections  to  be  done 
by  another  agency  of  State  or  local  government  according  to  stand- 
ards that  meet  or  exceed  housing  quality  standards.  A  growing 
number  of  localities  already  require  regular  inspections  of  rental 
housing. 

Fourth,  Congress  should  repeal  the  "take  one,  take  all"  provision. 
Under  section  (8)t  of  the  current  law,  if  the  owner  accepts  a  section 
8  applicant,  the  owner  is  legally  required  to  accept  section  8  appli- 
cants in  all  of  the  owner's  qualified  units.  This  provision,  which 
was  intended  to  expand  housing  opportunities  for  section  8  appli- 
cants, has  had  the  opposite  effect  of  dissuading  many  owners  from 
accepting  any  section  8  applicants. 

Congress  should  repeal  section  8(t),  and  I  understand  the  admin- 
istration supports  this  repeal. 

Fifth,  Congress  should  direct  the  Secretary  of  HUD  to  establish 
procedural  guidelines  and  performance  standards  to  make  property 
inspections  and  other  section  8  activities  more  in  keeping  with  the 
efficient  operation  of  the  private  rental  market.  Such  guidelines 
and  standards  should  be  flexible  and  recognize  differences  among 
local  laws  and  PHAs. 

Sixth,  Congress  should  make  it  clear  amounts  due  an  owner 
should  be  paid  in  a  timely  manner.  Any  late  payment  penalties 
should  be  made  in  accordance  with  generally  accepted  practices 
that  apply  to  nonsection  8  residents.  Moreover,  payments  to  an 
owner  shouldn't  be  abated  as  a  result  of  damage  or  other  conditions 
caused  by  the  tenant  or  because  of  delays  by  the  PHA. 

And  seventh.  Congress  should  make  sure  that  the  Secretary  has 
authority  to  implement  payment  methods  that  will  foster  efficient 
program  administration  and  improve  the  housing  opportunities  of 
section  8  renters.  Specific  changes  in  payment  practices  should  not 
be  enacted  in  the  law,  but  the  Secretary  should  have  the  flexibility 
to  explore  ways  to  do  things  better. 

Mr.  Chairman,  as  you  continue  your  fight  for  better  housing,  I 
know  you  have  an  even  more  difficult  task  this  year  than  ever  be- 
fore. I  believe  the  program  reforms  I  am  recommending  are  made 
especially  useful  in  the  light  of  budgetary  and  other  constraints  on 
Federal  policy. 

Mr.  Chairman  and  members  of  the  subcommittee,  I  urge  you  to 
recognize  that  private  sector  rental  housing  owners  can  be  your 
best  partners  in  expanding  affordable  opportunities  for  low-income 
families  at  the  least  cost.  The  changes  I  recommend  would  provide 
better  housing  not  by  spending  more  money.  It  would  do  so  by 
working  with  housing  market  forces  rather  than  against  them. 
These  changes  would  help  government  and  the  private  sector  join 
forces  in  the  public  interest. 

Thank  you  for  inviting  me  to  be  here  this  morning.  I  look  for- 
ward to   working  with  you  and  the   subcommittee   to   achieve   a 
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tenant-based  assistance  program  that  opens  more  opportunities  for 
low-income  families. 

[The  prepared  statement  of  Ms.  Garcia  can  be  found  in  the 
appendix.] 

Chairman  Gonzalez.  Thank  you,  Ms.  Garcia. 

I  wanted  to  thank  you  very  much  for  the  study  that  you  ap- 
pended to  your  statement,  the  Abt  Report  and  that  final  report 
makes  a  number  of  recommendations  in  order  to  make  this  Section 
8  Program  more  amenable  or  acceptable  in  the  private  rental 
market. 

Do  you  have  any  particular  priority  as  to  these  recommenda- 
tions? Which  is  the  one  that  you  think  is  of  greater  importance? 

Ms.  Garcia.  Mr.  Chairman,  that  would  be  very  difficult.  If  you 
read  the  Abt  Report  closely,  there  are  many  items  that  the  owners 
participating  in  the  focus  groups  found  were  barriers.  But  the 
seven  items  I  mentioned  are  the  key  ones  that  require  legislative 
action.  They  are  outstanding  points  owners  cited  as  reasons  that 
they  may  not  want  to  participate  in  section  8.  These  were  the 
seven  most  important  obstacles  or  barriers  to  remove  to  increase 
owner  participation. 

Chairman  Gonzalez.  In  1981,  the  then  Director  of  the  Office  of 
Management  and  Budget  appeared  before  our  subcommittee.  The 
new  administration  had  just  taken  over  and  I  had  just  become 
chairman  of  the  subcommittee.  And  I  invited  him.  I  had  gotten  to 
know  him.  In  fact,  we  tangled  a  couple  of  times  on  the  House  floor. 

He  had  been  the  Congressman  from  Michigan.  I  invited  him  be- 
cause when  the  newly  elected  President  began  to  form  his  Cabinet 
and  so  forth,  it  began  to  leak  out,  by  December  1980,  about  what 
became  known  as  the  "black  book."  That  was  going  to  be  the  rec- 
ommendations for  what  the  President  called  the  ERP,  the  Eco- 
nomic Recovery  Plan,  he  was  going  to  develop.  So  then  he  ap- 
pointed Samuel  Pierce  as  the  Secretary  of  HUD.  And  since  I  had 
met  Mr.  Pierce  in  19 — oh,  I  am  sure  it  was  the  early  1970's  when 
we  had  the  Lockheed  bailouts,  and  the  New  York  Central  Railroad 
bailouts. 

In  fact,  it  was  1971,  because  President  Nixon  appointed  John 
Connolly  Secretary  of  the  Treasury  and  he  immediately  came  up 
here  and  asked  me  to  arrange  a  meeting  with  the  then  chairman 
from  Texas,  Mr.  Patman,  and  we  did.  And  Secretary  Connolly  hired 
a  team  of  assistants  and  one  of  those  was  this  lawyer  from  New 
York  known  as  Sam  Pierce.  And  they  are  the  ones  that  came  over. 

I  was  involved  in  every  one  of  the  so-called  bailouts  beginning 
with  the  Penn  Central  and  ending  up  with  the  New  York  City 
later. 

But  I  met  him  and  so  therefore  I  was  the  first  one  that  he  met 
with  as  soon  as  he  was  confirmed  by  the  Senate  and  it  coincided 
with  that  first  week  in  March  that  Mr.  Stockman,  the  newly  ap- 
pointed Director  of  0MB,  appeared  and  he  said  I  am  here  against 
the  recommendation  of  my  staff  that  said  at  no  time  should  a 
Budget  Director  appear  before  a  nonbudgetary  committee.  And  so 
he  did.  And  it  was  a  very,  very  significant  hearing  for  two  reasons. 

It  was  obvious  that  by  that  time  what  had  been  a  rumor  and  a 
leak,  the  story  about  the  "black  book"  became  a  confirmation  and 
Mr.  Stockman  told  us — it  is  in  the  record — that  their  basic  fun- 
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damental  principle  they  were  starting  from  was  that  there  was  an 
excess,  and  had  been  an  excess  allocation  of  housing  credit  in  the 
national  economy.  And  then  he  proceeded  to  tell  us  what  the 
administration  wanted  and  what  they  wanted,  representing  80 
percent  of  the  cuts,  were  in  the  area  or  jurisdiction  of  the 
subcommittee. 

So  he  had  not  spoken  too  long  before  he  revealed  that  he  didn't 
have  much  knowledge  about  housing  finance.  I  told  him,  if  we  do 
what  you  are  saying  here  by  July  1  the  Secretary  will  issue  a  man- 
date that  every  FHA  office  will  have  a  telegram  saying  you  can't 
commit  one  dollar's  worth  of  insurance.  And  he  said,  no,  that  is  not 
it  at  all.  We  want  to  phase  out  what  we  call  subsidized  FHA.  And 
I  said,  no. 

What  happened  was  they  pointed  their  computer  at  that  $31  bil- 
lion and  acted  as  if  it  was  defense  accounting  or  finance,  and  didn't 
realize  that  there  was  a  30-year  stretch  on  it.  So  I  realized  then 
that  there  was  going  to  be  a  lot  of  vulnerability.  And  that  is  ex- 
actly, I  am  sorry  to  say,  what  happened. 

Then  right  after  that,  in  fact,  I  think  it  was  that  morning  that 
Mr.  Pierce  was  confirmed  and  he  called  and  I  said  I  will  go  and 
congratulate  you.  And  he  said,  no,  he  wanted  to  come  to  my  office, 
and  I  asked  him,  I  said,  well,  Mr.  Secretary,  will  you  have  equal 
access  to  the  President  as  0MB?  And  he  said,  no  problem.  He  said 
we  are  all  committed  to  one  thing,  and  that  is  to  the  Economic  Re- 
covery Plan  [ERP].  So  I  said,  what  about  housing?  And  he  said, 
well,  we  are  going  to  see. 

Sure  enougn,  they  decided  that,  of  course,  the  housing  allocations 
would  have  to  be  reduced.  So  they  created  a  committee.  In  fact, 
they  had  Ms.  Hills  who  had  been  a  former  Secretary  of  HUD  and 
more  recently  the  trade  negotiator.  When  I  found  out  about  it  I 
tried  to  get  hold  of  Mr.  Pierce  again,  but  I  could  not  make  the  con- 
nection because  it  was  clear  that  he  said  he  would  not  bring  a  rec- 
ommendation to  the  committee  until  this  commission,  which  was 
mandated  to  finish  in  6  months,  gave  us  a  recommendation. 

But  when  I  saw  the  parameters  laid  out  for  the  commission,  I 
said,  whatever  you  do,  there  has  to  be  something  that  is  not  a  pro- 
gram involving  the  traditional  entitlement,  anything  but  entitle- 
ment. They  came  out  with  the  recommendation  that  to  meet  the 
housing  needs,  you  would  have  vouchers.  I  have  had  a  dim  view 
of  that  because  it  was  obvious  that  the  housing  goals  that  had  been 
mandated  in  a  Presidential  report  in  one  of  the  early  1970  acts — 
the  construction  of  not  less  than  2  million  in  order  to  meet  the 
minimal  needs  of  the  country  was  never  going  to  be  met. 

When  I  said,  what  are  you  going  to  do  to  supplv  the  needs  of 
housing  starts?  Well,  the  rest  is  history.  What  you  nave  had  since 
then,  first  certificates  and  then  vouchers  do  not  provide  housing. 
They  provide  existing  housing.  And  what  is  the  amount  of  money 
you  are  going  to  give  to  the  voucher  beneficiary  that  is  going  to  en- 
able him  to  go  to  a  safe,  decent  neighborhood?  And  they  never  an- 
swered that  question,  so  I  have  never  had  any  real  backing  for 
what  has  turned  out  to  be  the  Voucher  and  the  Certificate 
Program. 

And  the  results  have  been  dramatic.  You  have  homelessness  such 
as  you  never  had  since  the  Depression.  And  the  reasons,  to  me,  are 
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quite  obvious,  and  I  saw  it  then  in  1981.  And  so  I  don't  have  much 
enthusiasm. 

Whatever  you  do,  the  private  owner — it  is  hke  the  banker.  The 
reason  you  created  all  these  institutions  like  S&Ls  and  FHA  in  the 
1930's  was  because  the  bankers  were  not  allowed  to  allocate  credit 
for  either  construction  at  affordable  costs  of  housing  or  the  acquisi- 
tion of  housing.  Bankers  will  be  bankers  and  private  owners  will 
be  private  owners  and  I  have  nothing  against  that,  but  when  you 
try  to  confuse  the  two,  then  you  are  going  to  have  problems.  How- 
ever, I  think  that  we  have  the  Section  8  Program,  it  is  a  reality. 
And  I  welcome  the  recommendations. 

But  it  is  not  a  substitute  for  public  housing.  And  it  never  will 
be.  And  public  housing,  regardless  of  what  everyone  wants  to  call 
it,  has  been  the  only  program  that  our  country  has  devised  for  the 
very  poor. 

Now,  why  didn't  private  enterprise  do  it?  And  the  reason  is  that 
unless  they  are  100  percent  subsidized,  they  could  not  in  a  for-prof- 
it situation.  There  is  nothing  wrong  with  that  if  that  is  what  you 
want — ^but  if  you  are  going  to  meet  the  goal  of  trying  to  reach  every 
American  family  from  the  very,  very  poor  on  up,  well,  then,  the 
Public  Housing  Program  is  the  only  program,  no  matter  what  any- 
body says. 

Since  1981,  you  have  had  a  loss  of  close  to  50  percent  of  the 
housing  starts  available  to  the  very  poor.  A  loss.  And,  therefore, 
that  is  the  dimensions. 

One  final  question  I  was  going  to  ask.  You  heard  Mr.  Bryson's 
testimony.  What  comment  do  you  have  to  his  observations  that  the 
Voucher  Program  and  the  other  would  tend  to  preserve  the 
segregatory  reality  of  life  out  there? 

Ms.  Garcia.  Well,  I  would  respond  by  referring  back  to  the  seven 
points  that  we  made.  I  think  these  improvements  all  work  to- 
gether. And  they  are  all  needed  because  the  reality  now  is  that 
owners  view  barriers  to  participating  in  this  program.  They  turn  to 
section  8  when  they  have  economic  difficulties  with  their  prop- 
erties, when  they  have  no  other  alternatives. 

The  majority  of  their  property  becomes  section  8  recipients,  and 
this  tends  to  do  what  we  just  discussed;  concentrate  the  section  8 
recipients  all  in  one  area.  Some  of  the  points  that  we  are  making 
we  hope  would  allow  families  to  go  to  other  neighborhoods  in  other 
areas  and  not  be  congregated  together. 

We  think  that  with  these  barriers  removed,  owners  would  be 
willing  to  accept  section  8  recipients  into  their  properties.  Renters 
would  therefore  have  better  choices  than  only  properties  that  have 
economic  difficulties. 

Chairman  GrONZALEZ.  Well,  Mr.  Bryson  also  observed  that  with 
the  tremendous  backlog  of  demand,  for  instance,  in  San  Antonio, 
you  then  have  a  formidable  demand. 

Ms.  Garcia.  Yes,  sir. 

Chairman  Gonzalez.  And  that  is  not  counting  those  individuals 
that  thev  have  taken  off  the  list  after  a  certain  period  of  time. 

Mr.  Flores  tells  me  they  do  that.  But  if  you  total  up  the  demand 
for  housing  in  the  city  of  San  Antonio,  it  exceeds — that  is  of  those 
actually  on  lists — over  15,000. 

Ms.  Garcia.  That  is  right. 
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Chairman  Gonzalez.  That  is  for  public  housing.  When  the  Sec- 
retary appeared  before  us  when  we  kicked  off  these  hearings,  I 
said,  well,  the  trouble  is  President  Clinton's  budget  is  very  little 
different  from  President  Bush's  budget. 

In  addition,  the  various  schemes  they  devised  were  what  I  called 
robbing  Peter — or  borrowing  from  Peter  to  loan  to  Paul,  but  actu- 
ally robbing  from  Peter  to  pay  Paul,  but  ending  up  in  robbing  both 
Peter  and  Paul  and  that  is  what  I  think  Mr.  Bryson  was  trying  to 
bring  out. 

And,  Mr.  Bryson,  the  thing  that  I  have  always  been  impressed 
with  the  Housing  Law  Project  is  that  is  has  been  very  much  in  the 
cutting  edge.  What  is  your  view  as  to  the  most  significant  problems 
facing  the  low  incomes  currently  in  the  Section  8  Programs? 

Mr.  Bryson.  Well,  the  most  significant  problem  is  the  inad- 
equacy of  the  funding  for  both  public  housing  and  the  Section  8 
Programs.  The  fact  that  there  are  5  million  families  who  need 
housing  assistance  and  don't  get  it  because  Congress  has  not  ap- 
propriated enough  money  to  serve  everybody  who  is  in  need,  I  see 
that  as  the  most  fundamental  problem. 

Beyond  that,  I  am  concerned  about  the  point  which  I  made  ear- 
lier, the  need  for  a  more  rational  administration  which  is  region- 
wide  or  metropolitan-wide  so  that  a  lot  of  the  inefficiencies  could 
be  eliminated. 

Chairman  Gonzalez.  Yes,  that  was  very  good. 

Mr.  Churchill. 

Mr.  Churchill.  Mr.  Chairman,  well,  I  think  flexibility  is  the 
major  problem  of  section  8.  By  concept,  section  8  is  the  one  subsidy 
program  that  by  design  can  work  anywhere.  You  have  a  vehicle 
that  says  in  San  Antonio  on  this  street  corner,  here  is  what  we 
need  to  do.  In  New  York  City  we  need  to  do  this. 

However,  administratively,  we  have  created  layers  and  layers 
and  we  have  taken  the  decision  away  from  the  local  communities, 
what  is  appropriate.  What  do  we  need  to  do  here?  What  is  our 
problem?  And  we  keep  putting  all  kinds  of  structures  saying  you 
have  got  to  do  X,  you  have  got  to  do  Y.  X  may  work  well  on  paper, 
but  it  may  not  mean  a  hill  of  beans  in  San  Antonio,  Texas. 

Chairman  Gonzalez,  i  understand. 

Mr.  Churchill.  We  need  to  have  the  ability  for  those,  whoever 
they  are,  regional,  local  housing  authorities  that  are  responsible  to 
make  that  determination  of  whether  it  is  more  advantageous  here 
to  have  15,000  people  served  in  a  certain  way,  and  run  the  pro- 
gram or  maybe  we  know  we  can't  do  that  because  we  actually  need 
to  use  a  little  bit  more  money,  whether  it  is  project-based.  Maybe 
we  have  got  a  lot  of  units  that  are  substandard  and  we  need  the 
owners  to  go  spend  a  few  thousand  dollars  to  get  rid  of  lead-based 
paint,  asbestos. 

They  are  not  going  to  do  it  for  a  certificate.  We  have  made  this 
program  so  complex  that  they  don't  work.  We  need  to  quit  trying 
to  micromanage  at  this  level.  Congress  to  HUD,  HUD  to  the  local 
communities  and  get  back  to  the  basic  thing  of  saying  let's  make 
the  programs  work. 

Chairman  Gonzalez.  I  regret  to  say  that  we  have  about  2  min- 
utes to  go  record  the  vote,  but  I  will  submit  a  question  so  that  you 
may  continue  to  enlarge  on  this.   I  am  very  much  interested  in 
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these  practical  aspects  that  you  have  to  face  if  you  are  going  to 
have  private  ownership. 

Ana  also,  Mr.  Bryson,  I  want  to  thank  you  profoundly.  I  want  to 
thank  the  staff  on  both  sides  for  the  tremendous  work  that  thev 
have  done  with  very  limited  resources.  Thank  you  again  very  much 
and  the  subcommittee  will  stand  adjourned  until  further  call  of  the 
Chair. 

[Whereupon,  at  12:48  p.m.,  the  hearing  was  adjourned,  subject  to 
the  call  of  the  Chair.] 
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Opening  Statement 

Chairman  Henry  B.  Gonzalez 

Hearing  on  Housing  and  Commxinity  Development  Issues  -  1994 

February  24,  1994 

Today  we  welcome  the  Secretary  of  the  Department  of  Housing 
and  Urban  Development,   Richard  Gentry,  representing  the  National 
Association  of  Housing  and  Redevelopment  Officials  and  our  good 
friend  Moises  Loza  of  the  Housing  Assistance  Council  to  begin  the 
discussions  concerning  the  housing  and  community  development 
reauthorization  legislation  for  the  fiscal  years  1995  and  1996.  I 
introduced  H.R.  3838,  the  Housing  and  Community  Development  Act 
of  1994,  with  20  members  of  the  Committee  as  original  co-sponsors 
on  February  10.  This  legislation  includes  the  regular 
reauthorizations  required  cuid  many  of  the  initiatives  that  were  a 
part  of  the  bill  you  proposed  last  year,  Mr.  Secretary.   It  is  my 
hope  that  this  bill  and  this  hearing  will  open  the  discussions 
for  the  legislative  season  ahead  and  spark  discussion  from  all 
quarters  interested  in  housing  and  community  development. 

The  Subcommittee  will  schedule  a  series  of  hearings  this 
March  and  April  addressing  the  major  issues  and  programs  included 
in  the  bill  so  that  we  may  build  a  record,  mark  up  and  report  the 
bill  and  bring  this  important  legislation  to  the  House  floor  as 
soon  as  possible. 

This  bill  includes  the  authorizations  required  for  the 
public  and  Indian  housing  programs,  the  assisted  housing 
programs,  the  FHA  insurance  programs,  the  Community  Development 
Block  Grant  program,  the  HOME  Investment  Partnerships  program, 
the  preservation  program,  the  supportive  housing  programs,  and 
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regulatory  programs;  and  it  includes  authorizations  for  the  rural 
housing  programs  administered  by  the  Farmers  Home  Administration 
and  for  the  programs  for  the  homeless  under  the  Stewart  B. 
McKinney  Act . 

The  bill  also  contains  initiatives  that  I  have  championed 
including  a  revision  of  the  Emergency  Homeowners  Relief  Act  to 
provide  assistance  to  homeowners  facing  foreclosure  and  loss  of 
their  homes,  and  a  merger  and  rewrite  of  the  section  8 
certificate  and  voucher  programs.   The  merger  which  I  initially 
proposed  in  1992  will  mean  better  protection  for  low  income 
families  and  relief  from  administrative  burdens  for  housing 
authorities. 

I  also  have  provided  several  rural  housing  initiatives,  in 
addition  to  technical  and  clarifying  changes,  including  a 
streamlined  refinancing  authority  for  rental  housing,  and  a 
technical  assistance  and  capacity  building  program  for  Native 
American  and  Native  Alaskan  tribes  and  members  of  tribes  who  have 
been  underserved  by  FmHA  housing  programs.   We  are  particularly 
interested  in  Mr.  Loza's  comments  about  these  provisions. 

At  the  same  time,  the  Housing  and  Community  Development  Act 
of  1994  includes  many  of  the  initiatives  and  technical  changes 
that  were  a  part  of  the  Administration's  1993  legislative  package 
and  also  advocated  by  members  of  NAHRO  and  other  housing  interest 
groups.   It  incorporates  most  notably  restructured  and  simplified 
reforms  of  the  multifamily  property  disposition  program,-  the 
Community  Partnerships  Against  Crime  or  COMPAC  program;  a  new 
economic  grant  program  as  part  of  the  section  108  loan  guarantee 
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program;  and  provisions  which  will  foster  mixed  income  piiblic 
housing  communities. 

The  Administration  has  made  major  strides  in  reversing 
federal  policy  and  priorities  that  produced  little  or  no 
sustained  domestic  strategy  or  investment  in  affordable  housing 
or  rebuilding  our  nation's  cities  and  towns.   Yet  more  federal 
cooperation  and  participation  is  critical  to  maintaining  the 
momentum . 

And  the  prospects  for  increased  or  even  level  fionding  are 
quite  bleak.  So  the  energy  that  the  Administration,  members  of 
NAHRO,  and  rural  housing  advocates  cuid  agencies  have  shown  in 
doing  more  with  less  is  both  critical  and  welcome. 

As  this  hearing  begins  the  regular  legislative  process  for 
the  reauthorization  bill,  we  are  particularly  interested  in  your 
initial  comments  about  the  proposals  included  in  H.R.  3838,  in 
your  priorities  from  the  1993  Administration  legislation,  and 
your  initial  ideas  about  1994  proposals  and  legislation. 

Finally,  I  would  be  remiss  if  I  did  not  commend  you,  Mr. 
Secretary,  and  your  Department  for  your  speedy  and  dedicated 
efforts  to  provide  critically  needed  assistance  to  communities 
and  families  devastated  by  the  California  earthquake.   The 
response  has  been  unprecedented. 

I  look  forward  to  the  testimony. 
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(2/24/94) 

Opening  Remarks  of  Rep.  Marge  Roukema 
HOUSING  SUBCOMMITTEE 
SECRETARY  CISNEROS 

Mr.  Secretary,  I  want  to  welcome  you  here  today  before  the  Housing 
Subcommittee  as  we  begin  the  process  of  reauthorizing  our  federal  housing 
programs  for  the  next  two  fiscal  years. 

We  look, forward  to  receiving  your  views  on  housing  issues  today  and 
the  direction  you  intend  to  lead  HUD  over  the  next  three  years. 

However,  Mr.  Chairman,  before  I  begin  my  remarks  to  the  Secretary,  I 
wanted  to  commend  you  for  introducing  H.R.  3838,  your  version  of  housing 
authorization.   In  an  effort  to  continue  the  bi-partisan  spirit  in  which 
we  have  pursued  housing  policy  in  this  Subcommittee  over  the  past  few 
years,  I  was  pleased  to  join  you  as  a  sponsor  of  that  legislation. 

As  you  may  know,  I  have  also  introduced  several  housing  related  bills 
dealing  with  improvements  to  the  HOME  program,  a  limited  block  grant  for 
McKinney  Homeless  Assistance,  and  public  housing  reform.   Many  of  the 
provisions  of  my  bills  have  been  requested  by  the  Administration  and  have 
been  incorporated  into  the  Chairman's  bill. 

I  hope  the  Chairman  and  the  Secretary  will  give  serious  consideration 
to  the  other  provisions  I  have  introduced. 

Mr.  Chairman,  we  have  a  dilemma.   Our  Subcommittee  has  two  housing 
budgets  before  it,  one  submitted  by  the  Secretary  and  H.R.  3838. 

On  the  one  hand,  while  it  has  problems,  the  HUD  budget  does  more 
realistically  reflect  the  fiscal  realities  of  the  budget  deficit  which  we 
face. 

On  the  other  hand,  the  funding  levels  in  H.R  3838,  while  larger 
overall,  better  reflect  the  necessary  spending  balance  we  need  to 
maintain  among  all  of  our  housing  programs. 

Republican  Members  of  this  Subcommittee  share  with  the  Administration 
and  with  the  Chairman  a  common  vision  for  the  well  being  of  our  citizens, 
our  communities  and  our  neighborhoods.   We  believe  that  these  goals  can 
best  be  achieved  through  a  balanced  housing  budget  which  addresses  our 
most  pressing  housing  needs  in  a  reasonable  and  fiscally  responsible 
manner. 

We  will  have  to  work  very  diligently  in  the  months  ahead  to  reconcile 
these  two  budget  requests. 

Now  Mr.  Secretary,  this  year,  you  are  requesting  a  budget  which 
represents  an  increase  of  almost  $1  billion  over  the  appropriated  levels 
for  Fiscal  Year  1994. 

However,  your  budget  actually  reduces  the  funding  levels  for  many  of 
the  roost  critical  housing  programs. 

It  is  with  regret,  therefore,  that  I  find  that  your  budget  for  Fiscal 
year  1995  does  not  achieve  that  important  balance  among  our  programs. 
Reductions  in  funding  for  programs  such  as  the  HOME  Investment 
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Partnership;  public  housing  development,  modernization  and  operating 
subsidy,  and  Section  202  housing  for  the  elderly  are  totally 
unacceptable. 

The  HOME  Investment  Partnership  was,  in  my  opinion,  one  of  the  most 
important  new  programs  to  emerge  from  our  Committee.   As  an  early  and 
strong  advocate  of  more  flexibility  at  the  local  level  to  meet  housing 
needs,  I  firmly  believe  this  program,  if  properly  implemented  and 
adequately  funded,  will  go  a  long  way  in  meeting  our  long-term  housing 
needs.   But  one  of  the  most  critical  elements  of  that  program  is  the 
guarantee  that  a  steady  flow  of  funds  will  be  provided  by  the  Federal 
government.   Participants  in  HOME  must  have  an  adequate,  reliable,  and 
steady  stream  of  funding  so  that  their  long-range  housing  strategies  can 
be  met  with  confidence  and  minimal  adjustment. 

In  the  case  of  HOME,  I  can  not  accept  the  simplistic  argument  that 
because  there  are  enough  funds  in  the  pipeline  the  program  can  be  reduced 
this  year.   Last  year  you  made  a  personal  commitment  to  this  Committee  to 
do  all  you  could  to  free  up  that  pipeline  and  continue  to  adequately  fund 
that  program. 

With  respect  to  the  devastating  reduction  in  funds  for  housing  for  the 
elderly,  I  find  the  budget  request  for  the  Section  202  inexcusable. 

According  to  some  reports,  there  are  over  250,000  low-income  older 
persons,  many  frail  elderly,  on  waiting  lists  for  affordable  housing 
units.   The  Section  202  program  is  an  important  component  of  our  national 
housing  policy  and  has  served  our  elderly  populations  quite  well. 

What  is  most  disconcerting  about  this  budget  is  its  justification.   It 
is  totally  unacceptable  to  suggest  that  cuts  in  this  program  can  somehow 
be  alleviated  by  the  authority  to  allow  PHAs  to  designate  public  housing 
projects  as  elderly-only. 

That  may  be  an  option  in  certain  cities  where  there  is  a  large  PHA  and 
if  you  were  requesting  more  funds  for  public  housing  but  in  my 
Congressional  district  where  there  are  a  lot  of  elderly  persons  looking 
for  housing  and  no  large  PHA,  this  option  simply  does  not  apply. 

With  respect  to  the  budget  request  for  public  housing,  I  am  equally 
disappointed. 

Last  year,  you  made  the  improvement  of  public  housing  your  second  top 
priority  for  the  Department. 

Last  November  you  traveled  to  Newark  and  visited  a  dilapidated  project 
known  as  Hayes  Homes.   You  stated  that  that  visit  was  one  of  the  lowest 
days  of  your  11  months  on  the  job  and  that  "folks  ought  not  have  to  live 
in  conditions  like  those  that  exist  at  Hayes  Homes". 

Yet,  Mr.  Secretary,  this  year's  budget  reduces  every  public  housing 
account  from  operating  subsidy  to  modernization.   What  do  you  say  to  the 
residents  of  Hayes  Homes? 

Finally,  what  is  most  troubling  about  this  budget,  Mr.  Secretary,  is 
that  there  appears  to  be  a  confused,  disconnected  and  muddled  housing 
strategy  emerging  from  this  Administration. 
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For  instance,  no  one  can  deny  the  continuing  problem  with  homelessness 
in  this  nation.   And  no  one  can  contest  your  commitment  to  addressing 
that  problem.   But  a  $780  million  increase  seems  to  be  excessive. 

The  largest  concentrations  of  homeless  families  appears  to  be  in  our 
urban  centers.   Coincidentally,  this  is  also  where  we  are  experiencing 
the  largest  concentration  of  deteriorating  or  vacant  public  housing  and 
housing  controlled  by  HUD  under  foreclosure.   Since  a  large  portion  of 
our  homeless  families  simply  need  a  stable  and  affordable  roof  over  their 
heads,  its  make  little  sense  to  increase  homeless  assistance  at  the  same 
time  the  budgets  for  HOME,  public  housing  development,  modernization  and 
severely  distressed  housing  are  being  reduced. 

These  are  the  very  programs  that  can  produce  the  affordable  housing 
units  needed  for  the  homeless.   Vouchers  are  helpful  but  not  always 
useable  in  some  markets. 

Similarly,  the  Administration  recently  announced  a  new  anti-crime 
initiative  for  public  housing.   We  all  know  that  a  large  portion  of  that 
criminal  activity  takes  place  in  our  dilapidated  and  predominantly  vacant 
high-rise  public  housing  projects. 

While  we  applaud  your  new  initiative,  perhaps  the  single  most 
effective  way  to  attack  this  crime  would  be  to  significantly  change  the 
venue.   That  is  to  get  rid  of  the  high  rise  projects  which  breed  this 
kind  of  activity  and  replace  these  projects  with  new  developments  that 
reflect  a  commitment  to  renew  the  vibrancy  and  vitality  of  our 
neighborhoods  and  communities. 

To  accomplish  this,  you  cannot  cut  the  very  budgets  that  would  help 
produce  those  new  units. 

Mr.  Secretary,  as  you  begin  your  second  year  at  HUD  let  me  say  our 
problems  are  still  formidable  but  our  task  is  not  dismaying.   There  is  a 
crying  need  across  the  land  for  decent,  affordable  housing,  and, 
together,  we  must  answer  the  call.   I  appreciate  the  fact  that  your  task 
is  not  easy  given  the  constraints  of  the  budget  deficit.   Competition  for 
scarce  funds  may  place  your  priorities  in  conflict  with  those  of  the 
Congress  but  this  simply  requires  that  all  federal  programs  find 
innovative  ways  to  spend  their  limited  resources  more  efficiently  and  on 
a  more  timely  basis. 

Our  priorities  in  these  times  of  tight  budgets  must  be  to  provide  the 
best  return  for  the  resources  available.   They  must  not  pit  one  housing 
program  against  another.   And,  clearly  they  must  keep  HUD  in  the 
forefront  of  providing  affordable  housing  not  moving  HUD  toward  a  more 
service  oriented  agency. 

Programs  such  as  HOME,  Section  202  and  public  housing,  which  may 
require  ongoing  management  improvements,  are  nevertheless,  important 
housing  programs  which  serve  to  meet  specific  populations  in  need  and 
have  the  strong,  bi-partisan  support  of  our  Committee. 

Over  the  past  four  years,  our  Committee  has  worked  very  carefully  to 
try  and  find  that  right  balance  which  brings  us  the  best  return. 
Fundamental  changes  in  policy  direction  or  funding  levels  must  be  taken 
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seriously  and  must  be  fully  debated. 


While  I  believe  your  budget  request  needs  a  lot  of  work,  I  look 
forward  to  working  with  you,  as  we  move  toward  the  reauthorization  of 
our  housing  programs  for  Fiscal  1995  and  1996. 
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Thank  you  Mr.  Chainnan.  Today's  hearing  marks  an  important  milestone  on  the 
reauthorization  of  all  of  the  Federal  housing  and  community  development  programs. 

In  many  ways,  HR  3838  should  be  considered  the  most  important  piece  of  legislation 
that  Congress  will  consider  this  year,  even  when  compared  to  health  care  reform  and  welfare 
reform. 


Having  a  permanent  place  to  live  is  the  fundamental  conemerstone  for  reform  of  either 
healthcare  or  welfare.  It  is  not  reasonable  to  expect  a  family  to  get  off  welfare  if  they  have 
nowhere  to  live.  Nor  is  it  reasonable  to  expect  homeless  people  to  be  able  to  stay  in  in  top 
physical  health. 

It  is  a  national  disgrace  that  tens  of  thousands  of  people,  many  of  them  children,  go 
homeless  in  the  wealthiest  nation  on  Earth.  And  we  must  take  concrete  steps  to  improve 

the  environment  surrounding  so  many  of  our  public  housing  projects,  including  the  creation  of 
parks  in  vacant  lots  that  are  now  havens  for  drug  dealers  aiKl  garbage. 

But  imfortunately,  these  facts  are  byproducts  of  years  of  budget  decisions  that  have  left 
the  Federal  Government  with  a  HUD  budget  that  is  only  one-eighS  the  size  of  oiu-  military 
budget. 

Almost  exactly  one  year  ago.  Secretary  Cisneros,  you  took  office  amidst  great 
expectations. 

For  the  first  time  in  twelve  years,  an  administration  was  in  place  dedicated  to  improving 
the  role  of  the  Federal  Government  in  creating  permanent  housing  opportunities  for  our  citizesn. 

However,  the  enormous  announced  budget  cuts  at  HUD  this  year  —  especially  in  teh 
Section  202  Senior  Citizen  housing  program  aiid  in  the  public  housing  rehabilitation  fimds  — 
one  cannot  help  but  question  the  commitment  to  that  laudable  goal. 

So  the  question  arises,  because  of  the  severity  of  thse  cuts,  if  the  Administration  has  Isot 
faith  in  these  programs,  and  if  it  has,  we  must  hear  of  those  concerns  before  this  Subcommittee 
proceeds  with  the  reauthorization  of  these  very  same  programs. 


198 


While  I  applaud  the  modest  increase  in  funding  for  programs  for  the  homeless,  it  should 
be  noted  that  the  failure  to  create  new  housing,  immediately  and  in  the  future,  will  only 
exacerbate  the  problems  of  homelessness. 
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MR.  CHAIRMAN,  I  AM  GLAD  THAT  WE  ARE  FINALLY  ABLE  TO  HOLD  THIS  HEARING.  I 
WANT  TO  WELCOME  SECRETARY  CISNEROS  AND  THANK  HIM  FOR  HIS  OPENNESS  AND 
WILLINGNESS  TO  APPEAR  HERE  TODAY.  MANY  OF  US,  ESPECIALLY  THOSE  MEMBERS 
FROM  LARGE  URBAN  AREAS,  AWAIT  HUD'S  BUDGET  BOTH  WITH  ANTICIPATION  AND 
TREPIDATION.  IN  THE  PAST,  WE  HAVE  EXPECTED  THE  WORST  AND  PREPARED  FOR 
BATTLE.  HOWEVER,  THIS  BUDGET  APPEARS  TO  BE  GOOD  NEWS  FOR  THE  MOST  PART. 
AS  ONE  OF  THE  FEW  AGENCIES  THAT  ACTUALLY  EXPERIENCED  AN  INCREASE,  HUD 
APPEARS  TO  HAVE  A  UNIQUE  AND  REAL  OPPORTUNITY  TO  PROMOTE  PROGRAMS  THAT 
ARE  BOTH  PRODUCTIVE  AND  CREATIVE. 

I  ALSO  WANT  TO  COMMEND  THE  CHAIRMAN  FOR  BRINGING  H.R.  3838  TO  THE  TABLE  IN 
SUCH  A  TIMELY  MANNER  I  AM  AN  ORIGINAL  CO-SPONSOR  AND  WHOLEHEARTEDLY 
SUPPORT  THE  MANY  PROVISIONS  OF  THIS  BILL.  I  STRONGLY  BELIEVE  THE  PROVISION 
ALLOWING  NEWLY  EMPLOYED  PUBLIC  HOUSING  RESIDENTS  TO  RETAIN  THEIR  CURRENT 
RENT  PAYMENTS  FOR  EIGHTEEN  MONTHS  AFTER  EMPLOYMENT  WILL  HELP  THESE 
INDIVIDUALS  AND  FAMILIES  TO  STABILIZE  THEIR  LIVES  BEFORE  FACING  ADDED 
PRESSURES.  I  AM  ALSO  ENCOURAGED  BY  THE  RENEWED  FUNDING  FOR  THE  NATIONAL 
HOMEOWNERSmP  TRUST.  AS  I  HAVE  SAID  OVER  AND  OVER  IN  THIS  COMMITTEE, 
HOMEOWNERSHIP  IS  CRITICAL  TO  THE  PROSPERITY  AND  SECURITY  OF  THE  CITIZENS 
OF  OUR  CITIES,  TOWNS  AND  RURAL  AREAS.  IT  GIVES  PEOPLE  A  STAKE  IN  THEIR 
NEIGHBORHOOD  AND  A  PRIDE  IN  THEIR  COMMUNITY  NOT  EVIDENT  IN  RENTAL  AREAS. 

SECRETARY  CTSNEROS  HAS  MADE  MAJOR  STEPS  IN  HELPING  THE  HOMELESS  AND  I  AM 
INTERESTED  IN  THE  PHILOSOPHY  AND  DETAILS  BEHIND  THE  "CONTINUUM  OF  CARE" 
PROPOSAL.  I  AM  TROUBLED  BY  THE  CUTS  MADE  IN  THE  PUBLIC  HOUSING  BUDGET.  AS 
A  REPRESENTATIVE  OF  A  CITY  WHOSE  PUBLIC  HOUSING  TROUBLES  ARE  INFAMOUS,  I 
BELIEVE  THE  CUT  IN  OPERATING  SUBSIDIES  AND  MODERNIZATION  AND  SEVERELY 
DISTRESSED  PUBLIC  HOUSING  FUNDS  WILL  BE  DETRIMENTAL  TO  THE  PROGRESS  MADE 
THUS  FAR. 

AGAIN,  I  APPRECIATE  THE  SECRETARY'S  APPEARANCE  AND  LOOK  FORWARD  TO 
WORKING  WITH  THE  CHAIRMAN  AND  THE  SECRETARY  IN  THE  MONTHS  AHEAD. 


THANK  YOU,  MR.  CHAIRMAN. 
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Thank  you,  Mr.  Chairman. 

It  is  a  pleasure  to  be  here,  today,  and  to  welcome  Secretary  Cisneros  to  the 
subcommittee.  It  is  also  a  pleasure  to  welcome  Mr.  Rick  Gentry  from  the  National 
Association  of  Housing  and  Redevelopment  Officials  and  Mr.  Moises  Loza  from 
the  Housing  Assistance  Council.   I  look  forward  to  your  testimony. 

As  we  begin  work  on  legislation  to  reauthorize  this  nation's  federal  housing 
agencies  and  programs,  we  must  not  forget  the  lives  of  the  people  that  lie  behind 
the  statistics  and  the  politics  of  the  legislative  process. 

The  policy  considerations  are  complex.  The  needs  are  real.  Individuals,  families, 
and  communities  are  looking  to  this  committee  and  to  the  federal  govenmient  for 
leadership. 

Secretary  Cisneros  is  to  be  commended  for  providing  the  leadership  that  is 
changing  the  Department  of  Housing  and  Urban  Development  into  a  responsive  and 
effective  agency. 

Chairman  Gonzalez,  as  well,  for  many,  many  years,  has  provided  the  inspiration 
and  the  leadership  that  has  made  this  nation's  housing  policy  meaningful  and 
effective. 

I  look  forward  to  working  with  the  Chairman,  with  the  Secretary,  and  with 
members  of  this  committee  to  help  solve  this  nation's  housing  problems.  If  we 
work  together,  we  can  provide  the  decent,  safe  and  affordable  housing  that  the 
residents  of  this  country  need  and  deserve. 

Thank  you. 
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Mr.  Chairman  and  Members  of  the  Committee,  thank  you  for 
holding  this  hearing  today  and  for  your  strong  support  for  HUD's 
goals,  priorities,  and  legislative  initiatives. 

We  owe  you  a  debt  of  gratitude,  Mr.  Chairman,  for  your  many 
years  of  leadership  as  a  strong  advocate  for  affordable  housing 
and  better  communities.   You  have  been  a  vital  force  in  this 
crusade  throughout  your  lifetime  of  achievement.   We  especially 
appreciate  your  work  in  the  past  decade  leading  the  fight  to 
preserve  HUD's  budget  in  the  face  of  proposed  cutbacks,  and  we 
are  also  grateful  for  your  continued  leadership  in  shaping 
today's  national  agenda  for  housing  and  community  development 
policy  by  guiding  key  legislation  through  Congress,  including  the 
Stewart  B.  McKinney  Homeless  Assistance  Act,  the  Cranston- 
Gonzalez  National  AffordaLble  Housing  Act,  and  the  Housing  and 
Community  Development  Act  of  1992.   People  that  care  about  better 
communities  and  housing  are  well  served  by  your  Chairmanship  of 
both  the  House  Committee  on  Banking,  Finance  and  Urban  Affairs 
and  its  Subcommittee  on  Housing  and  Community  Development . 

We  are  very  pleased  to  work  so  closely  with  you.  Chairman 
Gonzalez,  and  with  the  Members  of  your  Committee,  in  our  efforts 
to  revitalize  HUD,  ensure  fair  and  affordable  housing  for  all, 
and  rebuild  America's  communities.   I  am  delighted  to  be  here 
today,  and  I  want  to  thank  you  for  this  opportunity  to  discuss 
HUD's  legislative  priorities.   We  appreciate  your  introduction  of 
reauthorizing  legislation  in  the  form  of  H.R.  3838,  the  Housing 
and  Community  Development  Act  of  1994.   As  you  know,  the 
Department  is  in  the  process  of  preparing  its  own  1994  bill, 
which  will  be  introduced  by  the  President  within  the  next  two 
months . 


THE  HXro  DEMONSTRATION  ACT  OF  1993 

Mr.  Chairman,  I  would  like  to  begin  by  briefly  discussing 
the  legislative  priorities  that  were  of  vital  importance  to  us 
last  year.   We  appreciate  all  of  your  help  in  moving  those 
priorities. 

I  want  to  thank  you  for  your  leadership  in  guiding  the  HUD 
Demonstration  Act  of  1993  into  enactment. 

•  Thanks  to  your  assistance.  Congress  authorized  and 
appropriated  $100  million  for  the  new  Community  Investment 
Demonstration  Program  creating  public-private  partnerships 
with  pension  funds,  leveraging  HUD  subsidies  to  provide 
incentives  for  more  than  a  billion  dollars  of  new  investment 
producing  thousands  of  affordcible  housing  units. 

•  Congress  authorized  smd  appropriated  $171  million  for  our 
expanded  efforts  to  promote  housing  choice  by  adding  more 
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than  4,300  families  to  the  Moving  To  Opportunity  program, 
providing  rental  assistance  and  counseling  to  help  eligible 
low- income  families  move  from  high  poverty  areas  to 
communities  where  poverty  is  less  concentrated. 

Congress  authorized  and  appropriated  $100  million  for  our 
new  Innovative  Homeless  Fund  to  encourage  cities  to  build 
new  partnerships  and  develop  creative  strategies  for  dealing 
with  the  crisis  of  homelessness.   Our  first  grant  of  $20 
million  is  for  the  D.C.  Initiative.   We  are  now  working  with 
the  District  of  Columbia  city  government,  local  foundations, 
business  leaders,  nonprofit  service  providers,  homeless 
advocates,  and  neighborhood  organizations,  designing  and 
implementing  comprehensive  continuum  of  care  solutions  to 
meet  the  housing  and  service  needs  of  homeless  persons. 
Several  weeks  ago  we  designated  the  City  of  Los  Angeles  for 
the  second  of  our  citywide  grants  for  Innovative  Homeless 
prog^rams .   We  also  recently  provided  $25  million  in  grants 
to  innovative  service  providers  around  the  country  for 
innovative  activities  to  help  save  lives  during  the  bitter 
winter  cold. 

Finally,  Congress  authorized  and  appropriated  $2  0  million 
for  our  new  partnership  with  the  National  Community 
Development  Initiative,  to  build  the  organizational  -i 
program  capacity  of  community  development  corporatic.o  to 
produce  and  manage  affordable  housing  and  generate  jobs  and 
economic  development  in  low- income  neighborhoods.   A 
consortium  of  private  foundations  and  one  large  corporation 
are  matching  HUD  dollars  on  a  three- for-one  basis, 
leveraging  an  additional  $60  million  from  the  private  sector 
to  supplement  the  $20  million  from  the  Department. 


PREVIEW  OF  1994  REAUTHORIZATION  PROPOSALS 

And  now,  Mr.  Chairman,  I  am  pleased  to  present  you  the 
general  outlines  of  our  1994  reauthorization  legislation  as  a 
complement  to  your  own  H.R.  3838.   Most  of  these  legislative 
initiatives  follow  the  new  HUD  initiatives  listed  in  the 
President's  Budget  for  FY  1995.   Currentl^i  s'e  are  drafting  the 
legislative  details.   After  obtaining  the  views  of  other  agencies 
and  final  approval  from  the  Office  of  Management  and  Budget,  we 
will  provide  complete  information  about  the  legislative  package. 
For  now  I  can  express  the  broad  themes,  which  follow  the  six  key 
program  and  management  priorities  we  first  identified  in  our  1993 
document,  "Creating  Communities  of  Opportunity."   These 
priorities  are: 

•  Reducing  Homelessness 

•  Turning  Around  Pviblic  Housing 

•  Expanding  Housing  Production  and  Preserving  the  Supply  of 
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Affordable  Housing 

•  Ensuring  Fair  Housing  for  All  Americans 

•  Helping  Communities  Empower  Themselves 

•  Bringing  Excellence  to  Management 

The  unifying  framework  and  underlying  philosophy  for  these 
six  priorities  is  our  new  broad-based  initiative  that  we  are 
calling  Transitions.   This  approach  involves  using  Federal 
housing  and  community  development  programs  to  enable  people  to 
move  up  a  ladder  of  opportunity,  to  make  dynamic  progress  in 
their  lives  and  reach  for  something  better.   Specifically,  the 
purpose  is  to  encourage  four  vital  transitions  for  individuals, 
families,  and  neighborhoods: 

•  From  welfare  dependence  to  economic  independence 

•  From  renter  to  homeowner 

•  From  distressed  community  to  thriving  community 

•  From  segregated  community  to  open  community 

The  goal  of  Transitions  is  to  help  families  and  communities 
begin  realizing  their  full  potential.   It  will  require  a 
reinvention  of  some  of  HUD's  basic  programs--for  homeless 
services  to  facilitate  the  transition  to  permanent  housing  and 
independent  living;  for  public  housing  developments  to  become 
laboratories  for  family  growth,  employment,  and  stability;  and 
for  low- income  families  to  live  in  dignity  and  respect  through 
housing  certificates  that  become  genuine  instruments  of  choice, 
not  only  for  decent,  affordable  housing  but  also  to  better 
schools  and  more  job  opportunities. 

A  centerpiece  of  this  initiative  is  homeownership.   A  recent 
survey  found  that  lower-income  and  minority  families  valued 
homeownership  more  than  people  with  higher  incomes.   Many  people 
have  the  will  but  lack  the  opportunities.   Project  Transition 
will  focus  technical  assistance  and  counseling,  breaking  down 
discriminatory  barriers,  promoting  affordable  production  and 
mortgage  financing,  and  many  other  tools  needed  to  expand 
homeownership  opportiinities  throughout  cities  and  suburbs, 
especially  for  those  most  disadvantaged. 

Equally  important.  Federal  dollars  spent  on  housing  and 
comm\inity  development  projects  create  jobs.   Through  rroject 
Transition  we  intend  that  these  funds  will  help  generate  two 
crucial  outcomes:  investments  that  improve  the  quality,  security 
amd  livcJsility  of  housing  and  neighborhoods;  and  jobs  for  low- 
income  residents  ready,  willing,  and  able  to  work. 

Let  me  outline  the  contours  of  the  proposed  1994 
legislative  initiatives  and  budget  as  they  relate  to  Transitions 
and   the  six  priorities. 

Our  first  priority  is  reducing  homelessness.   We  CeUinot  call 
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outselves  a  Department  of  Housing  without  being  concerned  for  the 
unhoused.   The  1994  Act  will  further  this  commitment  by  proposing 
to  reorganize  McKinney  homeless  assistance  grants  into  a  more 
comprehensive  "continuum  of  care"  approach,  by  closely 
coordinating  or  combining  numerous  separate  programs.   It  will 
give  communities  much  greater  flexibility  to  focus  on  the 
programs  that  best  fit  local  needs. 

Our  new  approach  will  make  administration  of  homeless 
programs  more  efficient  and  responsive,  allowing  HUD  to  save  on 
administrative  costs  and  shift  that  savings  to  directly  serve  the 
homeless  population.   We  envision  major  expansion  of  McKinney 
grants,  of  the  Innovative  Homeless  Fund  which  you  helped  us 
create  in  1993,  and  of  Section  8  certificates  for  fortiierly 
homeless  people,  providing  the  vital  link  that  assists  homeless 
families  to  make  the  successful  transition  from  temporary  shelter 
to  permanent  housing,  jobs,  and  self-sufficiency.   Moving  people 
along  this  continuum  to  a  better  life  is  at  the  foundation  of  our 
philosophy  of  Transitions. 

Our  second  priority  is  improving  public  housing,  especially 
turning  around  the  most  troubled  developments.   In  1993  we 
launched  the  Urban  Revitalization  Demonstration  with  more  than 
one  billion  dollars  in  grants  to  restore  severely  distressed 
public  housing  developments  in  34  cities.   We  will  be  continuing 
these  efforts  with  a  third  round  of  new  grants  for  FY  95.   The 
proposed  1994  Act  maintains  our  strong  commitment  to  the  future 
of  public  housing  by  streamlining  existing  programs  and  creating 
special  new  initiatives  for  job  training  and  placement,  resident 
organization,  and  family  and  youth  services.   These  include 
±"ublic  Housing  Family  Investment  Centers  and  Economic  Development 
Centers  to  promote  career  opportunities,  the  Tenant  Opportunity 
Program  to  strengthen  resident  activities,  the  Community 
Partnership  Against  Crime  and  Operation  Safe  Home  initiatives  to 
create  a  more  secure  environment,  and  the  Jobs  for  Residents 
program  to  enforce  Section  3  of  the  1968  Housing  Act  and  help 
generate  economic  self-sufficiency.   Enabling  public  housing 
residents  to  succeed  at  work  and  become  homeowners  clearly 
represents  what  Transitions  is  all  about. 

Our  third  priority  is  to  increase  and  preserve  affordable 
housing  and  homeownership .   Much  has  already  been  accomplished. 
The  FHA  had  its  second  best  year  since  1934,  insuring  more  than 
one  million  mortgages,  including  400,000  for  first-time 
homebuyers.   More  importantly,  in  1993  the  national  homeownership 
rate  increased  by  four-tenths  of  a  percentage  point, 
approximately  400,000  new  homeowners,  after  more  than  a  decade  of 
decline  and  stagnation.   These  new  homeowners  include  an 
increasing  number  of  yoxing  households  in  their  20s  and  3  0s,  an 
age  group  that  has  been  losing  ground  on  homeownership  since 
1981.   The  legislative  proposals  in  our  1994  Act  will  advance 
these  commitments  through  funding  the  National  Homeownership 
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Trust,  and  by  significantly  expanding  homeownership  counseling 
that  is  so  vital  for  low- income  renter  families  to  make  and 
maintain  the  transition  to  ownership.   It  also  includes  improving 
innovative  multifamily  risk-sharing  arrangements  that  were  begun 
in  1993  and  expanding  them  to  include  single-family  mortgages, 
preserving  the  existing  inventory  of  affordable  housing, 
reforming  the  rules  for  disposition  of  HUD-owned  properties,  and 
making  key  changes  in  FHA  mortgage  insurance  to  strengthen  its 
usefulness  to  support  low-  and  moderate -income  homebuyers  and 
housing  production.   Within  this  priority  we  show  that 
Transitions  is  not  just  for  homeless  or  low- income  people. 
Homeownership  for  young  first-time  buyers  is  a  very  important 
Transition  for  moderate  and  middle -income  households,  one  that 
the  Clinton  Administration  and  HUD  strongly  encourages. 

Our  fourth  goal  is  to  promote  fair  housing,  equal 
opportunity,  and  residential  choice.   On  Martin  Luther  King  Day 
President  Clinton  signed  an  Executive  Order  creating  the 
President's  Fair  Housing  Council,  and  HUD's  recent  Fair  Housing 
Summit  explored  many  of  our  new  initiatives.   In  addition,  we  are 
moving  forward  w -h  an  interagency  working  group  on  Fair  Lending, 
led  by  myself,  A^_orney  General  Janet  Reno,  and  Comptroller  of 
the  Currency  Eugene  Ludwig.  The  proposed  1994  Act  will  further 
our  commitment  to  providing  more  housing  choice,  especially  for 
low-income  minorities  concentrated  in  urban  poverty 
neighborhoods,  by  offering  mobility  counseling  to  all  families 
who  are  issued  Section  8  rental  assistance  through  a  new  program 
called  Moving  to  Independence,  by  expanding  support  for  testing 
and  enforcement  efforts  by  metropolitan  non-profit  organizations 
and  state  and  local  governments  through  the  Fair  Housing 
Initiatives  Program  (FHIP)  and  the  Fair  Housing  Assistance 
Program  (FHAP) ,  by  demonstration  projects  to  promote  consolidated 
planning  and  metropolitan- wide  enforcement  and  mobility 
strategies,  and  by  working  with  law  enforcement  and  financial 
regulatory  agencies  to  promote  fair  lending  and  insurance  and  get 
tough  on  redlining  and  discrimination.   Recently  60  Minutes  did  a 
feature  on  Chicago's  Gautreaux  program,  and  how  the  lives  of 
African-American  families  had  changed  for  the  better  by  having 
the  opportunity  to  move  to  suburban  housing,  schools,  and  jobs. 
We  consider  these  stories  as  important  symbols  of  successfully 
making  Transitions. 

Our  fifth  priority  is  to  empower  communities  for  economic 
growth,  human  development,  and  better  quality  of  life.   Currently 
we  are  conducting  technical  assistance  workshops  in  cities  around 
the  country  to  support  the  application  process  for  Empowerment 
Zones  and  Enterprise  Communities,  one  element  of  the 
Administration's  larger  community  investment  strategy  that 
involves  many  HUD  programs.   The  1994  Act  will  expand  economic 
and  community  development  initiatives  to  support  local 
infrastructure,  neighborhood  job  creation,  and  strengthening 
community  institutions.   Among  these  are  the  Neighborhood  LIFT 
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program  designed  to  provide  gap  financing  for  commercial,  retail, 
and  mixe-use  development  projects  in  low-income  communities, 
creating  jobs  and  providing  vitally  needed  local  services.   It 
also  includes  the  Community  Viability  Fund,  supporting  capacity 
building  and  organization  of  local  residents  and  institutions, 
promoting  better  design,  public  spaces  and  amenities,  and 
encouraging  and  rewarding  innovative  local  programs  and 
initiatives.   Finally,  it  includes  renewing  the  National 
Community  Development  Initiative  to  leverage  private  foundation 
and  corporate  support  for  community  development  corporations,  and 
the  Economic  Revitalization  Initiative,  providing  grants  to 
facilitate  use  by  CDBG  entitlement  communities  of  Section  108 
loan  guarantees  for  economic  development  projects.   The  key  point 
about  this  priority  is  that  communities  can  also  go  through 
successful  Transitions,  and  we  should  empower  them  to  do  so,  just 
as  we  are  doing  with  individuals  and  families. 

Our  sixth  priority  is  reforming  HUD  management  to  bring 
excellence,  service,  and  results  to  our  program  delivery.  We  have 
made  great  strides  in  the  past  year,  including  our  Reinventing 
HUD  initiative  that  has  led  to  a  major  reorganization  of  our 
field  structure,  employee  and  union  participation,  and  improving 
workplace  conditions.   We  also  created  the  HUD  Training  Academy 
to  expand  our  training  and  increase  effectiveness  with  both 
employeees  and  outside  intermediaries  such  as  grant  recipients 
and  contractors.   The  1994  Act  will  increase  flexibility  and 
strengthen  management  in  several  areas,  especially  FHA  and  Public 
and  Indian  Housing.   In  this  priority  the  key  Transition  is  by 
the  Department  itself,  as  we  demonstrate  that  it  is  possible  to 
truly  Reinvent  HUD. 

THE  1993  HOUSING  AND  COMMUNITY  DEVELOPMENT  ACT 

As  you  know,  last  year  we  sought  expedited  authorization  on 
four  critical  legislative  issues.   Each  of  these  initiatives  were 
approved  by  the  Senate  in  S.  1299  last  November.   A  version  of 
one  of  the  proposals  --  for  multifamily  property  disposition  -- 
passed  the  House  last  November  in  H.R.  3400,  the  National 
Performance  Review  legislation.   We  very  much  appreciate  the 
forward  movement  by  Congress  on  these  vital  concerns  to  the 
Department .   We  are  pleased  that  you  have  included  them  in  your 
new  bill,  H.R.  3838,  the  Housing  and  Commiinity  Development  Act  of 
1994.   However,  we  have  been  working  diligently  together  with  you 
on  these  matters  for  the  past  year,  and  we  encourage  you  to 
consider  expediting  these  1993  legislative  initiatives.   We  stand 
ready  to  assist  you  in  any  way  that  we  can.   Early  enactment  will 
make  a  great  difference  to  the  people  and  commxinities  we  serve, 
and  Congress  will  justly  deserve  considerable  credit  for  moving 
this  legislation  through  as  rapidly  as  possible.   The  four  key 
provisions  are : 

•    First,  reforming  the  process  of  multifamily  property 
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disposition  is  absolutely  critical  to  our  efforts  to 
revitalize  the  FHA  and  produce  more  affordable  housing.   Our 
multifamily  inventory  is  a  rapidly  growing  problem  of  great 
concern,  one  that  urgently  needs  action  in  the  face  of 
mounting  costs  and  steadily  increasing  numbers  of  HUD-owned 
properties.   At  the  end  of  FY  93,  the  HUD-ovmed  inventory 
consisted  of  31,300  units  in  184  projects.   The  Department 
also  faces  problems  with  HUD-held  mortgages  assigned  after 
default,  and  with  FHA-insured  multifamily  properties  at 
substantial  risk  of  default. 

We  propose  to  modify  the  existing  requirement  that 
requires  HUD  to  provide  subsidies  for  all  units  even  in 
unsubsidized  buildings.   The  lack  of  sufficient  budget  for 
providing  these  required  subsidies  has  led  to  a  kind  of 
Catch-22  where  we  can't  sell  the  buildings,  we  can't  really 
afford  the  costs  of  owning  these  properties,  and  we  are 
forced  to  avoid  foreclosing  on  other  buildings,  which  adds 
to  our  problems  with  the  insured  inventory.   In  FY  93  HUD 
received  $93  million  in  Section  8  subsidies  for  property 
disposition,  enough  to  fund  1,100  units  out  of  31,300  -- 
just  3  per  cent  of  the  total  need.   We  must  find  a  better 
way  to  move  these  properties  back  into  private  ownership. 
What  we  propose  costs  far  less  money  than  is  required  under 
current  law,  with  savings  of  $1.8  billion. 

The  FHA  cannot  fulfill  its  mission  of  insuring  mortgages  and 
maintaining  the  financial  and  physical  health  of  our  insured 
portfolio  if  it  must  devote  such  a  large  amount  of  its 
resources  to  managing  foreclosed  properties,  something  it  is 
not  well  equipped  to  do.  Within  the  constraints  of  tight 
fiscal  discipline,  we  need  creative  solutions  to  prevent  HUD 
from  becoming  America's  largest  landlord. 

Our  legislative  proposal  for  FHA  multifamily  property 
disposition  is  based  on  several  key  principles: 

•  Preservation  --  We  should  preserve  the  majority  of 
suiDsidized  rental  housing  as  affordable  housing  for  low  and 
moderate  income  use,  unless  the  private  market  can  meet  this 
need.  -  -  ^ 

•  Protection  --We  should  protect  tenants  currently  living 
in  units  assisted  by  Section  8  subsidy  contracts. 

•  Flexibility  --  HUD  must  be  able  to  balance  the  need  to 
replenish  the  insurance  fund  with  the  need  to  sell  a 
property  at  a  price  which  makes  a  project  feasible. 

•  Partnerships  --  HUD  should  work  with  the  Resolution  Trust 
Corporation  and  other  federal  agencies,  state  and  local 
governments,  community-based  non-profit  organizations, 
tenant  groups,  and  private  business  to  pursue  successful 
disposition  strategies  at  the  community  level. 

•  Choice  --  Low  and  moderate  income  households  should  be 
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able  to  choose  where  they  want  to  live  throughout 
metropolitan  areas,  and  not  be  confined  to  particular 
neighborhoods  or  buildings. 

Mr.  Chairman,  moving  these  properties  back  into  the  private 
sector  is  the  best  long  term  solution,  one  we  believe  the 
members  of  this  Committee  and  Congress  can  strongly  support. 

Second,  the  proposed  Comro;ar\ity  Partnership  Against  Crime,  or 
COMPAC,  will  expeUid  the  Public  Housing  Drug  Elimination 
Grant  program  to  cover  all  types  of  criminal  activity,  not 
just  drug-related  crime.   We  seek  to  broaden  the  program  by 
including  community  policing,  youth  recreation  and  sports 
programs,  anti-gang  activities,  resident  participation  and 
services,  and  improved  security  equipment  and  retrofitting 
of  buildings  among  the  eligible  activities.   COMPAC  will 
help  build  partnerships  between  local  residents,  public 
housing  authorities,  the  police,  and  neighborhood 
organizations,  placing  greater  emphasis  on  community 
involvement  and  comprehensive,  long-term  strategies.   As  I 
mentioned  earlier,  we  have  launched  Operation  Safe  Home  to 
strengthen  law  enforcement  auid  fight  crime,  violence,  and 
drugs  in  public  housing.   We  need  COMPAC  to  get  the  job  done 
that  the  President  is  fighting  for  through  his  anti-crime 
bill.   The  residents  of  public  housing  deserve  to  live  with 
better  safety  and  security,  and  they  urgently  need  our 
support  in  improving  their  communities  and  their  lives. 

Third,  public  housing  rent  reform  is  necessary  to  make  work 
pay  by  providing  real  incentives  for  families  to  stay 
together,  find  euid  hold  jobs,  and  increase  their  earned 
income.   We  propose  two  key  changes.   First,  for  public 
housing  residents  who  get  a  job  after  having  been  out  of 
work  for  at  least  one  year,  HUD  would  exclude  for  a  period 
of  18  months  any  increased  rent  they  would  be  required  to 
pay  due  to  their  additional  income.   Second,  for  all  public 
housing  residents,  we  seek  to  establish  a  rent  ceiling  that 
will  be  lower  than  the  current  standard  based  on  30  percent 
of  household  income.   The  new  ceiling  would  be  determined  by 
the  reasonadsle  rental  value  of  the  unit  as  a  percentage  of 
the  fair  market  rent  in  the  area.   These  two  reforms  will 
change  current  policies  that  often  discourage  public  housing 
residents  from  getting  jobs,  from  keeping  jobs,  and  from 
living  with  and  financially  supporting  their  families.   In 
addition,  after  several  years  of  full  implemenation,  we 
expect  these  initiatives  to  pay  for  themselves  by  increasing 
the  income  base  on  which  public  housing  authorities  are  able 
to  collect  rents.   It  will  also  lead  to  an  increase  in  adult 
role  models  for  public  housing  residents,  especially  the 
children,  helping  to  generate  community  leadership  and 
increase  economic  opportunity.   We  absolutely  need  such 


210 


reforms  if  we  are  to  succeed  at  revitalizing  public  housing, 
and  enabling  residents  to  make  the  transition  to  economic 
independence  through  full-time  employment  and  private 
homeownership . 

•    Fourth,  the  Economic  Revitalization  Initiative  will 

authorize  HUD  to  make  grants  to  communities  to  help  finance 
economic  development  projects  using  Section  108  loan 
guarantees  under  the  CDBG  program.   These  grants,  initially 
using  leftover  UDAG  funds,  can  be  used  to  improve  the 
financial  viability  of  projects  and  lessen  the  potential 
need  --  in  case  of  default  --  to  repay  the  guaranteed  loans 
by  using  future  CDBG  allocations.   Guaranteed  loan 
commitments  of  up  to  $2  billion  per  year  can  be  made  vnder 
the  108  program,  and  these  grants  will  encourage  its  full 
utilization,  leveraging  billions  of  dollars  in  private 
investment  to  create  jobs  and  encourage  neighborhood 
revitalization.   This  program  is  a  very  important  tool  to 
promote  urban  economic  development,  and  we  are  eager  to  make 
these  grants  available  to  communities  needing  assistance. 
It  fits  well  with  other  key  initiatives  such  as  Empowerment 
Zones  and  Enterprise  Communities,  or  strengthening  the 
Community  Reinvestment  Act . 

Thank  you,  Mr.  Chairman,  for  the  opportunity  to  present  this 
overview  on  housing  and  community  development  issues  for  the 
upcoming  legislative  year.   It  will  be  a  very  busy  year,  with  a 
great  many  specific  issues  to  address.   I  know  that  working 
together  with  you,  we  will  do  what  is  right  for  the  efficient  and 
effective  delivery  of  these  programs  in  a  timely  fashion. 

Mr.  Chairman,  I  also  thank  you  for  strongly  supporting  our 
efforts  to  better  serve  the  American  people,  to  improve  their 
access  to  decent,  affordable  housing  and  good  communities.   I 
will  be  happy  to  answer  any  questions  you  or  the  Members  of  the 
Committee  may  have . 
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February  24,  1994,  hearing  held  by  the 

Subcommittee  on  Housing  and  Community  Development, 

entitled  "H.R.  3838,  Housing  and  Community 

Development  Act  of  1994" 


QUESTIONS  FROM  CHAIRMAN  HENRY  B.  GONZALEZ  TO 
HONORABLE  HENRY  G.  CISNEROS 


Some  Housing  groups  have  commented  that  HUD's  proposed  Community 
Partnerships  Against  Crime  or  COMPAC  program,  included  in  H.R. 
3838,  has  a  formula  allocation  system  that  will  result  in  the  bulk 
of  grant  funds  being  distributed  to  large  public  housing 
authorities  to  the  disadvantage  of  smaller  housing  authorities. 
What  is  your  response  to  this  concern? 

H.R.  3838  provides  for  the  merger  of  the  Section  8  certificate 
and  voucher  rental  assistance  program  into  a  single  rental 
assistance  program.  One  of  the  central  provisions  of  the  merged 
program  is  that  it  maintains  the  current  law  certificate  program 
requirement  that  a  low-income  tenant  cannot  pay  more  than  30%  of 
their  adjusted  gross  income  for  rent.  What  is  your  opinion  of  this 
requirement? 

Can  you  comment  on  the  proposal  to  reduce  the  upper  limit  of  fair 
market  rents  to  the  40th  percentile  from  45th  percentile.   ARE 
THERE  NOT  INHERENT  CONFLICTS  BETWEEN  THIS  ACTION  AND  OTHER 
ACTIONS  OF  THE  DEPARTMENT  TO  FOSTER  ECONOMIC  AND  RACIAL 
INTEGRATION?   DOESN'T  THIS  PROPOSAL  LIMIT  A  TENANT'S  CHOICE  OF 
HOUSING  AND  NEIGHBORHOOD? 

HAVE  THERE  BEEN  ESTIMATES  OF  THE  ADDITIONAL  FAMILIES  THAT  WOULD 
BE  SERVED  BY  THIS  REDUCTION?   CONVERSELY  HAVE  THERE  BEEN 
ESTIMATES  OF  THE  NUMBER  OF  FAMILIES  WHO  WOULD  NOT  BE  SERVED  IF 
THE  FAIR  MARKET  RENT  UPPER  LIMIT  WERE  INCREASED  BY  LAW? 


The  Administration's  proposed  FY  1995  HUD  budget  states  that  HUD 
will  be  proposing  legislation  to  create  a  super-preference  for 
public  and  assisted  housing  applicants  who  are  employed.  Could  you 
please  explain  how  such  a  super-preference  for  housing  assistance 
would  operate,  and  what  impact,  if  any,  it  would  have  on  those 
unemployed  persons  who  are  seeking  housing  assistance? 
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Questions  from  Chairman  Gonzalez  to  Honorable  Henry  G.  Cisneros 
Page  two 


Once  again,  the  budget  includes  measures  designed  to  lower  the 
costs  of  the  preservation  program  including  lowering  the  federal 
cost  limit  to  100%  of  the  fair  market  rent  and  eliminating  the 
grant  program  for  non  profit  purchasers.  It  also  includes  two  new 
ways  to  lower  costs  including  limiting  the  appraised  value  to 
residential  real  estate  in  all  cases  and  limiting  incentives  to 
100%  of  the  fair  market  rent  instead  of  120%. 

As  you  know,  although  these  provisions  may  lower  the  cost  of  the 
preservation  program,  it  may  also  have  a  disproportionate  impact 
on  high  cost  areas  and  in  areas  where  there  are  active  non  profit 
groups  interested  in  purchasing  properties.   Properties  that 
would  be  preserved  under  the  old  provisions  may  be  lost  to  the 
affordable  housing  inventory  because  they  will  exceed  the  cost 
limit  and  sufficient  incentives  will  not  be  available. 

CAN  YOU  COMMENT  ON  THESE  PROVISIONS?   ARE  THERE  NOT  OTHER  WAYS  TO 
REDUCE  COSTS  WITHOUT  JEOPARDIZING  THE  LOSS  OF  INVENTORY  IN  HIGH 
COST  AREAS? 

ON  A  RELATED  MATTER,  THE  BUDGET  REQUEST  PROVIDES  NO  NEW  FUNDING 
FOR  PRESERVATION  AND  THE  EARTHQUAKE  SUPPLEMENTAL  RESCINDED  $75 
MILLION  FROM  PRESERVATION.   I  AM  CONCERNED  THAT  IF  THERE  ARE 
INSUFFICIENT  FUNDS  AVAILABLE  FOR  PRESERVATION,  AGAIN  PROPERTIES 
WILL  BE  LOST  UNDER  THE  LAW.   CAN  YOU  COMMENT  ON  THIS  DILEMMA? 


Soon  HUD  will  release  its  Congressionally  mandated  study  of  the 
adequacy  of  the  CDBG  allocation  formula.  Are  you  able  to  discuss 
how  the  Department  plans  to  address  the  role  of  wealthier 
communities  in  the  program?  Will  there  be  a  shift  in  the  amount 
allocated  under  the  formula  to  any  one  part  of  the  country? 
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Responses  from  Secretary  Cisneros 


Questions  From  House  Subcommittee  on  Housing  and  Community 

Development 

Questions  from  Chairman  Henry  B.  Gonzalez 

Question  1:   Some  Housing  groups  have  commented  that  HUD's 
proposed  Community  Partnerships  Against  Crime  or  COMPAC  program, 
included  in  H.R.  3838,  has  a  formula  allocation  system  that  will 
result  in  the  bulk  of  grant  funds  being  distributed  to  large 
public  housing  authorities  to  the  disadvantage  of  smaller  housing 
authorities.   What  is  your  response  to  this  concern? 

Answer  1:   Under  the  COMPAC  program  the  Secretary  will  set  forth 
criteria  for  establishing  a  class  of  housing  authorities  (HAs) 
that  have  severe  crime  problems.   To  establish  this  class  of 
applicants,  the  Secretary  shall  take  into  account  the  average 
crime,  neighborhood  and  physical  condition  of  the  HA's 
developments  using  the  most  recent  standardized  data. 

Preliminary  analysis  suggests  that  indicators  of  crime  and 
estimated  project  physical  need  should  be  used.   City-wide  annual 
crime  data  taken  from  the  Department  of  Justice  FBI  Uniform  Crime 
Reports  for  the  most  recent  2-3  years  would  represent  crime 
condition.   The  most  promising  indicators  are  per  capita  measures 
of  murder  and  robbery,  each  indexed  separately  and  weighted 
equally.   Estimated  project  need  would  be  based  upon  values 
already  computed  for  the  funding  of  physical  backlog  need  in  the 
Comprehensive  Grant  formula  of  public  housing  modernization. 
This  formula  uses  well-tested  indicators  of  physical  and 
neighborhood  need  such  as  the  average  size  of  household,  the  age 
of  the  development,  high  rise  family  status,  and  measures  of  HA 
size  and  city-wide  population  loss  applied  to  family  projects. 
The  crime  and  project  need  indices  would  be  weighted  equally  in 
determining  the  per-capita  funding  of  the  targeted  class  of  HAs. 

Targeted  Severe  Crime  Areas 

By  using  the  above  data  indicators  for  an  analysis,  it  is 
recommended  that  public  housing  agencies  of  over  1250  units  and 
Indian  housing  authorities  of  over  1000  be  targeted  as  the 
established  severe  crime  areas.   It  is  further  recommended  that 
75  percent  of  the  recommended  appropriation  be  targeted  to  this 
class  of  HAs.   This  recommendation  is  based  on  a  number  of 
factors  which  demonstrate  this  threshold  of  HAs  have  more  than  75 
percent  of  the  need. 

The  problem  of  crime  for  HAs  is  an  interplay  of  physical 
vulnerability  and  the  actual  social  incidence  of  crime.   Using 
the  incidence  of  homicides  and  robbery  to  represent  the  relative 
incidence  of  crime  in  an  HA,  these  HAs  have  80  to  85  percent  of 
the  crime  problem.   When  data  was  analyzed  within  the  universe  of 
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HAs  which  have  applied  for  the  Public  Housing  Drug  Elimination 
Progrcun  (PHDEP) ,  it  is  found  that  these  same  large  HAs  have  90 
percent  of  the  crime  problem  of  all  HAs  that  have  ever  applied. 

Using  housing  backlog  need  based  on  physical  inspections  to 
represent  the  physical  vulnerability  that  interplays  with  the 
actual  social  incidence  of  crime,  the  larger  HAs  with  almost  60 
percent  of  the  housing  units  have  71  to  7  8  percent  of  the  backlog 
need  (depending  on  what  categories  of  backlog  need  are  included) . 
Moreover,  their  share  of  physical  need  due  to  vandalism  is  well 
over  80  percent.   If  only  HAs  that  ever  applied  for  PHDEP  are 
considered,  then  the  larger  HAs  have  over  80  percent  of  the 
physical  need,  whatever  the  definition  of  need. 

In  summary,  any  reasonable  combination  of  physical  need  and 
crime  incidence  gives  HAs  above  1250  units  (IHAs  above  1000 
units)  over  75  percent  of  the  need. 

Funding  Distribution  Options 

Housing  authorities  classified  within  the  targeted  severe 
crime  areas,  would  submit  a  comprehensive  security  plan  to  cover 
a  five  year  period.   This  initial  application  would  be  reviewed 
and  required  to  meet  a  minimum  competency  score  on  the  quality  of 
the  plan,  capability  of  the  HA  to  implement  the  plan,  and  the 
community  involvement  demonstrated  in  the  development  and 
implementation  of  the  recommended  strategy.   The  application 
would  also  include  an  assessment  tool  which  would  standardize 
tracking  of  crime  and  management  indicators. 

At  the  end  of  the  first  year  and  for  a  total  of  four 
consecutive  years,  HAs  will  submit  a  performance  review  report 
updating  indicators  as  reported  in  the  original  assessment  tool. 
They  will  also  report  strategy  implementation  progress  and  any 
requests  to  alter  their  comprehensive  security  plan.   Following 
the  review  of  this  performance  report,  the  next  year's  funds  will 
be  released  to  the  targeted  HAs. 

Two  options  are  offered  to  determine  the  eimount  of  funding 
provided  to  each  HA.   These  options  are  presented  under  the 
assumptions  of  $265  million  in  appropriations  during  FY  1994, 
with  $10  million  being  designated  for  technical  assistance. 

Option  1 

o    Multiply  the  available  appropriated  funds  by  75  percent 
which  results  in  $191.25  million  available  for  larger 
HAs.   Divide  this  portion  of  funds  by  the  805,000  total 
unit  count  of  the  representative  HAs.   This  would 
result  in  $238  per  unit  funding  formula  for  each  HA 
over  1250  units  (IHAs  over  1000). 
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Option  2 

o    Apply  the  crime  formula  to  all  HAs  with  the  following 
exception.   In  order  to  ensure  continuity  of  previous 
programs,  the  formula  would  hold  harmless  all  housing 
authorities  at  a  level  comparable  to  FY  1993  funding 
under  PHDEP  or  at  an  average  amount  of  funding  awarded 
over  the  last  three  years.   The  identified  funding 
level  would  be  designated  for  each  HA  and  would 
continue  each  year  for  five  years  within  the  structured 
formula  indices  and  appropriated  funding  levels. 

The  remaining  funds  not  targeted  to  the  class  of  HAs  with 
severe  crime  problems  ($63.75  million  or  25  percent  of  the 
appropriated  funds)  will  be  made  available  to  all  other  HAs. 
This  is  a  $10.75  million  increase  over  the  FY  1994  appropriation 
for  HAs  with  under  1250  units.   These  figures  are  based  on  the 
same  appropriation  assumptions  as  stated  above.   Another 
assumption  which  must  be  made  for  this  group  is  that  all  HAs  will 
not  apply  for  the  program.   In  looking  at  application  submissions 
over  the  five  year  history  of  PHDEP,  a  total  of  1016  HAs 
representing  355,000  units  have  applied  for  funding,  leaving  2191 
HAs  representing  226,000  units  which  have  never  requested 
assistance.   This  demonstrates  that  not  all  HAs  should  be 
targeted  for  COMPAC  funding.   Based  on  these  assumptions,  the 
following  two  options  are  recommended  for  funding  HAs  of  under 
1250  units  (IHAs  of  under  1000  units): 

Option  1 

o    A  request  would  be  made  to  all  HAs  asking  them  to  give 
notice  of  their  intent  to  apply  for  COMPAC  funding. 
This  would  determine  the  universe  of  HA  applicants  and 
their  representative  unit  count.   The  funds  available 
would  then  be  divided  by  the  identified  unit  count. 
For  excimple,  by  using  the  total  number  of  HAs  who  have 
applied  for  PHDEP  as  a  scunple  universe  of  applicants, 
the  $63.75  million  available  would  be  divided  by 
355,000  units.   Applicants  would  receive  a  funding 
level  of  $180  per  unit.   Applicants  would  be  required 
to  meet  minimum  scoring  criteria  to  receive  funding. 
Under  this  option  all  eligible  HAs  would  receive  a 
portion  of  the  funding,  but  in  most  cases  would  receive 
a  smaller  grant  award  than  they  currently  receive  under 
PHDEP.   For  some  HAs  this  amount  is  half  as  much 
funding  as  they  are  currently  receiving. 
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Option  2 

o    All  interested  HAs  would  compete  for  the  available 

funding.   Funding  levels  would  be  held  at  comparable 
levels  as  HAs  were  eligible  for  under  the  FY  1993  PHDEP 
funding  levels.   Under  this  option  not  all  HAs  would 
receive  funding  but  would  compete  for  higher  grant 
awards  which  would  provide  continuity  of  existing 
programs.   The  Department  will  provide  training  and 
technical  assistance  to  unsuccessful  HAs  to  improve 
their  strategies  and  opportunity  of  funding  in  FY  1996. 

Under  the  prior  listed  options,  HAs  will  submit  grant 
applications  to  cover  a  five  year  period.   The  Secretary  will 
award  preference  points  to  applicants  seeking  a  subsequent  grant 
if  the  grant  is  to  be  used  to  continue  or  expand  activities 
assisted  under  a  previous  grant  if  the  prior  grant  is  being 
managed  soundly  and  demonstrates  success.   Applications  will  be 
reviewed  under  the  selection  criteria  as  established  by  statute. 

Two  options  are  offered  to  determine  the  amount  of  funding 
made  available  to  each  HA  within  this  group  and  are  made  based  on 
the  scime  set  of  appropriation  assumptions  as  stated  above. 
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Questions  from  Chairman  Henry  B.  Gonzalez 

Question  2:   H.R.  3838  provides  for  the  merger  of  the  Section  8 
certificate  and  voucher  rental  assistance  progrcim  into  a  single 
rental  assistance  progreun.   One  of  the  central  provisions  of  the 
merged  program  is  that  it  maintains  the  current  law  certificate 
program  requirement  that  a  low-income  tenant  cannot  pay  more  than 
30%  of  their  adjusted  gross  income  for  rent.   What  is  your 
opinion  of  this  requirement? 

Answer  2 :   The  Department  believes  that  its  proposal  for  a  merged 
certificate  and  voucher  prograun,  which  requires  families  to 
contribute  30%  of  their  income  for  rent  but  allows  them  to  pay  up 
to  40%  of  their  income  for  rent,  is  the  preferred  approach.   This 
compromise  between  the  certificate  and  voucher  program  designs 
protects  the  tenant  from  a  heavy  rent  burden,  but  allows  somewhat 
more  choice  in  the  rental  housing  market  by  allowing  fsunilies  to 
rent  units  slightly  above  the  Fair  Market  Rent  (FMR) .   This 
flexibility  will  allow  elderly  tenants  to  rent  in  place,  for 
example,  if  their  unit's  rent  is  somewhat  over  the  FMR,  and 
allow  f ami  lies  to  move  to  neighborhoods  which  have  better 
schools.   We  believe  the  added  flexibility  that  our  proposal 
gives  to  (but  not  requires  of)  tenants  allows  them  more  choice  in 
rental  units  available. 
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From  Chairman  Gonzalez: 

3a     ARE  THERE  NOT  INHERENT  CONFLICTS  BETWEEN  THIS  ACTION  AND  OTHER 
ACTIONS  OF  THE  DEPARTMENT  TO  FOSTER  ECONOMIC  AND  RACIAL 
INTEGRATION?   DOESN'T  THIS  PROPOSAL  LIMIT  A  TENANT'S  CHOICE  OF 
HOUSING  AND  NEIGHBORHOOD? 

On  balance,  this  proposal  will  substantially  increase  the 
options  of  low  income  renters.   One  of  the  most  important  actions 
that  this  Department  can  take  to  help  integrate  low- income 
families  into  the  American  mainstream  is  to  enable  a  larger 
proportion  of  them  to  receive  certificates,  and  with  slightly 
lower  FMRs  for  the  metropolitan  area  as  a  whole  we  will  be  able 
to  serve  substantially  more  families.   HUD  does  not  run 
entitlement  programs.   Too  much  generosity  toward  those  who  are 
assisted  often  means  assisting  fewer  people  who  need  help.   The 
more  families  who  receive  Section  8  certificates,  the  more 
families  who  will  have  real  options  in  the  housing  market. 

In  the  average  metropolitan  area,  the  proposed  change  would 
lower  the  Fair  Market  Rent  by  about  3  percent.   HUD  will  retain 
its  authority  to  approve  higher  rents  in  the  more  expensive  parts 
of  metro  areas,  up  to  120  percent  of  FMR.   This  guarantees  that 
families  have  real  choices  in  both  the  central  cities  and 
suburbs.   However,  in  many  housing  markets  there  will  be  no  need 
to  exercise  this  authority,  because  an  ample  supply  of  decent 
housing  renting  for  less  than  FMR  is  already  available  throughout 
the  metropolitan  area. 

Moreover,  HUD  proposes  to  overhaul  the  Section  8  tenant- 
based  program  so  that  barriers  to  tenant  choice  and  to  landlord 
participation  are  removed.   We  have  asked  Congress  to  repeal  a 
set  of  significant  obstacles  to  landlord  participation  identified 
by  the  owners  and  managers.   In  addition,  we  propose  funding  to 
facilitate  enhanced  metropolitan-wide  housing  search  under  the 
Choice  in  Tenancy  (CIT)  initiative.   Building  on  the  success  of 
the  Gautreaux  experience,  the  effort  would  involve  two  prongs. 
Families  would  receive  counseling  and  other  assistance  to 
increase  their  knowledge  of  housing  opportunities  throughout  a 
community,  and  ensure  that  they  can  act  on  their  locational 
choices.   Rather  than  concentrating  in  lower  income 
neighborhoods,  families  participating  in  the  Section  8  and  other 
assisted  housing  programs  would  be  encouraged  to  widen  their 
horizons,  while  landlords  across  the  metropolitan  area  would  be 
encouraged  to  participate  in  the  Section  8  program,  further 
enhancing  housing  choices. 

Under  the  Certificate  and  Voucher  programs  as  currently 
administered,  the  PHA  is  responsible  for  assisting  low-income 
families  during  their  housing  search,  and  also  for  conducting 
outreach  to  landlords  to  assure  broad  availability  of  housing  in 
a  wide  range  of  neighborhoods.   However,  the  quality  and  extent 
of  this  counseling  is  uneven,  and  the  PHA's  area  of  operation 
often  stops  at  the  city  limits,  as  opposed  to  the  entire 
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metropolitan  area.   While  the  Certificate  and  Voucher  programs 
have  successfully  broadened  residential  opportunities  for  low- 
income  families  (especially  when  compared  with  public  housing  and 
other  project-based  programs),  these  programs  have  not  come  close 
to  reaching  their  full  potential  for  promoting  increased 
mobility.   CIT  offer  participating  families  significantly 
expanded  choice  as  well  as  meaningful  support  so  they  can  act  on 
these  choices . 

3b.   HAVE  THERE  BEEN  ESTIMATES  OF  THE  ADDITIONAL  FAMILIES  THAT  WOULD 
BE  SERVED  BY  THIS  REDUCTION? 

The  additional  families  served  under  this  reform  are 
estimated  at  5,300  in  FY  1995;  16,200  in  FY  1996;  21,100  in  FY 
1997;  25,000  in  FY  1998;  28,300  in  FY  1999. 

2c.      CONVERSELY  HAVE  THERE  BEEN  ESTIMATES  OF  THE  NUMBER  OF  FAMILIES 

WHO  WOULD  NOT  BE  SERVED  IF  THE  FAIR  MARKET  RENT  UPPER  LIMIT  WERE 
INCREASED  BY  LAW? 

If  the  FMR  were  raised  to  the  50th  percentile  of  rents  paid 
by  recent  movers ,  and  there  were  no  change  in  the  appropriations 
for  Section  8,  we  estimate  the  following  reductions  in  the  number 
of  families  who  would  otherwise  be  assisted:  4,400  in  FY  1995; 
13,500  in  FY  1996;  17,600  in  FY  1997;  20,800  in  FY  1998;  23,600 
in  FY  1999. 
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Questions  from  Chairman  Henry  B.  Gonzalez 

Question  4:   The  Administration's  proposed  FY  1995  HUD  budget 
states  that  HUD  will  be  proposing  legislation  to  create  a  super- 
preference  for  public  and  assisted  housing  applicants  who  are 
employed.   Could  you  please  explain  how  such  a  super-preference 
for  housing  assistance  would  operate,  and  what  impact,  if  any,  it 
would  have  on  those  unemployed  persons  who  are  seeking  housing 
assistance? 

Answer  4:   HUD  will  be  proposing  legislation  that  will  add  an 
employment  preference  as  an  example  of  an  allowable  local 
preference.   For  public  housing,  a  housing  agency  will  still  be 
required  to  give  a  priority  to  families  with  a  Federal  Preference 
in  at  least  half  of  its  admissions.   The  percentage  of  Federal 
Preference  admissions  rises  to  a  minimum  of  70  percent  in 
project-based  Section  8  and  to  90  percent  in  the  Section  8 
certificate  and  voucher  progreuns.   This  will  ensure  that  many  of 
the  neediest  fcunilies  are  assisted. 

It  is  in  doing  the  limited  number  of  local  preference 
admissions  that  an  employment  preference  could  act  as  a  "super- 
preference."   That  means  that  it  could  be  considered  before  any 
other  preferences,  including  Federal  Preferences,  that  the 
applicant  might  have. 

It  is  HUD'S  position  that  serving  the  neediest  families  and 
attracting  working  families  are  worthwhile  and  obtainable 
objectives  for  the  public  and  assisted  housing  programs. 
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GONZALEZ  QUESTION  NO.  5 

5 .    Response : 

Given  the  per  unit  cost  of  projects  preserved  under  the 
Emergency  Low-Income  Housing  Preservation  Act  of  1987  (ELIHPA) , 
we  would  expect  these  costs  to  increase  under  the  more  generous 
provisions  of  the  Low- Income  Housing  Preservation  and  Resident 
Homeownership  Act  of  1990  (LIHPRHA) .   Projects  approved  under 
ELIHPA,  which  is  administratively  limited  to  100%  of  the  Section 
8  Fair  Market  Rents  (or  local  comparable  market  rents  if  less) 
are  averaging  in  excess  of  $22,000  per  unit  in  Section  8  budget 
authority.   Further,  nonprofit  transfers  under  ELIHPA  are 
utilizing  an  addition  $1,500  per  unit  in  Flexible  Subsidy  to 
effect  repairs  and  make  essential  improvements. 

Interestingly,  ELIHPA  has  been  most  active  and  productive  in 
the  high  cost  areas:  Massachusetts,  California,  Illinois  and 
Washington  state.   These  are  the  same  areas  where  there  are  the 
most  significant  incidences  of  resident  and  nonprofit  activity 
and  interest  in  the  program.   Of  the  140  plans  of  action  approved 
under  ELIHPA  through  the  end  of  January  1994,  112  (or  66%)  have 
been  in  these  locations.   The  Department's  analysis  of  the 
preservation  eligible  portfolio,  shows  that  less  than  a  fifth  of 
the  projects  likely  to  participate  in  the  program  exceed  100%  of 
the  FMRsT  less  than  half  of  those  exceeding  120%  of  the  FMRs . 
Assiaming  that  the  approved  ELIHPA  plans  of  action  fairly  reflect 
the  likely  universe,  the  administrative  limitation  on  rents 
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appears  not  to  have  been  a  factor  in  an  ovmer's  decision  to 
participate  or  accept  incentives.   The  Department  concludes, 
therefore,  that  a  rent  limitation  of  100%  of  the  FMRs,  which  did 
not  serve  as  a  deterrent  for  owner  participation  in  ELIHPA,  would 
serve  as  no  more  of  a  deterrent  in  LIHPRHA. 

If  all  preservation  values  are  limited  to  residential  market 
rental,  the  number  of  properties  whose  values  would  exceed  the 
revised  federal  cost  limit  drops  by  almost  two- thirds  or  roughly 
to  five  percent  of  properties  likely  to  participate.   This 
change,  therefore,  has  only  minimal  effect. 

Regarding  the  proposal  to  eliminate  the  grant  program  for 
nonprofit  purchasers,  we  should  point  out  that  since  only  one  in 
three  LIHPRHA  Notices  of  Intent  is  to  sell,  and  given  the  impact 
of  the  valuation  and  revised  federal  cost  limit  savings 
proposals,  the  Department  does  not  perceive  a  need  to  maintain  a 
separate  grant  fund  to  effect  transfers  to  nonprofits.   ELIHPA 
nonprofit  transfers,  which  have  not  had  the  advantage  of  a 
supplemental  grant  program,  have  been  effected  utilizing  creative 
financing  and  the  support  of  local  governments  and  business 
interests. 

Although  some  owners  may  choose  to  prepay  if  their 
preservation  rents  exceed  the  revised  federal  cost  limit,  given 
the  Department's  experience  with  ELIHPA  and  the  impact  of  both 
cost  savings  proposals,  we  feel  that  not  many  owners  will  so 
choose,  even  in  high  cost  areas.   Any  loss  to  the  stock  would  be 
modest.   If  an  owner  chooses  to  prepay,  tenants  would  be 
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protected  under  the  provisions  of  §223  of  LIHPRHA. 

The  Department  is  also  currently  exploring  in  combination 
with  various  constitutencies  and  the  Inspector  General  other 
alternatives  to  reduce  the  cost  of  the  program: 

o    Limit  the  availability  of  Section  8  to  very  low  income 

families  only. 
o    Float  the  Annual  Authorized  Return  so  that  it  conforms 
to  market  investment  expectations.   The  8%  that  seemed 
fair  in  1990  seems  too  high  today. 
o    Create  a  "window"  for  owners  to  participate  in  the 
program,  perhaps  two  years  from  now  for  all  who  are 
already  eligible  and  two  years  from  the  date  of 
eligibility  for  those  becoming  eligible. 
o    Create  an  equity  threshold  for  eligibility.   Instead  of 
the  "one  dollar  of  equity  buys  a  free  rehab  loan"  that 
the  program  is  now,  require  a  per  unit  minimiim  so  that 
only  projects  with  genuine  market  value  participate. 
o    Convert  loans  with  mortgage  insurance  supported  by 
tenant  rent  subsidies  into  a  straight  debt  service 
payment  program  on  a  conventional  loan.   This  would 
eliminate  the  need  for  mortgage  insurance  and  would 
limit  the  need  for  expensive  long  term  rent  subsidies. 
The  Department,  in  partnership  with  the  National  Housing 
Trust,  has  embarked  on  a  series  of  general  meetings  and 
discussion  committees  to  reexamine  the  cost,  tenant  protection, 
processing  and  valuation  issues  in  LIHPRHA.   The  discussion 
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committees  are  represented  by  a  broad  range  of  interests, 
including  owners,  tenants,  nonprofits.  State  governments  and 
trade  associations  representing  all  groups.   We  are  hopeful  that 
this  series  of  discussions  will  result  in  independent 
recommendations  to  the  Congress  for  improvements  to  the  structure 
of  LIHPRHA  and  which  maintain  the  principles  of  the  "grand 
compromise"  represented  by  LIHPRHA  while  encouraging  cost  savings 
and  program  streamlining. 

The  Department  proposed  no  new  funding  for  preservation  in 
the  FY  1995  budget  because  it  was  felt  that  the  carry  over  from 
previous  fiscal  years  coupled  with  the  FY  1994  appropriation 
would  be  sufficient  to  fund  approvable  projects  through  the  end 
of  FY  1995.   Of  course,  part  and  parcel  of  this  approach  is 
adoption  of  the  cost  savings  measures  featured  in  the  FY  1995 
budget.   The  Department  shares  the  Committee's  concern  that  the 
recent  $75  million  rescission  will  compromise  the  Department's 
strategy  for  managing  its  budgeted  resources  in  the  most  cost 
effective  and  responsible  manner. 
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Questions  from  Chairman  Gonzalez  to  Secretary  Henry  G.  Cisneros 

6 .    Soon  HUD  will  release  its  Congressionally  mandated  study  of 
the  adequacy  of  the  CDBG  allocation  formula.   Are  you  eible 
to  discuss  how  the  Department  plans  to  address  the  role  of 
wealthier  communities  in  the  program?  Will  there  be  a  shift 
in  the  amount  allocated  under  the  formula  to  any  one  part  of 
the  country? 

A  preliminary  analysis  of  the  CDBG  formula  has  been 
completed.   The  Department  is  not  yet  able  to  specifically 
discuss  the  points  raised  in  your  questions.   The  Secretary 
is  currently  considering  options  developed  under  that 
analysis  and  expects  to  release  the  study  soon. 
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HOUSING  AND  COMMUNITY  DEVELOPMENT  SUBCOMMITTEE  HEARING 
FEBRUARY  24,  1994 

QUESTIONS  OF 

CONGRESSMAN  BRUCE  F.  VENTO 

FOR  HUD  SECRETARY  HENRY  CISNEROS 

1.  In  the  current  McKinney  Supportive  Housing  program,  what  has 
been  the  proportion  of  grants  over  the  years  that  are  awarded  to 
non-profits?   How  many  of  those  grants  that  are  awarded  to  a 
government  entity  contracting  out  to  non-profits? 

2.  How  much  of  HUD  McKinney  funding  has  gone  out  to  traditional 
rural  areas  (including  competitive  grants  and  state  set-asides)? 

3.  Have  the  required  evaluations  of  HXTO  McKinney  programs  that 
you  had  indicated  would  be  completed  last  year  been  completed? 
Are  they  available? 

4.  What  proportion  of  Emergency  Shelter  Grant  (ESG)  dollars  are 
distributed  for  its  various  eligible  activities  nationwide? 

5 .  What  are  your  plans  regarding  the  Federal  Emergency 
Management  Agency's  Emergency  Food  and  Shelter  Program? 

6.  I  understand  that  the  bulk  of  unspent,  "in  the  pipeline", 
Public  Housing  Modernization  funds  are  in  large,  troubled 
authorities.    Did  you  consider  recapturing  these  funds  as 
opposed  to  cutting  Modernization  funds  for  all  PHAs? 

7.  As  you  may  know,  the  Cities  of  Minneapolis  and  St.  Paul  were 
unable  to  compete  for  the  previous  years'   Moving  to  Opportunity 
grants.   Is  the  Department  open  to  considering  Metropolitan 
Statistic  Areas  or  other  options  as  opposed  to  separate  core 
cities  for  this  program? 
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Responses  from  Hon.  Cisneros  to  Cong.  Vento's  Questions 


Supportive  Housing  Question  From  Congressman  Bruce  Vento 
(February  24,  1994  Hearing) 

Question:  In  the  current  McKinney  Supportive  Housing  progreun, 

what  has  been  the  proportion  of  grants  over  the  years 
that  are  awarded  to  non-profits?   How  many  of  those 
grants  that  are  awarded  to  a  government  entity 
contracting  out  to  non-profits? 

Answer:    From  1990-1993,  approximately  65%  of  Supportive  Housing 
funds  have  been  awarded  directly  to  non-profit 
organizations.   During  the  same  time  period,  about 
about  24%  of  Supportive  Housing  funds  have  been  awarded 
to  a  governmental  entity  that  worked  with  non-profit 
organizations  in  carrying  out  activities. 

As  for  the  other  McKinney  supportive  housing  programs, 
a  significant  portion  of  the  funds  are  awarded  to 
government  entities  which  in  turn  often  work  with  non- 
profits to  carry  out  the  program  activities. 
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2.    How  much  of  the  McKinney  funding  has  gone  to  traditional 
rural  areas  (includng  competitive  grants  and  state  set- 
asides)  ? 
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Special  Needs  Assistance  Programs 

Competitive  Grants  to  Those  Communities 

Not  Receiving  ESG  Formula  Grants,  FYs  1990  -  1992 

Place  Amount                                      CDBG  Entitlement 

Cullman  (AL)  $    46,644  N 

Kenai(AK)  490,889  AT 

Kenai  150,270  N 

Wasilla  478,161  N 

Yuma  (AZ)  725,274                                       '     Y 

RusselMlle  (AR)  2,482,810  N 

Capitola  (CA)  628,546  N 

Concord  2,197,318  Y 

Concord  456,658  Y 

El  Cajon  2,496,875  Y 

Encinitas  1,118,751  Y 

Escondido  530,414  Y 

Escondido  1,786,915  Y 

Escondido  2,087,080  Y 

Highland  422,692  N 

Larkspur  768,928  N 

Morgan  Hill  235,171  N 

Oceanside  1,654,573  Y 

Redding  399,970  Y 

San  Luis  Obispo                       '  512,585  N 

Santa  Fe  Springs  645,120  N 

South  Laguna  1,180,942  N 

Northridge  828,962  N 

Pleasanton  309,750  N 

Salinas  175,130  Y 

Gilroy  332,167  N 

Nonvalk  49,377  Y 

Culver  City  352,648  N 
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Pkce  Amount                                      CDBG  Entitlement 

Richmond  (CA)  $  371,074  Y 

Livermore  144,596  Y 

Aurora  (CO)  490,006  Y 

Durango  183,579  M 

Longmont  292,761  y 

Wheat  Ridge                     '  571,400  N 

Norwalk  (CT)  2,450,292  Y 

Stamford  2,773,691  y 

Westport  2,338,571  N 

Archer  (FL)  361,444  N 

Gainesville  1,552,496  y 

Key  West  447,889  N 

Lakeland  239,014  y 

Lakeland  358,635  y 

Lantana  1,162,064  N 

Naples  1,165,523  y 

Ocala  626,257  y 

Panama  City  437,913  y  . 

Camming  (GA)  262,275  N 

Maui  (HI)  372,960  N 

N 


Maile  533,702 

Pearl  City  578,171 

Boise  (ID)  658,920 

Couerd'Alene  1,341,754 

Lewiston  301,063 


Belleville  igj  g^y 

•^o//ef  1,038,345 

McHewy  1,866,883 

McHenry  918,395 


N 

Y 

N 
N 


^«';ora //L;  816,690  y 


y 

N 
N 
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Place  Amount                                      CDBG  Entitlement 

Springfield  (IL)  $  299,912  Y 

Urbana  194,244  Y 

Woodstock  417,116  N 

Bloommgton  (IN)  1,260,000  Y 

Huntington                       ^  751,730  N 

Jeffersonville  612,664  N 

Lafayette  374,141  Y 

Lawrenceburg  1,966,381  N 

Lawrenceburg  665,162  N 

Seymour  213,152  N 

Cedar  Rapids  (lA)  3,071,242  Y 

Columbus  (KS)  171,480  N 

Lawrence  106,624  Y 

Buckhom  (KY)  420,042  N 

Frankfort  962,394  N 

Frankfort  931,199  N 

Frankfort  27,420                              -  N 

Jefferson  (LA)  424,874  N  .^ 

Opelousas  200,000  N 

York  (ME)  942,543  N 

Auburn  1,245,578  N 

South  Paris  512,676  N 

Columbia  (MD)  187,205  N 

Bedford  (MA)  560,820  N 

Brighton  971,940  N 

Gloucester  1,800,000  N 

Haverhill  1,109,279  Y 

Hyannis  .      994,560  N 

Albion  180,013  N 

Brookline  402,610  Y 
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Place  Amount                                      CDBG  Entitlement 

Chelsea  $  202,000  N 

North  Dartmouth  52,501  N 

Hyannis  198,209  N 

Peabody  790,398  N 

Holyoke  831,063      ■  Y 

Northhampton  946,935  Y 

Pittsfield  1,662,960  Y. 

Holland  (MI)  472,032  N 

Owosso  115,649  N 

Midland  34,235  Y 

Southfield  134,720  Y 

Monroe  123,622  N 

Southfield  1,240,314  Y 

Southfield  887,775  Y 

Ypsilanti  593,150  N 

Bloomington  (MN)  610,336  Y 

Minne  tonka  1,364,141  N 

Plymouth  122,535  N 

Hopkins  235,524  N 

Hattiesburg  (MS)  186,000  N 

Clinton  (MO)  408,324  N 

Joplin  404,210  Y 

Joplin  446,165  Y 

Independence  159,272  Y 

Butte  (MT)  802,800  N 

Missoula  492,634  N 

Lincoln  (NE)  2,225,929  Y 

Carson  City  (NV)  571,115  N 

Sparks  780,769  Y 

Concord  (NH)  5,486  N 

Dover  217,080  Y 

Portsmouth  111,542  Y 

Nashua  488,178  Y 
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Place 

Plainfield  (NJ) 

Roselle 

New  Brunswick 

Raritan 

White  Township 

Red  Bank 

Millington 

Somerville 

Bath  (NY) 
East  Elmhurst 
Elmsford 
Indian  Lake 
Rego  Park 
Amityville 
Kingston 
Port  Chester 
Amherst 
Patchoque 
Bethpage 
Brentwood 
Glen  Head 

Boone  (NC) 

Columbia 

Durham 

Laurinburg 

Asheville 

Fargo  (ND) 
WUliston 

Delaware  (OH) 

Kent 

Lorain 

Fremont 

E.  Liverpool 

Lebanon 

Washington 


Amount 

$  375,900 
178,500 

1,183,957 
330,653 
448,725 
141,141 

1,789,754 
775,152 

207,403 
747,300 
262,500 
368,014 

2,031,950 
251,754 
679,767 
241,746 
947,161 
464,395 
606,963 

1,251,484 
655,767 

224,659 
710,834 
289,093 
142,448 
265,498 

347,161 
50,400 

138,132 
636,923 

2,392,615 
196,500 
531,888 

1,029,964 
205,899 


CDBG  Entitlement 

N 
N 
Y 
N 
N 
N 
N 
N 

N 
N 
N 
N 
N 
N 
N 
N 
Y 
N 
N 
N 
N 

N 
N 
Y 
N 
Y 

Y 

N 

N 
Y 
Y 

N 
N 
N 
N 
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PInre 

Amount 

CDBG  Entitlement 

Lucas  County  (OH) 

Massillon 

Chardon 

$2,325,166 
723,087 
70,337 

N 
Y 
N 

Ponca  City  (OK) 
Shawnee 

53,172 
878,027 

N 
N 

Astoria  (OR) 

Eugene 

Oregon  City 

Salem 

Salem 

Salem 

496,279 
468,763 
458,243 
921,757 
1,054,560 
854,725 

N 
Y 
N 
Y 
Y 
Y 

Ardmore  (PA) 
Pottstown 
Sharon 
State  College 

729,630 
285,515 
217,424 
221,559 

N 
N 
Y 
Y 

East  Providence  (RI) 
North  Smithfield 

517,817 
525,537 

Y 

N 

Charleston  (SC) 

Columbia 

Columbia 

516,015 
745,000 
354,608 

Y 
Y 
Y 

Abilene  (TX) 
Denton 

186,974 
168,303 

Y 
Y 

Ogden  (UT) 
Provo 

863,882 
37,000 

Y 
Y 

Burlington  (VT) 

759,600 

Y       ■ 

St  Thomas  (VI) 

1,314,385 

N 

Lynchburg  (VA) 

Winchester 

Fredericksburg 

Harrisonburg 

Suffolk  County 

Waynesboro 

993,496 
88,374 
147,000 
343,698 
230,114 
678,629 

Y 

N 
N 
N 
N 
N 
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Place  '  Amount  CDBG  Entitlement 

Auburn  (WA)  $  780,405  Y 

Yakima  215,413  Y 

EUensbiirg  124,375  N 

Kent  ,  380,726  N 

Lynnwood  576,550  N 

Aberdeen  .  237,467  N 

Olympia  981,008  Y 

Redmond  767,899  N 

Walla  Walla  269,851  N 

Wheeling  (WV)  314,900  Y 

Lake  Delton  (WS)  236,212  N 

Menomonee  Falls  .  255,747  N 


This  table  includes  all  FY  1990,  1991  and  1992  HOPWA,  Permanent  Housing,  Transitional 
Housing,  SAFAH,  Shelter  Plus  Care  and  Section  8  SRO  competitive  program  grants  that  did  not 
go  to  ESG  Entitlement  Communities.  There  may  be  instances  in  which  ESG  formula  grants  did 
go  to  an  urban  county  in  which  one  or  more  of  these  jurisdictions  lie,  but  that  should  be  an 
exception. 

Of  the  $661.1  million  m  SNAPS  competitive  funding  awarded  over  these  three  fiscal  years,  about 
20  percent,  or  $130.9  million,  went  to  these  non-ESG  formula  communities. 
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RESPONSE  TO  QUESTION  BY  CONGRESSMAN  BRUCE  VENTO  FOR  SECRETARY 
CISNEROS   -     March  22,  1994 

3.         Have  the  required  evaluations  of  the  HUD  McKinney  programs  that  you  indicated 
would  be  completed  last  year  been  completed?   Are  they  available? 

The  Department  has  funded  a  number  of  program  evaluations  of  individual  McKinney 
Act  programs.   A  listing  is  provided  below.   Most  of  the  evaluations  are  in  the  final 
report  preparation  stage  and  will  be  available  soon.    The  HUD  Office  of  Policy 
Development  and  Research  is  preparing  a  report  to  Congress  that  summarizes  the 
findings  of  these  evaluations.  This  report  should  be  submitted  to  Congress  by  the  end 
of  this  fiscal  year. 


Status  of  Evaluations  of  HUD's  Homeless  Assistance  Programs 

1)  Emergency  Shelter  Grants  Program  (ESG) 

National  evaluation  based  on  data  collected  from  a  representative  sample  of  grantees 
and  sub-recipients/providers  receiving  funding  during  1987-1991. 

Data  collection  complete.   Final  report  received,  10/93.   Report  is  in  Departmental 
clearance  with  publication  expected,  7/94. 

2)  Shelter  Plus  Care  (S+C) 

National  evaluation  will  examine  the  first  two  years  of  the  program,  1992-1993. 

Draft  interim  report  on  the  1992  grants  received,  3/94.  Second  stage  of  the  evaluation 
beginning. 

3)  Section  8  Moderate  Rehabilitation  Single  Room  Occupancy  Program   (SRO) 
National  evaluation  that  examined  projects  funded  during  the  first  year  (FY  1988)  of 
operations. 

Evaluation  report  issued  in  March  1990.   Report  is  available  through  HUD  USER. 

4)  Supplemental  Assistance  for  Facilities  to  Assist  the  Homeless  (SAFAH) 

National  evaluation  reviewed  projects  funded  under  the  1987  and  1990  competitions. 

Final  report  received,  9/93.   Report  is  in  Departmental  clearance  with  publication 
expected,  4/94. 

5)  Supportive  Housing  Demonstration  Program  (SHDP) 

National  evaluation  of  projects  funded  under  the  1987-1990  Transitional  Housing  and 
Permanent  Housing  for  the  Handicapped  Homeless  components  of  the  SHDP.     SHDP 
is  one  of  the  predecessor  programs  to  the  Supportive  Housing  Program. 

Data  collection  complete.   Final  report  has  been  submitted  and  is  being  revised 
pursuant  to  HUD  comments.  Target  date  for  publication  is  6/94. 
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Veato  ESG  Question 
March  22,  1994 

4-.  What  proportion  of  Emergency  Shelter  Grants  Program  dollars  are 
distributed  for  its  eligible  activities  nationwide? 

FY  1991  ESG  funds  were  used  in  the  following  proportions; 

Operations  47% 

Essential  Services  21% 

Conversion,  rehabilitation,  renovation   20% 

Homeless  Prevention  9% 

Administration  3% 

Since  1987,  the  proportion  of  funds  used  for  rehabilitation 
have  declined  from  a  high  of  56%  to  20%.  The  FY  91  percentages  of 
funding  patterns  are  very  similar  across  all  ESG  grantees. 


VHiat  are  your  plans  regarding  the  Federal  Emergency 
Management  Agency's  Emergency  Food  and  Shelter  program? 

The  Administration's  Fiscal  Year  1995  Budget  proposes  to 
transfer  the  administration  of  the  Emergency  Food  and 
Shelter  prograun  from  the  Federal  Emergency  Management  Agency 
(FEMA)  to  the  Department  of  Housing  and  Urban  Development 
(HUD) . 

The  Department  has  a  high  regard  for  the  existing  operation 
of  the  prograun  and  the  excellent  work  being  done  by 
recipients  of  FEMA  assistance.   The  Department  intends  that 
the  essential  relationships  between  the  Federal  government 
and  Emergency  Food  and  Shelter  National  Board  will  remain 
strong  and  that  HUD  is  committed  to  making  the  transition  a 
smooth  and  effective  one.   The  Department  will  consult  with 
FEMA,  the  United  Way  and  other  interested  parties  to 
accomplish  a  smooth  transfer. 

The  Department  recently  undertook  an  extensive  consultation 
with  homeless  providers,  local  officials  and  homeless  and 
formerly  homeless  persons  to  help  determine  how  the  nation's 
efforts  to  break  the  cycle  of  homelessness  can  be  improved. 
Over  4,000  responses  were  received  and  the  need  for 
consolidating  and  streamlining  homeless  prograuns  was  a 
frequent  recommendation. 

The  FEMA  prograun 's  move  to  HUD  will  streamline  the 
allocation  of  resources  and  increase  the  coordination  of  the 
emergency  services  portion  of  the  continuum  of  care  at  the 
state  and  local  levels. 
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Questions  from  Congressman  Bruce  F.  Vento 

Question  6:   I  understand  that  the  bulk  of  unspent,  "in  the 
pipeline",  Public  Housing  Modernization  funds  are  in  large 
troubled  authorities.   Did  you  consider  recapturing  these  funds 
as  opposed  to  cutting  Modernization  funds  for  all  PHAs? 

Answer  6:   The  Department  has  taken  a  proactive  approach  over  the 
past  year  and  provided  additional  guidance  and  assistance  to  HAs 
to  reduce  the  pipeline  of  both  unobligated  and  unexpended  funds. 
As  of  9/30/92,  48  HAs  had  $10  million  or  more  of  unobligated  1991 
and  prior  year  funds,  totaling  $1,896.8  million.   As  of  9/30/93, 
this  number  had  been  reduced  to  22  HAs  with  $807.7  million  in 
unobligated  1991  and  prior  year  funding.   Overall,  the  Department 
has  improved  the  rate  of  obligation;  however,  a  large  percentage 
of  unobligated  modernization  funds  is  concentrated  in  a  few  large 
HAs,  many  of  which  have  been  designated  as  "Troubled."   Many  of 
these  HAs  have  housing  inventories  that  are  severely  deteriorated 
and  recapturing  approved  modernization  funds  would  serve  only  to 
exacerbate  the  problem. 

The  Department  views  the  recapture  of  modernization  funds  as 
a  last  resort  since  such  action  adversely  impacts  on  public 
housing  residents  whose  homes  need  rehabilitation.   Before 
recapturing  funds,  the  Department  exhausts  all  other  means  of 
bringing  about  improvement.   First,  HUD  staff  provides  technical 
assistance  to  assist  the  HA  to:  (1)  revise  budgets  to  expend  the 
oldest  approved  funds  before  incurring  costs  in  subsequently 
approved  programs;  and  (2)  acquire  in-house  capability  for 
administering  its  modernization  program  by  providing  staff 
training  or  assisting  in  the  hiring  of  additional  staff.   Second, 
under  the  Comprehensive  Grant  Program  (CGP),  there  are  three 
means  of  communicating  deficiencies  to  the  HA:  (1)  a  letter;  (2) 
a  Notice  of  Deficiency;  and  (3)  a  Corrective  Action  Order.   A 
letter  covers  minor  issues,  and  a  Notice  of  Deficiency  and/or 
Corrective  Action  Order  are  issued  when  the  deficiency  is  of  a 
more  serious  nature,  has  persisted  for  a  substantial  period  of 
time  and  represents  a  pattern  of  errors.   A  Corrective  Action 
Order  becomes  a  part  of  the  Annual  Contributions  Contract  (ACC) 
Amendment  and  is  binding  and  enforceable  by  declaration  of  breach 
of  the  ACC  or  by  withholding  CGP  funds. 

A  Corrective  Action  Order  may  be  issued  to  the  HA  that  lacks 
modernization  capability  and  require  the  HA  to  take  specific 
actions  to  correct  its  deficiencies,  such  as  contracting  out  its 
modernization  functions  to  a  third  party.    Failure  to  take  the 
necessary  corrective  actions  can  result  in  the  withholding  of  the 
HA's  CGP  funds  and  in  extreme  instances,  the  Department  may 
declare  the  HA  in  breach  of  the  ACC  and  take  over  its  operation. 
The  Department  views  the  above  approach  (technical  assistance. 
Corrective  Action  Order,  and  declaration  of  breach)  as  one  that 
is  beneficial  to  the  HA,  its  residents,  and  the  local  community 
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because  it  targets  the  HA's  problem  areas  without  compromising 
the  Department's  mission  of  providing  decent,  safe,  and  sanitary 
housing.   The  modernization  funds  are  still  available  for  their 
intended  purpose;  whereas  recapturing  funds  from  HAs  with  severe 
physical  deterioration  will  result  in  further  decline  in  their 
housing  stock,  residents  being  housed  in  substandard  housing,  and 
continued  blight  in  the  local  communities. 


Question  7:   As  you  may  know,  the  Cities  of  Minneapolis  and  St. 
Paul  were  unable  to  compete  for  the  previous  years '  Moving  to 
Opportunity  grants.   Is  the  Department  open  to  considering 
Metropolitan  Statistic  Areas  or  other  options  as  opposed  to 
separate  core  cities  for  this  prograun? 

Answer  7:   The  Department  of  Veterans  Affairs  and  Housing  and 
Urban  Development,  Independent  Agencies  Appropriations  Act,  for 
FY  92,  provided  the  initial  funding  and  established  eligibility 
criteria  for  the  MTO  progreun  which  limited  the  applicants  to 
public  housing  agencies  with  jurisdiction  over  a  city  with  a 
population  of  400,000  or  more  and  a  metropolitan  area  population 
of  1.5  million.   The  Housing  and  Community  Development  (HCD)  Act 
of  1992,  changed  the  eligibility  criteria  for  FY  1994  and 
thereafter  to  public  housing  agencies  with  jurisdiction  over  a 
city  with  a  population  of  350,000  or  more  and  a  metropolitan  area 
population  of  1.5  million. 

The  HCD  Act  of  1992  also  limited  the  use  of  FY  93  funding  to 
those  cities  selected  for  funding  under  the  FY  92  appropriations, 
which  was  limited  to  cities  with  a  population  of  400,000,  and 
allowed  HUD  to  include  the  City  of  Los  Angeles  if  the  public 
housing  agency  submitted  an  approvable  application.   The  1990 
Census  data  indicates  that  the  population  for  the  City  of 
Minneapolis  was  368,383,  for  the  City  of  St.  Paul  was  272,235, 
and  the  population  for  the  metropolitan  statistical  area  was 
2,079,000.   Therefore,  neither  city  was  eligible  to  apply  because 
the  individual  cities  did  not  have  the  statutorily  mandated 
population  of  400,0000. 

The  Department  will  publish  a  NOFA  for  FY  94  funding.   The 
NOFA  will  reflect  the  350,000  population  threshold  established  by 
law  for  FY  94  which  would  make  the  City  of  Minneapolis  eligible. 
Although  the  City  of  St.  Paul  is  not  eligible  under  law,  the 
Department's  FY  95  budget  requests  $147.1  million  for  a  new 
"Moving  to  Independence"  initiative  which  is  designed  to  provide 
extensive  counseling  to  eligible  families  and  help  break  down 
barriers  to  residential  segregation  and  spacial  concentration  of 
low  income  families.   If  the  Department's  initiative  is 
authorized,  cities  such  as  St.  Paul  would  be  eligible  to  apply 
for  grants  to  provide  mobility  counseling. 
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February  24,  1994  Rq).  Michael  N.  Castle 

HOUSE  SUBCOMMITTEE  ON  HOUSING  AND  COMMUNITY  DEVELOPMENT 
QUESTIONS  FOR  SECRETARY  QSNEROS 

MANAGEMENT  PROBLEMS  AT  HUD: 

*  MR.  SECRETARY,  MY  MAIN  CONCERN  REGARDING  HUD  IS  ITS 
MANAGEMENT  DIFHCULTIES.    I  KNOW  YOU  HAVE  BEEN  TRYING  TO  ADDRESS 
THESE  ISSUES,  BUT  I  AM  CONCERNED  THAT  THE  DEPARTMENT  IS  UNABLE  TO 
USE  ITS  RESOURCES  IN  THE  MOST  EFFECTIVE  MANNER. 

WHAT  IS  THE  STATUS  OF  YOUR  EFFORTS  TO  ADDRESS  THE  PROBLEMS 
IN  HUD'S  AUTOMATED  DATA  SYSTEMS;  STREAMLINING  THE  REGIONAL  AND 
FIELD  OFHCES;  AND  MONITORING  THE  BUDGETS  AND  IMPLEMENTATION  OF 
THE  MANY  PROGRAMS  UNDER  YOUR  JURISDICTION? 

SHOULD  WE  CONSIDER  COMBINING  PROGRAMS  OR  MOVING  TOWARD 
MORE  BLOCK  GRANTS? 

WELFARE  REFORM: 

*  WHAT  IS  HUD'S  ROLE  IN  THE  ADMINISTRATION'S  EFFORT  TO  DEVELOP 
A  WELFARE  REFORM  STRATEGY?    WHAT  STEPS  CAN  BE  TAKEN  TO 
COORDINATE  SOCIAL  SERVICES,  INCLUDING  HOUSING,  AND  HOW  CAN 
HOUSING  SERVICES  BE  REFORMED  TO  GIVE  RECIPIENTS  THE  OPPORTUNITY 
TO  SEEK  EMPLOYMENT/ 

PHILADELPfflA  REGIONAL  OFFICE: 

*  I  WOULD  ALSO  LIKE  TO  KNOW  THE  STATUS  OF  YOUR  EFFORTS  TO 
IMPROVE  OPERATIONS  AT  HUD'S  PHILADELPHIA  REGIONAL  OFHCE.    YOU 
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CAN  PROVTOE  A  RESPONSE  ON  THE  SITUATION  IN  PHILADELPHIA  FOR  THE 
RECORD. 

SMALL  STATES: 

IS  THE  DEPARTMENT  TAKING  ANY  STEPS  TO  ENSURE  THAT  SMALL 
STATES  AND  SMALL  PUBUC  HOUSING  AGENCIES  ARE  NOT  UNFAIRLY 
AFFECTED  BY  REDUCTIONS  IN  FUNDING  FOR  HUD  PROGRAMS? 


FUNDING  REDUCTIONS  FOR  HSCAL  YEAR  1995: 

•  HOUSING  OFHCLVLS  IN  DELAWARE  HAVE  EXPRESSED  CONCERN  OVER 
THE  PROPOSED  REDUCTION  IN  FUNDING  FOR  THE  HOME  PROGRAM  AND 
ASSISTED  HOUSING.    WHY  WERE  THESE  PROGRAMS  SELECTED  FOR  THE 
CUTS? 

*  WILL  THE  PROPOSED  ADDITIONAL  FUNDING  FOR  HOMELESS  PROGRAMS 
IN  FY  1995  ALLOW  STATE  AND  LOCAL  FLEXIBILITY  TO  PROVIDE  EMERGENCY 
SHELTER  AND  TRANSITIONAL  HOUSING  ASSISTANCE? 
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Responses  from  Hon.  Cisneros  to  Cong.  Castle's  Questions 
1.    (No  response  received) 

2    WHAT  IS  HUD'S  ROLE  IN  THE  ADMINISTRATION'S  EFFORT  TO  DEVELOP  A 
WELFARE  REFORM  STRATEGY?   WHAT  STEPS  CAN  BE  TAKEN  TO  COORDINATE 
SOCIAL  SERVICES,  INCLUDING  HOUSING,  AND  HOW  CAN  HOUSING  SERVICES 
BE  REFORMED  TO  GIVE  RECIPIENTS  THE  OPPORTUNITY  TO  SEEK 
EMPLOYMENT? 

Congressman,  I  appreciate  the  opening  you  have  afforded  to 
present  a  vision  for  HUD's  response  to  the  welfare  reform 
imperative.   Let  me  begin  by  saying  that  we  have  no  choice  but  to 
reform  welfare.   The  present  crisis  in  our  cities  tells  us  that 
we  cannot  continue  along  the  same  track. 

Well  over  1  million  of  the  families  receiving  rental 
assistance  from  HUD  also  receive  Aid  to  Families  with  Dependent 
Children  (AFDC),  including  families  in  public  housing,  in 
project-based  Section  8,  and  those  who  hold  certificates  and 
vouchers.   These  families  also  usually  receive  Food  Stamps, 
Medicaid,  and  other  benefits.   The  fragmentation  in  the  system 
and  the  obstacles  created  by  the  system  itself  must  be  seen  to  be 
believed. 

Among  my  six  priorities  for  HUD,  two  of  them  bear  directly 
on  welfare  reform.   One  of  them  is  reducing  homelessness .   Many 
AFDC  households  are  homeless  now;  all  too  many  of  the  children  in 
them  are  being  prepared  for  adult  lives  that  will  include  spells 
of  homelessness.   A  second  priority  is  turning  public  housing 
around.   In  many  projects  over  half  the  families  are  welfare 
recipients ,  and  this  generates  an  atmosphere  that  too  often  is 
not  conducive  to  stable  families,  upward  mobility,  or  even  decent 
housing  maintenance. 

The  principal  staff  of  the  Department  have  been  deeply 
involved  in  the  prepsiration  of  the  President's  welfare  reform 
proposal.   I  can  assure  you  that  we  will  be  working  to  make  the 
pieces  fit  together  better. 

We  appreciate  that  Congress  has  given  HUD  some  important 
tools  to  enhance  the  welfare  to  work  transition.   Our  Jobs  for 
Residents  program  is  intended  to  transform  the  Section  3  mandate 
for  Public  Housing  Authorities  (PHAs)  into  a  program  that  will 
generate  jobs  and  transmit  work  skills  to  thousands  of  public 
housing  renters.   The  Family  Self-Suf f iciency  program.  Family 
Investment  Centers,  Economic  Development  Centers,  child  care 
funding,  and  service  coordinator  funding  constitute  a  carefully 
crafted  continuum  of  support  that  public  housing  authorities  can 
use  to  help  develop  the  human  potential  of  the  families  who 
presently  depend  on  them  for  shelter  alone. 

I  have  announced  a  new  policy  of  permitting  PHAs  to 
establish  a  priority  for  working  families  for  housing  assistance 
within  the  framework  of  the  basic  Federal  preferences.   This  can 
be  an  important  help  to  the  working  poor,  and  it  sends  the  right 
message  eibout  the  importance  of  work. 

The  Administration  will  also  request  several  amendments  to 
permit  us,  first,  to  determine  in  carefully  evaluated 
demonstrations  what  the  long-term  Federal  cost  of  earned  income 
disregards  and  ceiling  rents  would  be,  and  second,  to  permit 
"Entrepreneurial  PHAs"  to  undertake  a  number  of  initiatives  that 
can  help  the  households  they  assist  to  become  self-sufficient. 
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Request : 


I  would  like  to  know  the  status  of  your  efforts  to  improve 
operations  at  HUD's  Philadelphia  Regional  Office.   You  can 
provide  a  response  on  the  situation  in  Philadelphia  for  the 
record. 


Response: 


On  March  3,  1994,  Secretary  Cisneros  outlined  a  top-to- 
bottom  reorganization  of  the  HUD's  regional  and  field 
structure.   This  reorganization  is  part  of  a  government -wide 
reinvention  process  and  will  enable  HUD  to  more  efficiently 
carry  out  its  mission  to  revitalize  cities  and  bring  new 
hope  to  millions  of  Americans . 

The  objective  of  HUD's  reorganization  plan  is  to  streamline 
regional  operations  into  the  field  structure,  eliminate 
bureaucracy,  and  improve  coordination  and  service  delivery 
to  HUD's  customers. 

The  Department  will  continue  to  maintain  the  existing  81 
field  offices.   However,  many  of  the  traditional  regional 
review  and  management  oversight  functions  will  be 
eliminated,  with  as  much  authority  and  responsibility  as 
possible  shifted  to  the  field  offices. 

Fifty-two  HUD  offices  will  be  designated  as  State  Offices  to 
ensure  the  coordination  of  HUD  programs  to  the  states, 
including  the  District  of  Columbia  and  the  Commonwealth  of 
Puerto  Rico.   These  offices  will  also  serve  individual 
communities  and  surrounding  localities.   Twenty-nine  HUD 
offices  will  be  designated  as  Area  Offices,  to  serve 
individual  communities  and  their  surrounding  localities. 

The  position  of  Secretary's  Representative  will  be 
established  in  the  new  organizational  structure.   There  will 
be  10  groupings  of  Area  and  State  Offices  that  will  be 
coordinated  by  the  Secretary's  Representatives. 

In  the  new  field  structure,  the  groupings  of  states  served 
by  each  Secretary's  Representative  are  named  after  their 
geographic  regions,  both  for  greater  clarity  and  to 
underscore  the  end  to  HUD's  previous  system  of  regional 
administration.   The  Philadelphia  Regional  Office  geographic 
area  is  now  the  Mid-Atlantic. 
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The  State  Offices  for  the  Mid-Atlantic  Area  are  as  follows: 

PENNSYLVANIA:     Philadelphia       VIRGINIA:    Richmond 
MARYLAND  Baltimore  DELAWARE:    Wilmington 

SOUTH  CAROLINA:   Charleston         Washington,  D.C. 

In  addition,  there  will  be  one  Area  Office  in  the 
Mid-Atlantic  Area  in  Pittsburgh,  Pennsylvania. 

An  Office  Coordinator  position  will  be  created  in  each  of 
the  State  and  Area  Offices.   The  State/Area  Coordinator  will 
report  to  the  Secretary's  Representative  within  the 
geographic  grouping.   They  will  coordinate  the 
accomplishment  of  management  and  program  priorities  within 
their  respective  offices  and  make  sure  HUD  customers  are 
well  served  by  the  Department. 
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Question:   Is  the  Department  taking  any  steps  to  ensure  that 
small  States  and  small  public  housing  agencies  are  not  unfairly 
affected  by  reductions  in  funding  for  HUD  progreuns? 

Answer:   The  major  PIH  funding  programs  —  PFS  subsidy  and 
Modernization  —  distribute  funds  on  the  basis  of  factors  that  do 
not  affect  the  proportion  of  funds  small  States  or  small  PHAs 
would  receive  in  relation  to  larger  States  and  PEAs.   If  overall 
funding  is  decreased  for  these  progrcims,  the  funding  of  small 
States  and  of  small  public  housing  agencies  will  be  decreased 
proportionately.   An  individual  small  (or  large)  PHA  might  have 
its  funds  change  more  than  the  national  average  if  its  formula 
funding  characteristics  change  more  than  average.   But  the 
overall  funding  of  smaller  PHAs  and  of  smaller  States  should 
closely  follow  the  trends  of  overall  progreun  funding. 

Question:  Housing  Officials  in  Delaware  have  expressed  concern 
over  the  proposed  reduction  in  funding  for  the  HOME 
Program  and  assisted  housing.   Why  were  these  programs 
selected  for  the  cuts? 

Answer:    As  you  are  aware,  the  HOME  program  got  off  to  a  slow 

start,  not  only  because  it  was  new,  but  largely  due  to 
the  complexity  of  the  program.    The  use  of  the  funds 
in  the  program  has  not  been  as  rapid  as  it  should  be. 
The  Congress  and  the  Department  have  worked  to  simplify 
the  program,  and  through  several  statutory  and 
regulatory  changes,  it  has  been  made  more  workable.   We 
are  beginning  to  see  increased  usage  of  program  funds, 
and  expect  that  in  future  years  the  program's 
performance  will  warrant  an  increased  funding  level . 


6.    Q.    Will  the  proposed  additional  funding  for  homeless  programs 
in  FY  1995  allow  state  and  local  flexibility  to  provide 
emergency  shelter  and  transitional  housing  assistance? 


The  proposed  additional  funding  will  allow  states  and 
localities  to  fill  gaps  in  locally-devised  continuum  of  care 
systems.   If  there  are  emergency  shelter  or  transitional 
housing  gaps  in  the  local  system,  the  additional  funds  could 
be  used  to  fill  those  gaps. 
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QUESTIONS  FROM  REPUBLICAN  MEMBERS  TO 
HON.  CISNEROS  AND  HIS  RESPONSES 

PENSION  FUNDS 

Republican  Questions 

1.    The  Administration  is  proposing  an  increase  in  the  Pension 
Fund  program,  entitled  the  Community  Investment 
Demonstration  Program  that  provides  Section  8  project-based 
assistance  to  multifamily  rehabilitation  developments 
undertaken  by  eligible  pension  funds.   In  1994,  HUD 
requested  $100  million  in  Section  8  authorization.   In  1995, 
the  Administration  is  requesting  $514  million. 

As  a  point   of  clarification,    the  Section   8  Community 
Investment  Demonstration  allows  not  only  multifamily 
rehabilitation,   hut   also  new  construction.      The  projects 
will   not  be  developed  by  pension  funds,   but  rather  financed 
by  pension  funds. 


Could  the  Administration  explain  when  there  is  a  five- 
fold increase  in  appropriation  request  for  the  Section 
8  project-based  assistance  for  participating  pension 
funds?  What  is  the  status  of  the  FY  '94  program  which 
was  funded  at  $100  million? 


Answer : 


Since  the  Section  8  Community  Investment  Demonstration  was 
signed  into  law  on  October  27,  1993,  HUD  has  received 
numerous  inquiries  from  Pension  Funds,  Pension  advisors, 
intermediary  organizations,  city  and  state  agencies  and  for- 
profit  and  non-profit  developers.   There  is  significant 
appetite  for  this  program.   The  $100  million  in  FY  '94 
budget  authority  translates  into  approximately  1,000  15-year 
units,  3,000  5-year  units  or  some  combination  of  these 
figures  based  on  financing  requirements.   The  AFL-CIO 
Housing  Investment  Trust  alone,  without  any  significant 
advertising,  could  utilize  2,000  15-year  Section  8  units 
leveraging  another  3,000  new  units  with  total  project  costs 
at  1.4  billion. 

We  expect  once  the  program  is  operational  with  final  progrcim 
guidelines  there  will  be  significant  interest,  well  beyond 
the  budget  authority. 

The  NOFA  was  submitted  to  OMB  for  review  on  February  28, 
1994.   We  anticipate  approval  by  OMB  in  late  March  or  early 
April  and  publication  of  the  NOFA  in  April.   HUD  will  accept 
applications  30  days  after  the  publication  date  (May) . 
Preliminary  funding  awards  are  expected  in  the  summer. 


247 


The  AFL-CIO  was  the  only  pension  fund  that  expressed  an 
intention  to  participate  in  the  Section  8  program.   Has 
there  been  any  other  serious  pension  fund  interest  in 
the  program  since  the  legislation's  enactment?  As  a 
result  of  that  interest,  how  many  pension  funds, 
besides  AFL-CIO,  are  now  participating  in  the  program? 


Answer : 


1. 


Since  the  progreun  is  not  yet  operational,  no  pension  funds 
are  participating  in  the  program  yet.   However,  we  have  had 
expressions  of  interest  from  a  number  of  public  funds,  as 
well  as  representatives  of  private  funds.   We  are  also  aware 
of  efforts  of  pension  fund  advisors  and  intermediaries  to 
evaluate  the  program  in  order  to  assist  their  pension  fund 
clients  to  participate  in  the  progreim.   In  addition, 
affordable  housing  developers  in  an  effort  to  attract 
Section  8  assistance  to  their  communities,  are  building 
alliances  with  pension  funds  to  encourage  participation  in 
the  program. 

c.   What  would  you  see  as  the  barriers  to  pension  fund 
participation? 


Answer : 


Barriers  to  pension  fund  participation  include  the  size  and 
complexity  of  affordable  housing  deals.   Pension  fund 
managers  are  unfamiliar  with  investing  in  affordable 
housing.   There  is  also  the  perception  that  affordable 
housing  is  "too  risky". 

The  AFL-CIO  Housing  Investment  Trust  is  uniquely  suited  to 
address  these  issues.   Their  model  of  a  "trust"  or 
"intermediary"  with  the  expertise  to  evaluate  housing  and 
community  development  projects  is  now  being  studied  by  other 
pension  funds  as  a  way  of  participating  in  this  program. 

This  initiative  and  the  AFL-CIO  model  will  go  a  long  way  to 
break  down  the  barriers  to  pension  fund  investment  in 
affordable  housing.   It  will  produce  concrete  examples, 
quantifiable  investment  data  and  serve  as  an  educational 
tool. 
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HOMEOWNERSHIP 


Republican  Questions 
1. 


There  are  many  news  reports  that  boast  of  the  1993 
housing  market  as  the  most  affordable  since  1973. 
Given  the  af fordability  of  homes,  how  does  the  National 
Homeownership  Trust  be  effective  in  a  climate  where 
affordable  does  not  appear  to  be  the  central  issue  of 
homeownership? 


Answer : 


1. 


Reduced  interest  rates  of  1993  have  indeed  increased 
af fordability .   However,  certain  key  sectors  of  our 
population,  households  with  very  low  incomes,  families  with 
children,  single  parent  households  and  minorities,  continue 
to  be  shut  out  of  the  homeownership  market.   The  program 
barriers  to  homeownership  are  the  lack  of  adequate  savings 
for  downpayment  and  closing  costs,  high  home  prices, 
excessive  credit  debt,  insufficient  income  and  high  interest 
rates.   Homeownership  Trust  funds  can  be  used  to  address 
many  of  these  barriers. 

d.    There  have  been  experts  that  testified  in  the  Fall 
regarding  this  program  stating  that  "interest-rate" 
buydowns  are  ineffective  and  fail  to  maximize  the 
taxpayer's  investment.   What  is  your  analysis  of  the 
effectiveness  of  the  "interest-rate  buydown"? 


Answer : 


Interest  rate  buydowns  can  be  effective  tools  in  increasing 
af fordability,  particularly  in  high  interest  rate 
environments.   These  buydowns  do  not,  however,  address  other 
barriers  such  as  the  lack  of  downpayments .   The 
effectiveness  of  the  buydowns  varies  based  on  the  amount  and 
term  of  the  buydown  and  the  process  for  administration.   We 
anticipate  that  buydowns  will  be  structured/tailored  to 
local  markets  and  therefore  result  in  a  more  effective  tool. 


Given  that  many  state  housing  finance  agencies  operate 
similar  programs,  would  HUD  consider  operating  the 
Trust  through  the  state  agencies? 


Answer : 


HUD  has  proposed  to  operate  the  program  through  the  state 
housing  finance  agencies. 
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2.    The  Administration's  budget  proposes  a  loan  limitation  level 
at  $85  billion  for  the  FHA  Mutual  Mortgage  Insurance  Fund. 

a.    Has  HUD  met  the  capital  standards  set  out  in  the  1992 

Housing  and  community  Development  Act?   If  not,  what  is 
your  assessment  of  the  solvency  of  the  fund,  given  the 
Department's  inability  to  meet  the  capital  standards? 

Answer:    The  draft  fiscal  year  1993  independent  actuarial  study, 
performed  by  Price  Waterhouse,  indicates  that  the  MMI 
Fund  has  exceeded  the  mandated  1992  capital  ratio  of 
1.25%  and  that  the  2%  capital  ratio  requirement  for  the 
year  2000  will  be  met.   The  study  indicates  that  FHA's 
MMI  Fund  is 


Given  the  private  sector's  willingness  to  be  creative 
in  their  design  of  low/moderate  income  origination 
programs,  would  you  comment  on  whether  the  role  of  FHA 
is  diminishing? 


Answer : 


We  do  not  believe  the  FHA's  role  is  diminishing.   While  the 
private  sector  is  finally  beginning  to  recognize  that 
providing  loans  and  mortgage  insurance  to  the  low-  and 
moderate- income  market  can  be  good  business,  they  have  not 
embraced  this  concept  as  completely  as  has  the  Department. 
Rather,  the  programs  which  are  being  introduced  by  the 
private  sector  are  designed  to  serve  the  less  risky  portion 
of  this  vast  market.   FHA,  however,  has  pioneered  this 
market  and  continues  to  offer  insurance  involving  more 
liberal  mortgage  terms  than  is  otherwise  available.   The 
results  of  this  approach  is  that  literally  hundreds  of 
thousands  of  low  and  moderate  income  families  in  this 
country  have  a  realistic  opportunity  for  homeownership  which 
even  the  new  private  sector  programs  cannot  provide. 


b. 


Given  this  new  origination  program,  would  you  agree 
that  FHA  should  be  developed  for  truly  the  underserved 
and  low  income  groups  that  conventional  markets  fail  to 
pick-up  as  potential  mortgagors? 


Answer : 


Clearly,  the  Department's  objectives  should  be  to  expand 
homeownership  opportunities  for  these  groups.   However,  the 
issue  is  whether  it  is  to  be  accomplished  in  a  manner  that 
does  not  burden  the  taxpayers  of  this  country.   By  having  a 
strong,  competitive  FHA  that  participates  in  the  markets 
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serving  not  only  low-  and  moderate-income  groups,  but  the 
typical  American  families  across  the  nation,  the  government 
can  underwrite  the  risks  associated  with  expanding 
homeownership  opportunities  to  all  groups  while  at  the  same 
time  having  the  beneficiaries  of  the  mortgage  insurance 
support  the  cost  of  the  programs.   FHA  has  been  successfully 
doing  just  that  for  sixty  years.   Limiting  the  FHA's  ability 
to  compete  for  the  typical  American  family's  mortgage 
business  will  eventually  result  in  the  government  having  to 
increase  premiums  to  unreasonably  high  levels  to  maintain 
actuarial  soundness  when  serving  a  limited  low  and  moderate 
income  market  or  begin  to  subsidize  what  has  historically 
been  a  "no  cost"  program  to  the  taxpayers.   We  believe 
either  alternative  is  unacceptable. 


How  does  HUD  reconcile  the  increase  in  the  FHA  loan 
limits  in  light  of  the  private  sector's  role  in  low- 
and  moderate- income  origination  with  programs  such  as 
the  GE/ Fannie  Mae  3%  program? 


Answer : 


For  FHA  to  continue  to  serve  low  and  moderate  income  markets 
in  a  fiscally  sound  manner  requires  that  we  develop 
initiatives  that  are  broad  based  and  enable  the  Department 
to  retain  sufficient  market  share  of  those  loans  that 
historically  have  default  rates  that  generate  premium  income 
into  the  Mutual  Mortgage  Insurance  Fund.   By  increasing  the 
mortgage  limits  and  raising  the  base  mortgage  limit  to  95 
percent  of  the  existing  median  house  price,  not  only  is  FHA 
expanding  the  universe  of  potential  mortgagors  that  can 
provide  positive  income  into  the  Fund,  it  is  opening 
homeownership  opportunities  to  typical  American  families 
that  do  not  have  the  downpayment  and/or  income  and  credit  to 
qualify  for  low  downpayment  PMI  conventional  loans. 

It  must  be  recognized  that  FHA  serves  a  broader  spectrum  of 
homebuyers  than  do  the  private  insurers.   Assuming  a  typical 
homebuyer  could  qualify  for  PMI  insurance  and  FHA  insurance, 
the  lower  premiums  on  the  private  side  alone  will  generally 
result  in  the  prospective  mortgagor  securing  private 
insurance.   We  believe  that  many  typical  American  families 
who  don't  qualify  or  don't  want  a  PMI  insured  mortgage 
should  have  the  opportunity  to  secure  FHA  insured  financing. 
Making  homebuyers  that  meet  acceptable  FHA  underwriting 
standards  "wait"  until  they  can  save  a  downpayment  or 
receive  an  increase  in  income  simply  because  they  wish  to 
purchase  a  home  that  is  less  than  $100,000  in  value  but  more 
than  95  percent  of  the  median  house  price  for  the  area  is  a 
disservice  to  them,  a  lost  opportunity  to  FHA's  insurance 
fund  and  a  damper  on  the  economy. 
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Is  it  HUD'S  intention  to  compete  face-to-face  with 
conventional/private  mortgage  lenders  and  insurers  for 
the  middle-income  market? 


Answer : 


Obviously,  where  FHA  mortgage  limits  permit,  potential 
homebuyers  have  a  variety  of  possible  financing  alternatives 
which  includes  FHA.   It  must  be  noted  however  that  FHA's 
upfront  mortgage  insurance  premium  and  annual  premium  make 
FHA  insured  financing  unattractive  to  typical  buyers  that 
can  financially  qualify  for  private  mortgage  insurance. 
Increased  mortgage  limits  will  not  make  FHA  "competitive" 
with  the  PMIs  in  the  market  place.   Rather,  FHA  recognizes 
that  certain  financial  advantages  exist  to  homebuyers  that 
can  qualify  for  private  mortgage  insurance  and  that  the 
agency  is  not  in  a  position  to  duplicate  them.   That  is  not 
to  say,  however,  that  FHA  should  be  precluded  from  such 
markets.   Rather  FHA  is  seeking  to  provide  insured  financing 
to  typical  American  families  who  meet  its  underwriting 
standards.   Such  loans  historically  have  assisted  in  the 
capitalization  of  the  MMIF  and  should  play  a  major  role  in 
assisting  the  Department  to  achieve  its  statutory 
capitalization  requirement. 

In  light  of  the  questionability  of  the  fund's  soundness,  the 
Administration  proposes  to  implement  a  "no  downpayment" 
program  for  those  potential  homeowners  who  are  at  or  below 
115%  of  area  media  income. 

a.    If  the  acceptable  theory  that  homeowners  must  establish 
equity  in  the  house  through  downpayments ,  or  the  like, 
is  correct,  what  type  of  equity  would  this  program 
create  for  the  potential  homeowner? 


Answer : 


Initially,  it  is  appropriate  to  point  out  that  the  "cash 
investment"  theory  of  creating  motivating  interest  in 
homeownership  is  by  no  means  a  cardinal  rule.   The  fact  that 
the  PMIs  are  now  offering  97  percent  loans  indicates  that 
insuring  such  loans  with  minimum  down  payments  can  be 
profitable.   Moreover,  since  the  typical  real  estate  sales 
coiranission  is  six  to  seven  percent,  the  mortgagors  obtaining 
97  percent  loans,  whether  insured  by  FHA  or  a  private 
insurer,  have  no  equity  whatsoever  in  their  properties  and 
probably  won't  for  several  years. 

Recognizing  that  FHA  and  the  PMI  are  insuring  loans  that 
have  a  negative  equity  position,  the  insurance  program  that 
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FHA  is  seeking  only  takes  the  concept  slightly  further. 
Instead  of  97%  loans,  FHA  is  seeking  the  authority  to  insure 
100%  loans  with  the  closing  costs  being  paid  by  or  on  behalf 
of  the  mortgagor.   Clearly,  some  will  perceive  this  as 
taking  on  substantially  more  risk.   We  do  not  for  several 
reasons.   First,  the  legislation  will  limit  the  availability 
of  the  program  to  areas  designated  as  Revitalization  areas. 
We  expect  that  these  areas  will  have  enhanced  governmental 
supportive  services  and  be  targeted  by  the  local  conmiunity 
for  revitalization.   Moreover,  we  have  included  a  statutory 
requirement  that  each  mortgagor  receive  indepth  pre-purchase 
counseling  as  a  condition  of  obtaining  the  mortgage. 
Finally,  the  mortgagor  must  meet  the  income  underwriting 
standards  utilized  in  FHA's  203(b)  program. 

Counseling,  supportive  services  and  quality  underwriting 
should  result  in  the  approval  of  mortgagors  that  understand 
the  obligations  they  are  undertaking  and  have  demonstrated 
the  financial  capacity  to  meet  the  responsibilities  of 
homeownership.   We  believe  this  combination  will  result  in  a 
loss  rate  that  will  compare  veiry  favorably  with  those 
experienced  under  FHA's  other  unsubsidized  single  family 
insurance  programs . 

b.   Will  this  program,  although  at  a  $180  million  level, 
put  the  MMI  Fund  at  risk? 


Answer : 


This  program  will  be  a  General  Insurance  Fund  Program. 
While  this  program  is  intended  to  be  operated  in  a 
financially  responsible  manner,  it  will  not  be  required  by 
statute  to  be  actuarially  sound  and  therefore,  can  assume 
more  risk  in  order  to  serve  the  social  purposes  of 
increasing  homeownership  opportunities  and  assisting 
neighborhood  revitalization  efforts.   The  program  will  not 
impact  on  the  Mutual  Mortgage  Insurance  Fund. 


c.    How  much  risk  is  the  Department  willing  to  wage  in 
order  to  implement  this  homeownership  program? 


Answer : 


It  is  clear  that  the  program  will  involve  risks  greater  than 
those  normally  assumed  under  the  Section  203(b)  program.   A 
limit  of  10  percent  of  the  previous  year's  single  family 
mortgage  insurance  volume  will  be  placed  on  the  program. 
Preliminary  budget  analysis  indicates  that  $3.6  million  in 
credit  subsidy  per  5,000  participants  would  be  needed  for 
the  FY  1994  book  of  business  and  $2.7  million  per  5,000 
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participants  for  the  subsequent  years'  books  of  business. 
We  anticipate  a  volume  of  20,000  to  30,000  loans  per  year 
once  the  program  is  established  with  a  lighter  volume  the 
initial  year  as  the  program  becomes  operational. 

The  Administration  announced  plans  to  facilitate  housing  for 
the  homeless.   One  such  program  is  to  sell  properties  in  the 
single  family  property  disposition  portfolio  at  a  10% 
discount. 

a.  Given  that  these  sales  are  generally  at  a  loss  to  the 
Fund,  at  any  rate,  what  is  the  basis  for  a  10% 
reduction? 

Answer : 

Sales  of  HUD  owned  properties  to  homeless  providers  are 
managed  in  the  same  manner  as  HUD's  sales  to  other  nonprofit 
and  government  agencies.   Because  the  Department  sells 
direct  to  these  customers,  without  using  a  broker,  it  can 
pass  on  the  savings  realized  from  executing  these 
transactions  without  paying  a  sales  commission  or  closing 
costs.   Therefore,  the  sales  discount  is  not  considered  a 
subsidy. 

This  pricing  policy  towards  nonprofits  and  government 
agencies  has  been  in  effect  for  over  ten  years  and  is 
referenced  in  the  program  regulations  at  24  C.F.R.  291.110 
(a).   It  helps  expand  affordable  housing  opportunities  for 
the  homeless,  as  well  as  other  lower  income  buyers,  and  also 
helps  to  revitalize  neighborhoods,  without  having  an  adverse 
impact  on  the  mortgage  insurance  funds . 

b.  Will  this  program  compound  losses  to  the  MMI  Fund? 

Answer : 

No.   For  the  reasons  described  above,  the  10%  sales  discount 
from  fair  market  value  is  not  considered  a  subsidy.   Very 
often,  the  discount  makes  it  financially  feasible  for  a 
nonprofit  or  government  agency  buyer  to  purchase  a  HUD  owned 
property.   Many  of  them  are  located  in  "hard-to-sell"  areas 
and  would  not  be  purchased  by  these  buyers  without  a 
significant  discount  due  to  the  costs  they  incur  for 
rehabilitation  and  financing. 
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c.    At  what  risk  to  the  MMI  Fund  is  the  Department  willing 
to  implement  this  homelessness  program? 


Answer : 


The  discounted  sales  program,  available  only  to  nonprofits 
and  government  agencies,  is  not  considered  a  risk  to  the  MMI 
Fund.   It  has  a  negligible  impact  on  the  Fund  because  it  is 
not  a  subsidy  and  because  the  number  of  such  sales  in  any 
given  fiscal  year  are  few  when  compared  to  the  total  nxunber 
of  HUD  single  family  sales  —  approximately  65,000  per  year. 
Eleven  sales  to  homeless  providers  have  occurred  to  date 
during  Fiscal  Year  '94. 


d.  Given  the  failure  to  meet  capital  rate  standards,  how 
will  this  homeless  sale  program  be  adverse  to  meeting 
the  capital  rate  standard? 


Answer: 


The  program  has  no  impact  on  HUD's  ability  to  meet  the 
capital  rate  standards . 

The  Administration  is  proposing  a  significant  increase  in 
funding  for  Homeownership  Counseling.   In  fact,  the  budget 
indicates  an  increase  from  $12  million  in  the  1994  to  a 
request  for  $50  million  in  FY  1995.   The  budget  summary  also 
indicates  an  anticipated  increase  to  3,100  in  approved  non- 
profit, private  sector  counseling  agencies.   This  is  an 
increase  from  750  in  1994. 

a.    What  is  the  capacity  of  the  Department  to  absorb  these 
newly-created  HUD  approved  counseling  agencies?   In 
other  words,  do  you  think  that  there  would  be  adequate 
staffing  to  meet  the  challenges  of  approving  this 
significant  increase  in  counseling  groups? 


Answer ; 


HUD  has  revised  its  earlier  estimate  of  the  number  of 
agencies  required  to  utilize  $50  million  of  appropriated 
counseling  funds.   The  Department  estimates  that  it  will 
increase  the  number  of  HUD-approved  agencies  during  FY  94  - 
FY  95  from  the  current  750  to  1,000.   This  number  of 
agencies  is  based  upon  HUD's  intention  to  fund,  in  addition 
to  direct  counseling  services,  homeownership  advocacy 
conducted  by  advocacy  groups  that  will  work  to  increase 
homeownership  opportunities  by  low-income  purchasers . 
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HUD  will  direct  a  substantial  portion  of  the  $50  million  to 
organizations  which  will  engage  in  homeownership  advocacy. 
The  Department  expects  that  individual  advocacy  grants  will 
be   substantially  larger  than  those  usually  awarded  for 
direct  counseling  services.   The  requested  appropriation  for 
FY  95  will  also  enable  HUD  to  award  larger  counseling  grants 
than  those  available  in  the  past.   Because  HUD's  grants  have 
tended  to  be  relatively  small,  for  FY  1993  the  average  grant 
award  for  FY  93  was  $11,705,  about  one-half  of  the  HUD 
approved  counseling  agencies  do  not  bother  to  seek  grants. 
Should  the  prospects  for  larger  grants  improve,  it  is  likely 
that  many  of  these  agencies  will  apply  for  grants. 
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EMERGENCT  HOMEOWNERS'  RELIEF  ACT 


Republican  Questions 


With  all  due  respect  to  Chairman  Gonzalez,  the  Emergency 
Homeowners'  Relief  Act  is  included  in  the  Housing  and 
Community  Development  Act  of  1994,  H.R.  3838.   This  program 
will  provide  emergency  assistance,  up  to  one  year,  with  a 
maximum  monthly  payment  of  $250,  to  those  eligible 
homeowners  (borrowers)  who  are  facing  imminent  foreclosure 
based  on  a  significant  reduction  in  income  or  unemployment. 

a.    I  understand  that  this  program  updates  previous  of  the 
Emergency  Housing  Act  of  1975.   What  was  HUD's 
experience  at  that  time  in  administering  this  program? 


Answer: 


The  Department  has  no  experience  in  this  program.   Although 
HUD  published  implementing  regulations  on  December  30,  1975, 
at  24  C.F.R.  2700,  the  level  of  mortgage  delinquency  never 
reached  a  point  that  would  induce  the  Secretary  to  exercise 
this  standby  authority. 

•  Although  $500,000,000  was  authorized  for  this  progrcim, 
money  was  never  appropriated,  presumably  because  the 
criteria  for  employing  this  standby  program  were  never 
reached  (see  attached  for  criteria). 

•  Authority  to  insure  or  make  loans  under  this  program 
expired  as  of  September  30,  1977. 


What  are  suggestions  that  you  may  have  to  update  this 
program  to  meet  contemporary  housing  needs? 


Answer ; 


We  are  very  doubtful  about  the  benefit  of  reviving  the 
Emergency  Homeowners'  Relief  Act.   On  the  one  hand 
implementing  this  Act  would  require  an  appropriation  and 
would  entail  substantial  start-up  costs  to  the  Department. 
Moreover,  should  an  emergency  arise,  the  administrative  cost 
to  the  Department  could  be  substantial.   On  the  other  hand, 
it  has  not  been  demonstrated  that  assistance  along  the  lines 
established  in  the  Act  would  have  a  significant  impact  upon 
an  emergency  should  one  arise.   Certainly,  a  full  scale 
analysis  (feasibility  study)  should  be  conducted  prior  to 
implementing  this  program. 

Below  are  some  of  the  programs  weaknesses  which  should  be 
addressed  before  any  new  legislation  is  passed. 
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Given  the  passage  of  time  since  its  enactment  in  1975,  the 
$250  monthly  cap  on  assistance  is  probably  inadequate  and 
should  be  reexamined. 

The  mortgagor  eligibility  criterion  that  the  mortgagor  have 
a  "reasonable  prospect"  of  resuming  full  payments,  etc.,  is 
too  vague.   For  this  reason,  when  the  Department  issued 
regulations  in  1975,  it  authorized  mortgagees  to  presume 
that  mortgagors  met  this  criterion.   Such  a  presumption, 
while  understandable  from  a  practical  standpoint,  nullifies 
the  intent  of  Congress.   A  updated  version  of  this  program 
should  either  be  silent  on  reasonable  prospects  or  provide 
administratively  practical  guidance  for  making  such 
determinations . 

Section  105,  Emergency  Relief  Loans  and  Advances,  provides 
HUD  coinsurance  on  assistance  made  by  the  mortgagee. 
Section  106,  Emergency  Mortgage  Relief  Payments,  provides 
for  HUD  making  payments  directly  to  the  mortgagee  on  the 
mortgagor's  behalf.   The  Secretary  should  have  the 
flexibility  to  implement  one  or  the  other  or  both  of  these 
sections . 

The  Department  currently  has  a  major  relief  program,  the 
Assignment  Program  that  provides  even  greater  assistance  to 
homeowners.   Also,  other  State  and  Federal  agencies,  such  as 
Pennsylvania  and  the  Department  of  Veterans  Affairs,  also 
provide  assistance  to  mortgagors.   New  legislation  should 
limit  mortgagors  to  receiving  assistance  under  only  one  of 
these  programs . 


Attachment 
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ATTACHMENT 

PART  2700  —  Emergency  Homeowners'  Relief  Progreim 

Regulation  2700.10,  Determination  of  emergency  criteria: 

1.  the  Department  would  have  to  construct  a  nationwide 
composite  index  of  delinquencies  of  60  days  or  more 
(including  loans  in  the  process  of  foreclosure)  for 
mortgage  loans  on  one-to-four-f eimily  dwellings; 

2 .  a  quarterly  index  was  to  be  based  on  a  weighted  average 
of  delinquency  rates  published  in  conjunction  with  the 
Department  of  Veterans  Affairs,  the  National 
Association  of  Mutual  Savings  Banks,  the  Mortgage 
Bankers  Association  of  America,  the  American  Life 
Insurance  Association,  and  the  U.  S.  League  of  Savings 
Associations.   The  rates  were  to  be  weighted  according 
to  the  percentage  of  the  long-term  mortgage  loans,  held 
by  the  respective  lender  group  represented  by  the  data 
in  each  individual  series  at  the  end  of  each  quarter; 
and 

3.  the  composite  rate  of  delinquencies  was  to  reach  1.20 
percent.   If  the  composite  rate  of  delinquencies 
reached  1.20  percent,  the  Secretary,  after  consulting 
with  the  Federal  agencies  that  regulate  institutions, 
was  to  make  a  finding  and  determination  as  to  whether 
the  Act  should  be  implemented.   If  the  Secretairy 
determined  not  to  implement  the  Act,  and  if  the 
composite  rate  of  delinquencies  continued  at  a  level  of 
1.20  percent  or  eibove,  the  Secretary  had  to  continue  to 
consult  with  other  agencies  and  issue  such  a  finding 
and  determination  at  the  end  of  each  30  days  period 
during  which  the  rate  is  at  or  above  the  1.20  percent 
level . 
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HOMELESSNESS 


Republican  Question 

A  provision  in  H.R.  3400  encouraged  HUD  to  work  with  the 
Department  of  Health  and  Human  Services  (HHS)  to  use 
subsidies  currently  used  for  welfare  hotels  to  be  used  for 
multifamily  housing.   These  subsidies  would  help  with  the 
multifamily  property  disposition  crisis,  yet  the  funds 
remain  unspent.   HUD  has  the  authority  to  utilize  these 
funds,  yet  does  not  use  them.   What  action  does  HUD  intend 
to  take  regarding  these  funds? 


Answer ; 


We  have  been  working  with  Wendy  Adler  of  the  House 
Government  Operations  Housing  Subcommittee  and  consultants 
working  with  the  Committee  to  facilitate  use  of  welfare 
hotel  subsidies  in  disposing  of  HUD-owned  properties.   In 
1993,  we  provided  lists  of  such  properties  located  in  areas 
where  such  subsidies  are  available.   We  found,  however,  that 
HUD  has  few  properties  in  these  areas  at  this  time.   We 
agree  that  welfare  hotel  subsidies  can  be  a  valuable  source 
of  rental  income  to  purchasers,  particularly  non-profit  or 
public  sector  organizations,  of  HUD's  multifamily  properties 
and  will  continue  to  work  cooperatively  with  the  Committee 
and  HHS. 
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Questions  from  House  Subcommittee  on  Housing  and  Community 

Development 

Public  Housing 

Question  1:   Do  you  believe  the  one-for-one  replacement  rule, 
required  when  public  housing  is  demolished,  is  working 
effectively?   If  not,  do  you  have  any  suggestions  for  changing  it 
in  such  a  way  that  the  competing  interests  of  housing  families  in 
decent,  safe  and  sanitary  conditions  can  be  balanced  against  the 
need  to  maintain  permanent  and  affordable  housing  for  extremely 
low  income  fcunilies? 

Answer  1:   We  strongly  support  the  concept  of  one-for-one 
replacement  housing  whenever  an  HA  demolishes  or  disposes  of 
dwelling  units.   However,  we  believe  that  the  current 
requirements  have  caused  serious  problems  particularly  for  some 
of  our  large  HAs.   It  is  the  Department's  position  that  the 
requirements  per  se  are  not  the  problem,  but  rather  our  strict 
interpretation  of  the  statute  and  the  regulations  which  have 
created  obstructions. 

In  particular,  the  current  requirement  that  the  replacement 
housing  plan  be  approved  by  the  unit  of  general  local  government 
in  which  the  development  is  located  has  caused  problems  and 
delays .   Most  HAs  have  indicated  that  obtaining  approval  by  the 
City  Council  or  Board  of  Alderman  is  difficult  and  complex. 
These  Scune  HAs  have  urged  the  Department  to  allow  replacement 
housing  plan  approval  by  the  chief  executive  officer,  who  is 
likely  to  be  the  Mayor.   The  final  demolition/disposition 
regulations  will  require  that  either  the  unit  of  local  government 
or  the  chief  executive  officer  may  approve  the  replacement 
housing  plan.   This  should  provide  the  flexibility  that  is  needed 
to  meet  this  requirement  and  eliminate  the  long  delays  caused  by 
working  with  units  of  local  government. 

In  addition,  the  requirement  that  HAs  meet  the  Department's  site 
and  neighborhood  standards  when  applying  for  approval  of 
demolition  or  disposition  has  been  an  onerous  one.   It  is 
anticipated  that  the  final  demolition/disposition  regulations 
will  allow  HAs,  that  are  proposing  to  use  public  housing 
development  or  Section  8  assistance  as  replacement  housing,  to 
address  site  and  neighborhood  standards  at  a  later  date  as 
required  by  either  public  housing  or  Section  8  progreun 
requirements . 

The  Department  has  recommended  the  following  legislative 
changes  in  the  requirements  for  severely  distressed  HAs  to  allow: 

o    HAs  that  propose  to  demolish  units  and  build  or  rehabilitate 
replacement  units  on-site  or  in  the  same  neighborhood  to  do 
so  without  meeting  the  site  and  neighborhood  standards 
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regarding  minority  and  low-income  concentration,  as 
long  as  the  HA  replaces  with  fewer  units  than  the 
number  to  be  demolished; 

HAs  to  replace  not  more  than  one-third  of  the  units 
proposed  for  demolition  or  disposition  with  tenant- 
based  5-year  Section  8  certificates,  regardless  of  the 
size  of  the  demolition  or  disposition  proposed;  and 

HAs  to  locate  all  or  a  portion  of  the  replacement 
housing  outside  of  the  jurisdiction  of  the  original  HA 
under  certain  circumstances. 
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Questions  from  House  Subcommittee  on 
Housing  and  Community  Development 

Public  Housing 

Question  2:   There  are  approximately  105  troubled 
public  housing  authorities  in  the  United  States.   Many  of  these 
PHAs  have  been  on  HUD's  troubled  PHA  list  for  years.   It  is  not 
coincidental  that  much  of  the  identified  severely  distressed 
public  housing  is  managed  by  troubled  PHAs  and  is  in  blighted, 
urban  areas.   Furthermore,  most  of  the  unspent  modernization 
pipeline  dollars  are  committed  to  troubled  PHAs. 

a.  First,  exactly  how  much  unspent  funds  remain  in  the 
pipeline? 

b.  Second,  what  is  HUD  doing: 

1)  to  get  PHAs  to  take  seriously  their  responsibility 
to  ask  for  and  to  spend  modernization  money  to  exact 
repairs? 

2 )  to  more  aggressively  enforce  its  rules  and 
regulations  when  PHAs  continue  to  fail  to  provide 
decent,  safe  and  sanitary  housing? 

3)  to  focus  its  efforts  upon  troubled  PHAs  which  need 
significant  technical  assistance? 

Answer  2a:   The  Department  considers  "pipeline"  and  "backlog"  to 
be  separate  amounts.   Pipeline  is  the  amount  of  previously 
approved,  but  unobligated  funds,  as  shown  in  the  following  chart. 
Backlog  is  the  amount  of  previously   approved,  but  unobligated 
funds  which  are  three  years  old  or  older.   Therefore,  as  of 
9/30/93,  of  the  total  pipeline  of  $6.3  billion,  $434,5  million  is 
considered  backlog. 

Unobligated  Funds 
As  of  9/30/93  a/ 
(Dollars  in  Millions) 


FY  1990  and  Prior  Years 

FY  1991 

Subtotal  (FY  1991  and  Prior  Years] 

FY  1992  -  CIAP 

FY  1992  -  CGP 

Subtotal  (FY  92  and  Prior  Years) 

FY  1993  -  CIAP 

FY  1993  -  CGP 

Grand  Total 

a/ 


434.5 
919.7 


$1,354.2 
$   297.0 
$1,712.2  b/ 
$3,363.4 
$   329.2  c/ 
$2.592.9  c/ 

$6,285.5 


From  official  Departmental  automated  reports  (MQRS) , 
summarizing  HA  progress  reports  as  of  9/30/93. 
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b/   This  reflects  the  amount  of  funds  not  disbursed  by  the 
Department  and,  therefore,  not  expended  by  HAs  as  of 
10/16/93.   The  real  unobligated  amount  would  be  lower  than 
the  unexpended  amount.   The  Department  does  not  have  9/30/93 
data  for  fund  obligations  for  FY  1992  CGP  funds,  but  will 
have  data  shortly  for  the  period  ending  12/31/93. 
Therefore,  the  unobligated  amount  is  overstated  at  this 
point.   A  more  accurate  figure,  based  on  a  modification  of 
the  requisition  system  (Line  of  Credit  Control  System/Voice 
Response  System) ,  is  expected  to  be  available  shortly. 

c/   These  funds  were  approved  in  the  last  quarter  of  FY  1993 
(7/1-9/30/93)  . 

It  should  be  noted  that  during  the  twelve-month  period  of 
10/1/92  -  9/30/93,  $2.3  billion  was  obligated  by  HAs. 

Answer  2bl:   In  the  last  year,  the  Department  has  taken  a  number 
of  steps  to  reduce  both  the  pipeline  and  the  backlog,  as  follows: 

1 .  Regular  meetings  with  industry  groups  to  solicit  ideas 
for  expediting  the  pipeline. 

2.  Memoranda  and  conference  calls  to  HUD  Field  staff  to 
emphasize  the  importance  of  reducing  the  pipeline  and 
providing  technical  assistance  to  those  HAs  with  the 
largest  pipelines. 

3.  Issuance  of  HUD  Notices  to  HAs  to  emphasize  the 
importance  of  getting  the  work  done  in  a  timely  manner 
and  to  convey  revised  program  procedures  to  simplify 
funding  approval  and  implementation. 

4.  Issuance  of  a  revised  rule  for  the  Comprehensive 
Improvement  Assistance  Program  (CIAP)  to  simplify 
program  requirements  for  HAs  with  fewer  than  250  units. 

5.  Publication  of  a  proposed  rule  for  the  Comprehensive 
Grant  Program  (CGP)  to  expedite  funding  approval  and 
program  implementation  for  HAs  with  250  or  more  units. 
Published  March  8,  1994,  this  rule  is  the  result  of  a 
collaborative  effort  between  the  Department  and  the 
industry  groups  to  streamline  the  CGP  and  make  the  funds 
available  earlier  in  the  FY.   The  Department  expects  to 
continue  this  productive  working  relationship  during 
consideration  of  the  public  comments  and  drafting  of  the 
final  rule. 

6.  Provision  to  HAs  of  access  to  FY  1993  CGP  funds 
approximately  5  months  earlier  than  in  previous  years, 
as  a  result  of  the  CGP  formula  approach  and  HUD's 
accelerated  processing. 
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7.   Provision  of  increased  oversight  by  HUD  through 

establishment  of  the  Headquarters'  Office  of  Severely 
Distressed  and  Troubled  Housing  Recovery;  and 
contracting  with  the  U.S.  Army  Corps  of  Engineers  to 
inspect  work  in  progress. 

Since  almost  90  percent  of  the  Modernization  funding  is  now 
provided  under  the  CGP,  the  basic  philosophy  of  the  CGP  relating 
to  local  flexibility  and  accountability  is  beginning  to  have  a 
positive  impact  on  the  pipeline,  as  follows: 

1.  More  stable  and  predictable  funding  under  the  formula 
approach  is  contributing  to  improved  work  planning  and 
execution,  as  well  as  greater  HA  staff  capability; 

2.  HA  ability  to  shift  work  items  from  years  two  through 
five  of  the  Five-Year  Action  Plan  to  year  one,  when  a 
problem  is  encountered,  provides  a  mechanism  for  fund 
obligation  to  continue  more  quickly;  and 

3.  Allowing  CGP  agencies  to  proceed  with  various 
contracting  actions  without  prior  HUD  approval  removes  a 
major  source  of  delay  during  implementation.   These 
contracting  actions  include:  architectural/engineering 
(A/E)  and  other  professional  services  contracts  before 
award;  construction  solicitations  before  issuance;  and 
contract  modifications  before  issuance.   This  policy 
applies  to  both  CGP  programs  and  CIAP  programs  being 
administered  by  CGP  agencies. 

The  Department  would  like  to  emphasize  its  continued 
commitment  to  reducing  the  modernization  pipeline.   Toward  that 
end,  the  Department  has  entered  into  a  Performance  Agreement  with 
President  Clinton.   One  item  in  this  Performance  Agreement 
relates  to  the  modernization  pipeline.   It  establishes  the  goal 
of  reducing,  by  September  30,  1994,  the  unobligated  and 
unexpended  balances  of  FY  1992  modernization  funds  to  30  percent 
and  55  percent,  respectively. 

Answer  2b2:   The  Department  believes  it  has  adequate  sanctions  in 
place,  such  as  issuance  of  a  Limited  Denial  of  Participation  or, 
in  more  serious  cases,  debarment  from  the  program.   In  the  most 
extreme  cases  petitioning  the  court  for  a  receiver  or  declaring 
breach  are  available  sanctions.   However,  what  is  really  needed 
is  to  more  aggressively  pursue  cases  like  this  when  they 
initially  surface.   Issuances  have  been  sent  to  field  offices 
reminding  them  of  this  tool  but  clearly  more  needs  to  be  done. 
In  our  proposed  PHA  Monitoring  Handbook,  and  our  training  course 
planned  for  the  fourth  quarter  of  this  fiscal  year,  this  will 
again  be  stressed. 
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Answer  2b3:   The  Office  of  Public  and  Indian  Housing  has 
implemented  a  risk  management  approach  to  monitoring  PHAs.   Out 
of  necessity,  the   Department  must  direct  its  limited  staffing 
resources  to  those  PHAs  most  in  need  of  review,  monitoring  and 
technical  assistance.   In  addition.  Section  113  of  the  BCD  of 
1992  permits  the  use  of  funds  for  technical  assistance  to 
troubled  PHAs. 

In  addition,  the  Office  of  Severely  Distressed  and  Troubled 
Housing  Recovery  has  been  established  to  focus  technical 
assistance  efforts  of  troubled  (and  near-troubled)  PHAs.   For  a 
status  of  the  activities  undertaken  by  this  office,  see  the 
response  to  Question  8  (Public  Housing) . 
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Questions  from  House  Subcommittee  on 
Housing  and  Community  Development 

Public  Housing 

Question  3:   In  what  ways  can  HUD  micromanagement  of  PHAs  be 
eliminated?   In  particular,  can  high  performing  PHAs  be  left  to 
act  more  independently? 

Answer  3:   HUD  should  never  have  been  in  the  business  of 
micromanaging  PHAs.   In  those  cases  where  Field  Offices  may  have 
been  overly  involved  in  the  management  of  PHAs,  scarce  staffing 
resources  and  the  risk  management  approach  to  reviewing  should 
minimize,  if  not  eliminate,  this  concern. 

The  Department  agrees  completely  that  high  performing  PHAs 
should  be  allowed  to  act  far  more  independently.   To  that  end  the 
Assistant  Secretary  for  Public  and  Indian  Housing  has  established 
a  High  Performer  PHA  Working  Group.   The  purpose  of  the  Working 
Group  is  to  look  at  what  the  relationship  should  be  between  HUD 
and  high  performing  PHAs.   The  group  will  present  the  Assistant 
Secretary  with  a  report  containing  a  number  of  recommendations 
for  providing  high  performing  PHAs  with  more  flexibility  and 
independence . 
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Questions  from  House  Subcomiaittee  on  Housing  and  Community 

De ve 1 opment 

Public  Housing 

Question  4:   Your  budget  suggests  that  Section  18  of  the  U.S. 
Housing  Act,  which  governs  demolition  and  one-for-one 
replacement,  is  flexible  to  the  extent  it  allows  for  leveraged 
financing  of  replacement  housing.   Please  explain.   Is  there  any 
move  to  change  site  and  neighborhood  standards  so  that 
neighborhoods  are  maintained  rather  than  broken  up? 

Answer  4:   The  Office  of  General  Counsel  has  opined  that  the  use 
of  available  project-based  assistance  provided  through  section  42 
of  the  Internal  Revenue  Service  Code,  the  Low-Income  Housing  Tax 
Credit,  is  an  acceptable  source  of  replacement  housing.   The 
Office  of  General  Counsel  is  looking  into  this  matter  and  it  will 
be  addressed  in  the  final  demolition/disposition  rule.   Since 
this  is  a  relatively  new  idea,  no  HA  has  successfully  utilized  it 
for  replacement  housing. 

The  current  site  and  neighborhood  standards  for  new 
construction  public  housing  and  new  construction  Section  8 
certificates  require  that  HAs  build  outside  of  areas  concentrated 
with  minorities  or  low-income  households.   However,  the  standards 
do  permit  the  Assistant  Secretary  to  allow  HAs  to  build  in  areas 
of  minority  concentration  where  it  can  be  demonstrated  that 
either:  (a)  the  public  housing  is  necessary  to  meet  overriding 
needs;  or  (b)  there  are  sufficient  comparable  housing 
opportunities  outside  of  the  area  of  minority  concentration.   HAs 
also  are  prohibited  from  building  in  a  racially  mixed  area  if  the 
proposed  public  housing  would  cause  a  significant  increase  in  the 
proportion  of  minority  to  non-minority  residents.   In  the  last 
few  years,  at  least  four  HAs  have  met  the  exception  of  overriding 
need. 

At  the  request  of  the  Secretary,  staff  is  reviewing  the 
entire  site  and  neighborhood  standards  issue.   Certainly,  a  major 
consideration  is  whether  the  Department  should  allow  building 
replacement  housing  in  areas  of  minority  concentration.   After 
this  review  has  been  completed,  the  Department  will  be  in  a 
position  to  make  appropriate  recommendations  for  policy  changes. 
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Questions  from  House  Subcommittee  on 
Housing  and  Community  Development 

Public  Housing 

Question  5:   Section  113  of  the  1992  Housing  and  Community 
Development  Act  requires  HUD  to  conduct  management  assessments  of 
each  troubled  PHA  and  to  provide  technical  assistance  to 
eliminate  the  deficiencies  found. 

a)  Has  HUD  conducted  these  assessments?   If  so,  what  were 
the  results? 

b)  From  which  budget  does  HUD  intend  to  get  the  money  to 
eliminate  the  deficiencies,  particularly  in  light  of  the 
fact  that  funding  from  modernization,  operating  subsidy 
and  the  severely  distressed  public  housing  program  was 
cut? 

Answer  5:   a)   HUD  has  not  conducted  the  assessments.   However, 
the  Department  will  be  awarding  a  contract (s)  no  later  than 
June  1,  1994. 

b)   The  Department  must  still  rely,  to  the  extent 
possible,  on  these  resources.   The  only  other  source  of  funding 
to  correct   deficiencies  at  troubled  PHAs  is  via  §  113.   It 
should  be  noted  that  it  is  unlikely  that  HUD  will  ever  eliminate 
all  deficiencies  at  troubled  PHAs. 
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Subconunittee  on  Housing  and  Connnunity  Development 
Questions  from  Public  Housing 

Question  6:   Is  the  Public  Housing  Management  Assessment  Progrcim 
(PHMAP)  an  effective  measuring  stick  for  judging  the  performance 
of  a  PHA?   If  not,  how  can  it  be  changed  in  a  comprehensive 
fashion? 

Answer  6:   Yes,  the  Department  deems  the  PHMAP  to  be  an  effective 
way  for  judging  the  management  performance  of  a  PHA.   The 
Department  implemented  PHMAP  through  an  interim  rule,  published 
on  January  17,  1992,  in  the  Federal  Register  in  order  for  the 
Department  and  PHAs  to  gain  some  experience  in  the  actual 
execution  of  the  progrcim. 

PHMAP  established  for  the  first  time  an  objective  system  of 
measuring  PHA  performance  using  standard  criteria  for  all  PHAs. 
This  enables  HUD  and  PHAs  to  compare  the  management  performance 
of  PHAs.   In  addition,  PHAs  can  use  the  PHMAP  to  conduct  internal 
audits  of  their  operations  and  correct  identified  deficiencies. 
The  results  of  the  internal  audit  can  be  used  by  the  PHA's  Board 
of  Commissioners  and  Executive  Director,  resident  organizations 
and  the  community  to  understand  more  comprehensively  the  PHA's 
operations. 

At  present,  the  PHMAP  represents  an  initial  formulation 
subject  to  continued  development  and  modification  as  may  be 
warranted  by  experience  and  consultation  between  the  Department, 
PHAs,  residents,  public  housing  industry  groups,  and  other 
interested  parties. 

The  Department  is  in  the  process  of  modifying  the  progreun 
and  just  completed  a  series  of  three  meetings  with 
representatives  from  all  size  troubled  and  well-managed  PHAs, 
residents,  public  housing  industry  groups,  HUD  field  staff  and 
private  managers.   The  revised  PHMAP  will  incorporate  many  of  the 
recommendations,  based  on  the  experience  of  PHMAP 's  initial 
implementation,  that  resulted  from  these  meetings. 
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Questions  from  Subcommittee  on  Housing  and  Community  Development 

Public  Housing 

Question  7:   Current  Housing  Quality  Standards  (HQS)  require 
numerous  inspections  of  properties  regardless  of  whether 
inspections  have  already  occurred  on  the  local  level?   Are  these 
inspections  and  reinspections,  which  can  present  great  problems 
to  the  Housing  Authority,  a  good  use  of  local  field  office 
personnel  especially  if  the  local  and  state  governments  already 
prescribe  criteria  which  the  housing  must  meet? 

Answer  7:   Assuming  that  the  question  relates  to  housing  quality 
inspections  in  the  Section  8  certificate  and  voucher  programs, 
the  program  rules  require  an  initial  inspection  by  the  public 
housing  agency  before  assistance  is  provided  on  behalf  of  the 
assisted  tenant,  and  annual  inspections  thereafter  to  ensure  that 
the  subsidy  is  paid  only  for  units  which  provide  safe  and 
sanitary  housing.   If  the  inspection  reveals  violations,  the 
Housing  agency  must  reinspect  to  be  sure  that  the  violation  is 
corrected,  and  that  subsidies  are  not  paid  for  substandard 
housing.   HUD  advises  housing  agencies  to  perform  thorough 
inspections,  so  that  other  violations  are  not  discovered  when  the 
inspector  returns  to  verify  that  repairs  have  been  made.   The 
Department's  HQS  are  utilized  because  not  all  jurisdictions  have 
adopted  local  or  state  housing  codes,  because  the  codes  that 
exist  may  be  much  lower  (allowing  substandard  units  to  be 
subsidized)  or  higher  (reducing  the  stock  available  to  low  income 
families),  and  because  rental  properties  are  rarely 
systematically  inspected  for  local  code  compliance.   With  HUD 
approval,  housing  agencies  may  adopt  local  codes  as  an  alternate 
to  HQS  if  those  codes  meet  HUD's  performance  requirements. 
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Questions  from  Subcommittee  on  Housing  and  Community  Development 

Public  Housing 

Question  8:   What  is  happening  in  the  Office  of  Severely 
Distressed  Public  Housing?   When  will  it  be  "up  and  running?" 

Answer  8:   This  office,  which  has  been  established  as  the  Office 
of  Severely  Distressed  and  Troubled  Housing  Recovery,  is  in  the 
process  of  organizing  an  outstationed  staff  to  be  deployed  from 
HUD'S  State  Field  Offices  for  managing  troubled  agency  prevention 
and  recovery  strategies  that  are  part  of  executed  corrective 
agreements  with  PHAs.   Within  this  office,  a  smaller  Headquarters 
staff  will  interact  on  a  cross-cutting  basis  with  PIH  progrcun  and 
regulatory  offices,  as  well  as  outstationed  Field  staff,  in 
unifying  and  directing  the  Department's  role,  synthesizing 
training  and  TA  resources,  tracking  PHMAP  and  vacancy  reduction 
results,  coordinating  the  implementation  of  corrective  plans,  and 
monitoring  progress  on  a  national  basis.   As  a  Secretarial 
priority,  the  Department  is  moving  forward  as  quickly  as  possible 
to  fully  staff  this  office. 

Some  positive  impacts  have  already  been  noted.   For  example, 
in  Philadelphia,  technical  assistance  provided  by  "recovery 
tecims"  organized  by  HUD  to  provide  guidance  to  the  PHA  can  be 
linked  to  recent  improvement  in  the  PHA's  management 
capabilities,  specifically  in  the  areas  of  maintenance,  vacancy 
reduction,  and  resident  relations.   HUD  and  the  PHA  have  entered 
into  a  partnership  for  the  purpose  of  turning  around  that 
distressed  agency,  including  development  of  a  two-year 
"corrective  action  plan."   HUD  expects  Philadelphia  to  be  a  model 
for  recovery  partnerships  it  will  be  developing  in  other 
communities  in  cooperation  with  the  PHA,  resident  leadership,  and 
the  community  at  large. 

In  the  midst  of  this  organizational  restructuring,  HUD, 
through  its  Office  of  Severely  Distressed  and  Troubled  Housing 
Recovery,  has  allocated  $1.1  billion  in  grant  money  under  the 
Urban  Revitalization  Demonstration  Program  for  large  PHAs  to  turn 
around  their  most  distressed  developments. 
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MDLTIFAMILY  PROPERTY  DISPOSITION 


Republican  Questions 

1. 

a.    Could  you  please  tell  the  Subcommittee  HUD's  position 
as  to  the  multifamily  housing  provisions  suggested  in 
H.R.  3838,  the  recently-introduced  1995  Reauthorization 
bill,  H.R.  3400,  legislation  which  included  the  House 
Banking  Committee's  proposal  on  multifamily  property 
disposition,  and  S.  1299,  the  Senate-passed  version  of 
your  proposed  Housing  and  Coiranunity  Development  Act  of 
1993,  which  included  a  different  proposal  regarding 
multifamily  property  disposition? 

Answer:    In  presenting  its  reform  initiative  for  the  property 
disposition  program,  the  Department  observed  the 
following  principles: 

•  Private  ownership  is  preferable  to  government 
ownership  (HUD  is  not  a  good  landlord) . 

•  HUD  should  preserve  the  vast  majority  of 
subsidized  rental  housing  as  affordable  housing 
for  low  and  moderate  income  use . 

•  The  Department  should  protect  tenants  under 
existing  contracts,  but  the  HUD  unsubsidized 
inventory  should  not  be  used  to  develop  new 
affordable  units. 

•  HUD  should  ensure  that  the  insurance  fund  is 
replenished. 

•  The  HUD-owned  inventory  must  be  reduced  to  free  up 
staff  for  other  asset  management  and  default 
prevention  tasks. 

•  Flexibility  is  necessary  to  pursue  successful 
disposition  at  the  local  level. 

At  the  current  time,  HUD  is  working  closely  with  both 
the  House  and  Senate  Subcommittees  to  finalize  property 
disposition  legislation  which  embodies  these 
principles . 
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Each  of  theses  bills  contemplate  the  use  of  rental 
restrictions  on  unsubsidized  housing  developments.   Will 
this  provision  impede  HUD  from  selling  these  properties?   If 
so,  can  the  rent  restrictions  be  crafted  in  such  a  way  that 
disposition  is  not  impeded  and  at  the  same  time  protect 
existing  residents? 


Answer : 


Any  meaningful  rent  restriction  will  reduce  price,  and  to  a 
degree  "impede"  selling  property.   It  is  important  to 
realize  however,  that  holding  property  in  inventory  also 
reduces  the  net  proceeds  to  HUD,  since  HUD  has  holding  costs 
on  its  inventory.   That  is  why  HUD  sought  additional 
flexibility  to  use  rent  restrictions  where  feasible  and 
necessary  in  unsubsidized  developments  to  attain  levels  of 
af fordability  for  specific  tenants.  Where  tenants  need 
assistance,  and  Section  8  is  in  short  supply  or  where  rent 
restrictions  make  more  sense,  HUD  could  then  sell  property 
using  this  method  instead  of  having  the  property  trapped  in 
the  inventory,  building  up  holding  costs,  because  there  was 
no  effective  way  of  assisting  tenants. 

While  HUD'S  overall  approach  was  to  acknowledge  that  HUD 
owned  property  could  not  remain  a  vehicle  to  expand  the 
supply  of  affordable  housing,  it  wanted  the  flexibility  to 
address  special  hardship  cases  either  with  Section  8  or  with 
rent  restrictions . 

H.R.  3838,  however,  combined  the  concept  of  rent 
restrictions  with  a  program  to  expand  the  stock  of 
affordable  housing  through  property  disposition.   All  units 
in  unsubsidized  property  would  be  converted  to  affordable 
units ,  either  at  low  income  or  very  low  income  levels .   HUD 
finds  this  concept  difficult  for  several  reasons. 

This  discounting  of  sales  prices  necessary  to  make  the  units 
affordable  at  those  income  levels  becomes  a  cost  of  doing 
business  under  the  unsubsidized  insurance  programs  and  feeds 
into  the  calculation  of  losses  for  the  purpose  of 
establishing  credit  subsidy  cimounts  necessary  to  write  new 
insurance.   Therefore,  the  new  approach  will  increase  the 
credit  subsidy  cost  and  limit  the  ability,  or  make  higher 
appropriations  necessary  to  make  multifamily  insurance 
available. 

Second,  the  imposition  of  af fordability  requirements  on 
disposition  which  aren't  in  the  insurajice  program  creates  a 
dichotomy  which  makes  it  harder  to  have  a  strong  default 
prevention/ foreclosure  policy.   Owners  who  default  are  in  a 
very  strong  position  to  negotiate  for  forbearance  or  relief 
rather  than  foreclosure  since  they  can  show  that  the  cost  of 
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HUD  taking  the  asset  away  from  them  is  very  great.   These 
costs  are  not  just  the  distress  sale  aspects  resulting  from 
a  foreclosure  or  real  estate  ovmed  sale,  which  are  common  to 
any  lender,  but  the  additional  discounts  which  must  be 
absorbed  to  assure  af fordability  as  part  of  the  distress 
sale.  As  a  result,  HUD  will  be  less  likely  to  be  able  to 
enforce  mortgage  terms,  including  both  habitability  and  debt 
collection,  and  act  as  a  responsible  lender  in  its  insured 
progreims .   This  means  that  the  impact  of  the  legislation  is 
not  just  on  the  owned  property  and  foreclosure  pipeline,  but 
on  the  2400  held  mortgages  and  marginally  performing  insured 
mortgages  as  well. 

The  approach  in  H.R.  3838  will  lead  to  a  slower  and  more 
complicated  disposition  program,  more  economic  infeasibility 
and  demolition  of  formerly  subsidized  housing  than  HUD's 
proposed  approach.  For  a  100  unit  unsubsidized  property, 
with  no  project  based  assistance,  40  percent  of  the  units 
must  now  be  affordable  at  30  percent  of  50  percent  of  the 
median  income.   Feasibility  of  the  property  depends  on  the 
level  of  rehabilitation  needed,  the  market  rent  levels  in 
the  area,  and  the  ability  to  obtain  market  rents  or  maximum 
rent  restricted  rents  on  60  percent  of  the  units  in  a 
property  which  is  40  percent  very  low  income.   In  all  three 
cases,  the  legislation  adds  two  more  rent  considerations, 
that  any  preexisting  very  low  income  tenants  paying  less 
than  30  percent  of  income  for  rent  will  have  increases  to 
phased  in  over  three  years,  and  a  restriction  that  any 
unassisted  preexisting  tenant  may  not  pay  more  than  30 
percent  of  income  as  long  as  they  remain  very  low-income. 
While  this  would  not  affect  property  that  had  100  percent 
assistance  prior  to  sale,  for  partially  assisted  property  it 
would  raise  the  number  of  rent  formulas  to  five,  in  addition 
to  market  rent  issues.   For  formerly  unassisted  property 
there  are  four  formal  rent  limitations,  as  well  as  market 
rent  feasibility.   Because  the  effect  of  the  rent 
restriction  is  to  lower  potential  income,  there  will 
inevitably  be  more  property  which  it  is  infeasible  to 
rehabilitate  in  the  private  sector,  and  more  property  will 
be  demolished. 

The  legislation  will  lead  to  unintended  results  because  of 
the  distressed  nature  of  the  inventory.   Property  will  be 
harder  to  process  for  sale,  harder  to  sell,  in  more  cases 
will  be  infeasible  to  sell  with  purchasers  doing  repairs. 
While  demolition  of  property  would  surely  be  an  unintended 
result  of  the  legislation,  the  prescriptive  nature  of  the 
legislation  seems  to  leave  no  room  for  lifting  the 
requirements  in  order  to  allow  market  rate  renovations. 
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For  these  reasons,  the  Department  sees  the  broader  approach 
in  H.R.  3838  as  less  feasible  than  its  proposed 
discretionary  approach. 

3.    How  can  you  assure  Congress  that  if  we  make  the  disposition 
account  a  mandatory  rather  than  discretionary  expenditure 
the  budget  will  not  balloon  out  of  control? 

Answer:    The  property  disposition  program  is  subject  to 
authorizing  legislation  mandating  the  effective 
subsidization  of  certain  rental  units.   The  mandate 
exists  whether  or  not  discretionary  funding  is 
available,  and  therefore  HUD  pays  one  way  or  another — 
either  through  appropriations  of  Section  8  assistance, 
for  example,  or  through  costs  incurred  by  the  General 
Insurance  fund. 

The  proposal  to  establish  the  mandatory  reflects  these 
special  requirements.  HUD  could  also  propose  time  and 
project  limits  on  these  expenditures. 
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Questions  from  House  Subcommittee  on  Housing  and  Community 

Development 

Rent  Reform 

Question  1:   The  legislation  you  sent  to  Congress  last  Spring 
included  several  provisions  to  reform  public  housing  in  the  way 
residents  are  charged  rent.   As  you  know,  the  current  public 
housing  rent  policy  works  against  an  employed  resident  because  as 
the  resident's  income  increases,  the  rent  increases.   Comment  on 
how  best  to  implement  rent  reform  for  residents  who  work. 

Answer  1:   The  most  cost-effective  ways  are  to  target  rent  reform 
upon  1)  residents  who  increase  their  income  by  working,  by  means 
of  income  disallowances  for  newly  employed  workers,  and  2) 
residents  (typically  workers)  paying  the  most  rent  in  their 
project,  by  means  of  bedroom-adjusted,  project-level  rent 
ceilings  based  upon  the  rental  value  of  a  project  or  group  of 
comparable  projects.   Alternative  methods  of  rent  reform,  such  as 
an  across-the-board  reduction  in  the  rental  rate  of  earned 
income,  would  have  a  considerable  initial  cost  in  foregone  rental 
income  and  would  not  be  as  targeted  on  the  actual  rental  value 
received  by  working  residents  or  on  the  special  circumstances  of 
the  newly  employed. 

Question  2:   Representative  Knollenberg  introduced  H.R.  2957  last 
year.  The  legislation  grants  PHAs  several  options  to  structure 
rent  payments  for  residents  who  work,  including  establishing 
ceiling  rents,  excluding  FICA  and  income  taxes  from  calculating 
resident  income,  freezing  income  at  the  amount  required  at 
initial  occupancy,  excluding  from  income  calculation  the 
increased  income,  and  creating  a  rent  demonstration  project.  Do 
you  have  additional  suggestions  for  reforming  the  current  HUD 
policy  regarding  rent  payments  by  public  housing  residents? 

Answer  2 :   Although  the  unfair  rental  burden  on  the  income  of 
second  wage  earners  might  be  reduced  by  the  above  reforms,  a 
special  disallowance  for  certain  types  of  secondary  wage  income 
(especially  from  new  wage  earners)  might  be  extremely  equitable 
and  not  costly  in  terms  of  foregone  rent.  Encouraging  family 
members  to  pool  earnings  and  to  conserve  housing  costs  is 
important  to  welfare  reform  efforts,  of  which  public  housing  rent 
reform  is  a  part.  For  any  rent  demonstration,  it  might  be  worth 
testing  measures  of  parental  performance  (such  as  children's 
school  attendance)  as  a  basis  for  rental  incentives  in  addition 
to  earnings  performance.  Such  non-earning  incentives,  however, 
might  have  to  be  funded  from  overall  welfare  reform  funding. 
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Questions  from  House  Subcommittee  on  Housing  and  Community 

Development 

Public  Housing  Development 

Question  1:   An  area  which  needs  substantial  reform  is  the 
development  of  new  public  housing,  which  is  a  lengthy  and 
cumbersome  process.   Does  HUD  have  any  suggestions  for  reforming 
the  current  development  regulations  so  that  there  is  less  micro- 
management  by  Washington  and  more  responsibility  placed  on  state 
and  local  bodies? 

Answer  1:   A  Working  Group,  comprised  of  HUD  staff  and  industry 
representatives  has  been  convened  for  the  purpose  of  entirely  re- 
designing the  public  housing  development  process  to  help  housing 
agencies  develop  low-income  housing  that  would  reflect  their 
local  communities  better  and  enable  them  to  exercise  more  control 
over  design,  amenities,  costs,  and  planning.   A  proposed  rule  has 
been  drafted  and  publication  is  expected  for  comment  this  Spring. 

Question  2 :   Should  existing  HUD  regulations  regarding 
development  of  new  public  housing  be  eliminated  entirely?   If 
not,  under  what  circumstances  should  HUD  be  involved  in  the 
process? 

Answer  2:   The  public  housing  development  regulation  is  in  the 
process  of  being  redesigned;  it  should  not  be  eliminated.   HUD's 
involvement  in  the  process  consists  of  ensuring  that  PHAs  have 
the  support  and  technical  assistance  they  need  to  accomplish 
their  mission  to  provide  decent  housing  for  low-income  fcimilies; 
and  of  ensuring  that  PHAs  and  localities  do  not  engage  in 
discriminatory  practices  nor  misappropriate  funds  provided. 

Question  3:   Are  current  total  development  costs  (TDCs) 
sufficient  for  building  sustainable  public  housing? 

Answer  3:   The  Department  is  assembling  a  Working  Group 
consisting  of  HUD  staff  and  PHAs  representing  industry  groups  to 
examine  the  Department's  procedures  for  implementing  Section  6(b) 
of  the  USHA. 
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Questions  from  House  Subcommittee  and  Community  Development 

Project  Safe  Home 

Question  la:  What  were  previous  barriers  to  cooperation  between 
the  law  enforcement  agencies  that  has  now  been  resolved  with  the 
"unveiling"  of  this  program? 

Answer  la:   The  primary  component  of  Operation  Safe  Home  has  been 
its  educational  and  awareness  element.   The  Office  of  Inspector 
General  (OIG)  has  been  meeting  with  the  Federal  law  enforcement 
community  throughout  the  country  and  has  shared  with  them 
information  pertaining  to  the  environment  of  violence  which  has 
gripped  public  housing  developments.   Analysis  has  shown  that  the 
incidents  of  violence  in  public  housing  is  far  greater  than  in 
the  general  community.   The  United  States  Attorney,  the  Federal 
Bureau  of  Investigation,  the  Bureau  of  Alcohol,  Tobacco  and 
Firearms  and  the  Drug  Enforcement  Administration  with  the  housing 
focus  facilitated  by  OIG  will  now  dedicate  its  resources  to 
building  safer  neighborhoods.   Where  the  other  agencies'  missions 
involved  targeting  drugs,  guns  or  gangs,  OIG  is  the  common 
denominator  with  a  primary  concern  for  public  housing. 

By  way  of  example,  the  DBA  in  New  Haven  had  been  working  on 
a  lengthy  task  force  operation  without  the  realization  that  the 
impacted  area  was  dominated  by  public  housing.   With  the 
knowledge  brought  by  OIG,  the  enforcement  efforts  also  included 
community  enhancements  such  as  physical  improvements  through 
environmental  design  and  educational  programs  within  the 
framework  of  public  housing  and  with  the  assistance  of  the  public 
housing  authority  and  HUD.   Additionally,  during  the  development 
of  the  Safe  Home  initiative  it  was  learned  that  various  federal 
law  enforcement  agencies  had  similar  but  unconnected  operations 
in  the  same  public  housing  neighborhoods.   The  Safe  Home  Program 
allowed  for  the  focus  of  existent  efforts  throughout  the  law 
enforcement  community.   While  cooperation  has  existed,  a  common 
focus  has  been  placed  on  public  and  assisted  housing. 

Question  lb:   What  is  your  opinion  of  the  Department's  role  in 
Witness  Protection  under  Project  Safe  Home? 

Answer  lb:   Currently  the  U.S.  Department  of  Justice  under  the 
U.S.  Marshal's  Office,  operates  a  Witness  Protection  Program. 
Witnesses  who  cooperate  with  a  federal  case  are  provided  short- 
term  housing  and  other  aspects  of  "protection"  during  the  period 
of  the  witness's  cooperation,  and  after  the  case  is  concluded,  a 
new  identity  and  assistance  in  relocating  to  a  different  part  of 
the  country  to  reduce  any  opportunities  for  retaliation. 

Local  and  federal  law  enforcement  agencies  have  identified  public 
housing  residents  who  could  serve  as  federal  witnesses  for  the 
prosecution  in  drug  and  violent  crime  cases,  but  who  are 
reluctant  to  assist  because  of  fear  of  retribution.   Many 
residents  approached  for  cooperation  have  expressed  reluctance  to 
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completely  remove  themselves  from  the  local  community  as  would  be 
required  in  the  established  Witness  Protection  Program.   But  if 
provided  short-term  or  local  relocation,  the  public  housing 
resident  might  be  willing  to  cooperate. 

To  encourage  the  cooperation  of  public  housing  residents  as 
witnesses  for  drug  and  violent  crime  prosecutions,  the  Department 
is  proposing  a  series  of  regulatory  and  funding  initiatives  to 
encourage  public  housing  residents  to  serve  as  witnesses  for  the 
prosecution  in  violent  crime  cases.   HUD  proposes  the  program  to 
be  "Witness  Relocation"  rather  than  witness  "protection", 
offering  to  relocate  a  public  housing  resident  from  a  public 
housing  unit  managed  by  one  authority,  to  another  public  housing 
unit  within  the  same  authority;  to  a  public  housing  unit  at  an 
adjacent  authority,  or  to  provide  the  witness  a  Section  8 
certificate  allowing  them  to  choose  their  relocation. 

All  of  these  options  are  currently  available  to  public 
housing  authorities  within  the  current  program  regulations.   To 
encourage  housing  authorities  to  use  the  existing  mechanisms,  the 
Department  is  developing  a  notice  outlining  the  procedures 
available  to  a  housing  authority  for  the  three  options.   The 
option  of  providing  a  Section  8  certificate  to  a  public  housing 
resident  depends  on  the  Section  8  certificate  resources  of  the 
housing  authority,  and  its  ability  to  "over  issue"  certificates 
based  on  the  level  of  resources  at  the  housing  authority. 

In  the  event  a  housing  authority  does  not  have  the  resources 
to  allow  it  to  "over  issue",  the  Department  does  not  want  to 
prevent  an  available  public  housing  resident  from  participating 
as  a  witness  because  a  Section  8  certificate  is  not  available. 
To  preclude  this,  the  Department  proposes  to  set-aside  $5  million 
to  fund  approximately  140  Section  8  certificates,  to  be  available 
to  housing  authorities  throughout  the  U.S.,  if  and  when  they  need 
additional  certificate  resources.   The  Department  will  develop  a 
notice  outlining  the  policies  and  procedures  necessary  for  a 
housing  authority  to  complete  to  receive  an  additional 
certificate  to  be  awarded  to  the  participating  resident. 

The  Department's  opinion  is  that  the  majority  of  housing 
authorities  willing  to  assist  local  and  federal  prosecution  cases 
by  relocating  public  housing  witnesses  have  the  necessary 
resources  and  will  not  be  relying  on  the  national  pool  of 
certificates.   Because  most  relocation  cases  will  be  handled 
locally,  and  because  confidentiality  is  important,  the  Department 
will  not  be  able  to  closely  monitor  or  measure  resident 
participation  in  any  Witness  Relocation  program. 
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QUESTIONS  FROM  THE  HOUSE  HOUSING  SUBCOMMITTEE  HEARING  ON 
FHEO  ECONOMIC  OPPORTUNITY  CENTERS 


What  are  your  goals  and  objectives  for  the  Economic 
Opportunity  Centers? 

The  objective  of  the  Economic  Opportunity  Centers  is  to 
provide  services  necessary  to  link  low  income  residents  with 
jobs  generated  by  HUD-assisted  projects.   These  Centers  will 
provide  job-linkage  services  for  both  residents  and 
employers.   Eligible  residents  include  public  housing 
residents.  Section  8  housing  assistance  tenants,  homeless 
persons,  and  other  low  income  residents  of  HUD-assisted 
neighborhoods.   Potential  employers  include,  but  are  not 
limited  to:   public  housing  and  community  development 
agencies,  construction  contractors,  suppliers  and 
developers . 

The  scope  of  services  to  be  provided  at  these  Centers  cover 
both  employment  and  business  development.   The  Centers  will 
include  the  on-site  delivery  of  services,  dissemination  of 
information,  and  provision  of  referrals.   Centralized  job 
information,  counseling  and  case  management  will  be 
availcible.   Trainee  support  via  child  care,  transportation, 
special  services  and  stipends  are  eligible  expenses. 
Available  information  and  counseling  will  include  such 
matters  as  income  support  programs  and  the  earned  income  tax 
credits   The  Centers  will  provide  intake  of  applications, 
skills  assessment,  basic  skills  preparation  and  employer 
linkages.   In  summary  the  Centers  will  assist  with  job 
training,  employment,  contracting,  business  development  and 
job-related  support  services . 

Economic  Opportunity  Centers  will  provide  referral  services 
to  existing  programs  and  services  and  may  provide  space  to 
government  agencies,  institutions  of  higher  education 
(including  vocational  schools),  and  private/non-profit 
organizations  to  provide  neighborhood  "on-site"  services. 

Examples  of  eligible  activities  are  as  follows: 

*  Maintaining  a  "job  bank"  of  positions  connected  with 
CDBG,  Homeless  Assistance,  HOME  and  other  Section  3 
covered  project  recipients  and  contractors,  as  well  as 
listings  of  jobs  available  in  the  private  sector; 

*  Assisting  local  agencies,  construction  contractors, 
contractors  associations  and  joint  labor-management 
committees  to  develop  and  fund  a  Step-Up  program; 
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Individual  assessment  of  job  skills  and  related  service 
needs  of  residents; 

Development  of  individual  training  accounts ; 

Training  and  funding  resident  councils /management 
corporations ,  neighborhood  groups  and  community-based 
organizations  to  provide  information  to  residents  and 
businesses  about  potential  jobs  and  contracts  which  may 
be  available  on  HUD-assisted  projects; 

Conducting  or  sponsoring  training  on  job-readiness  and 
job-search  skills; 

Conducting  or  sponsoring  instruction  on  the  development 
and  management  of  business  enterprises; 

Financial  "gap"  support  for  establishment  or 
stabilization  of  micro-enterprises  or  other  businesses 
which  provide  economic  opportunities  to  low  income 
persons ; 

Funding  essential  training  and  support  seirvices  that 
cannot  otherwise  be  paid;  and 

Providing  space,  referral  and  otherwise  providing 
linkages  with  Job  Training  Partnership  Act  (JTPA) 
funded  training,  child  care  services  funded  through  the 
Department  of  Health  and  Human  Services  and  business 
development  and  assistance  programs  funded  through  the 
Small  Business  Administration  and  Department  of 
Commerce.   In  addition  space  also  may  be  available  for 
services  provided  by  non-profit  organizations  such  as 
Opportunities  Industrialization  Centers,  the  National 
Urban  League,  and  National  Service  Program. 


A  $25  million  fund  would  assist  how  many  public  housing 
agencies? 

HUD  will  request  $25  million  for  the  entire  Section  3  effort 
in  FY  1995: 

*    S17.5  million  is  proposed  for  the  establishment  of 
Economic  Opportunity  Centers  to  be  co-located  with 
Family  Investment  Centers  (FICs).   Thirty-five  of  an 
estimated  75  public  housing  agencies  (PHAs)  which 
received  FIC  funding  in  FY  94,  will  receive  an  Economic 
Opportunity  Grant  of  up  to  $500,000.   The  performance 
period  will  be  3-5  years . 
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*    In  addition  to  the  35  PHAs  that  will  receive  an  EOC 

grant,  potentially  all  recipients  will  benefit  from  the 
remaining  funds  which  will  be  used  to  proactively 
implement  the  Section  3  program  nationwide  by  providing 
assistance  to  community  development  agencies  and  public 
and  Indian  housing  agencies.   The  $7.5  million  will  be 
used  to  conduct  a  national  program  of  technical 
assistance;  support  Section  3  management;  and  target 
related  programs  and  services  provided  through  other 
Federal  agencies  and  leverage  their  funds. 

3.   What  would  be  the  determining  factor  to  receive  a 
competitive  grant? 

Grants  will  be  awarded  competitively  to  PHAs  which  have  FIC 
grants .   Selection  factors  will  include  commitment  to 
carrying  out  a  modernization  program  which  provides 
employment,  training  and  contracting  opportunities  to  public 
housing  residents;  demonstrated  capacity  to  assess  training 
and  support-service  needs ;  and  experience  in  coordinating 
and  utilizing  existing  services  and  funds  from  public  and 
private  sources  for  public  housing  residents  and  other  low 
income  persons  and  small  businesses .   Applicants  will  be 
required  to  demonstrate  working  relationships  with 
contractors  associations  and  unions  or  other  building  trades 
associations . 
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Q.    Please  Explain  the  Metropolitan  Area-Assisted  Housing 
Program?   What  do  you  attempt  to  accomplish  in  this  Program? 
What  are  the  factors  favoring  the  three  cities  used  for  the  pilot 
program? 

A.     Under  this  Metropolitan  Area-Wide  Strategy  demonstration, 
the  Secretary  would  select  a  consortia  of  units  of  general  local 
government  in  each  of  three  different  metropolitan  areas  to 
engage  in  the  marketing  of  assisted  housing  on  a  metropolitan 
area-wide  basis.   The  consortia  would  carry  out  the  demonstration 
through  clearinghouses  administered  by  private,  nonprofit 
organizations  selected  by  the  consortia.   The  demonstration  could 
be  approved  for  a  period  of  up  to  three  years  for  any  one 
metropolitan  area. 

Objectives  of  the  Demonstration 

The  demonstration  would  help  carry  out  the  Secretary's 
statutory  mandate  under  the  Fair  Housing  Act  to  affirmatively 
further  fair  housing  in  all  programs  of  housing  and  urban 
development.   In  addition,  the  demonstration  would  fulfill 
President  Clinton's  directive  in  Executive  Order  12892  and  the 
accompanying  Presidential  Memorandum,  signed  January  16,  1994,  to 
undertake  pilot  programs,  together  with  other  Federal  agencies  as 
the  Secretary  considers  appropriate,  to  further  fair  housing  and 
to  address  problems  of  metropolitan  segregation. 

The  demonstration  would  promote  innovation  in  addressing 
racial  segregation  in  the  Department's  assisted  housing  programs. 
It  would  also  advance  the  Secretary's  objective  to  affirmatively 
further  fair  housing,  allowing  the  Department  to  identify 
statutory  impediments  to  achieving  fair  housing  and  reinvent  the 
way  assisted  housing  programs  are  marketed. 

PHAs  in  the  selected  metropolitan  areas  would  be  expected  to 
provide  incentives  to  improve  the  attraction  of  public  housing, 
achieve  desegregation,  and  affirmatively  further  fair  housing. 
These  measures  would  be  aimed  at  changing  the  perception  of 
public  housing  as  the  housing  of  last  resort.   Instead,  they 
would  be  intended,  in  combination  with  other  measures  proposed, 
to  make  presently  minority-dominated  public  housing  a  path  to 
social  and  economic  mobility  for  non-minorities  as  well. 

HUD  would  require  PHAs  to  focus  their  comprehensive  grant 
modernization  funds  on  developments  that  are  predominantly 
minority  and  where  disparities  in  services  and  amenities  exist. 

Waiver  Authority 

The  Secretary  would  be  authorized  to  waive,  or  specify 
alternative  requirements  for,  statutes  and  regulations  HUD 
administers,  upon  finding  that  the  waiver  or  alternative 
requirement  (1)  is  necessary  to  facilitate  the  demonstration  and 
(2)  would  not  be  inconsistent  with  the  overall  purpose  of  the 
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statute  or  regulation  affected.   However,  the  Secretary  could  not 
waive  or  specify  alternative  requirements  for  statutory 
requirements  related  to  nondiscrimination,  fair  housing,  labor 
standards ,  or  the  environment . 

Application  and  Selection 

Applicants  would  be  required  to  demonstrate  extensive 
cooperation  by  public  housing  agencies  in  the  metropolitan  area 
and  by  private  owners  of  federally-insured  and  federally-assisted 
housing  and  State-  and  locally-assisted  housing,  by  submitting 
evidence  that  they  are  willing  to  list  all  vacancies  with  the 
clearinghouse  and  to  make  selections  from  tenants  referred  by  the 
clearinghouse.   The  Secretary  would  select  among  applicants  in  a 
manner  the  Secretary  determines  to  be  appropriate,  taking  into 
account  such  factors  as  (1)  the  need  for  a  range  of  metropolitan 
area  sizes,  (2)  the  extent  of  racial  separation,  isolation,  and 
segregation  in  the  applicant's  metropolitan  area,  (3)  the 
capacity  of  the  applicant  to  carry  out  the  demonstration,  taking 
into  account  the  ability  of  the  proposed  nonprofit  organization 
selected  to  administer  the  clearinghouse,  (4)  the  degree  of 
cooperation  and  coordination  achieved  among  governments  in  the 
metropolitan  area  and  between  government  and  private  assisted 
housing  providers,  and  (5)  the  potential  effects  and  benefits  the 
variations  on  regional  planning,  housing  counseling,  and  other 
support  services  and  approaches  to  marketing  strategies  proposed 
by  each  applicant  could  have  on  the  racial  patterns  in  assisted 
housing  programs  if  the  variations  were  adopted  nationwide. 

Waiting  List 

The  nonprofit  organizations  administering  the  clearinghouses 
would  operate  a  consolidated  waiting  list  for  federally-assisted 
family  housing  programs  in  each  participating  jurisdiction  within 
the  selected  metropolitan  areas,  covering  all  jurisdictions  in 
which  the  demonstration  operates.   Elderly  housing  programs  would 
not  be  included.   Under  this  system  the  waiting  list  would  have 
separate  sub-lists  for  each  housing  program.   All  eligible 
applicants  for  assisted  housing  would  be  on  all  sub-lists. 
Housing  vacancies  in  each  program  would  be  reported  to  the 
clearinghouses  by  PHAs  and  other  housing  providers  as  they 
occurred. 

The  clearinghouses  would  review  eligibility,  perform  income 
and  employment  verification,  check  previous  tenant  history,  and 
secure  all  information  necessary  to  determine  Federal  and  local 
preferences.   First  priority  within  all  preference  categories 
would  be  given  to  those  who  wished  to  select  a  location  where 
their  race  is  not  predominant.   No  residency  preferences  would  be 
permitted  in  the  Federal  preference  categories.   Residency 
preferences  could  be  allowed  as  part  of  local,  non-Federal 
preferences  after  review  by  the  Department  to  assure  that  they 
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were  not  inconsistent  with  the  demonstration  objectives  or  in 
possible  violation  of  the  Fair  Housing  Act.   Housing  providers 
would  carry  out  tenant  suitability  screening  of  all  applicants 
referred  from  the  clearinghouses  and  could  accept  or  reject  them 
for  good  cause. 

Information  Campaign 

The  clearinghouses  would  carry  out  a  broad-based 
(multimedia)  information  campaign  to  reach  out  to  all  persons 
seeking  housing  within  the  metropolitan  area.   No  single  ethnic 
or  racial  group  would  have  an  advantage  in  applying  for  housing. 
The  clearinghouses  would  carry  out  an  active  fair  housing 
information  and  support  program  to  encourage  applicants  to 
consider  choices  which  would  promote  fair  housing.   This  would 
include  escort  services  to  neighborhoods  where  the  applicant's 
race  is  not  predominant,  counseling  regarding  social  services 
availcJsle  in  such  neighborhoods,  information  regarding 
transportation  alternatives,  schools  and  health  care,  and 
establishing  tenant  support  groups  to  overcome  the  "pioneer" 
obstacle. 

Progress  Reports  and  Independent  Evaluation 

The  clearinghouse  for  each  demonstration  site  would  be 
required  to  submit  an  annual  progress  report.   In  addition, 
within  one  year  of  the  conclusion  of  each  demonstration,  the 
Department  plans  to  submit  to  Congress  a  report  describing  the 
results  of  the  demonstration  and  any  recommendations  for 
legislation. 

An  independent  evaluation  would  be  an  important  part  of  the 
demonstration  and  would  measure  the  effects  of  waiving  certain 
Federal  requirements  and  policies.   This  evaluation  is  essential 
to  HUD'S  and  the  Congress'  ability  to  take  the  lessons  learned 
from  the  demonstration  and  put  them  to  practical  use  by  revising 
current  assisted  housing  programs  or  creating  new  ones. 

Funding 

For  each  of  FYs  1995,  1996,  and  1997,  $15  million  in 
appropriations  would  be  requested  for  costs  related  to  regional 
planning,  housing  counseling,  and  administrative  costs  of  the 
nonprofit  organizations  selected  to  carry  out  the  demonstration. 
In  addition,  $9  million  from  amounts  available  for  public  housing 
modernization  would  be  set  aside  each  year  for  modernization  of 
public  housing  of  central  city  PHAs  participating  in  the 
demonstration.   HUD  would  also  set  aside  sufficient  budget 
authority  to  support  the  allocation  of  up  to  10,000  certificates 
to  PHAs  in  support  of  the  demonstration. 
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Q'S  &  A'S  FOR  HOUSE  HOUSING  COMMITTEE 
COMMUNITY  DEVELOPMENT 


a.  Question;  What  will  be  qualifying  factors  in 
determining  an  eligible  private  sector  project  [under 
the  National  Leveraged  Investments  for  Tomorrow  (LIFT) 
Program] ? 

Answer; 

The  following  are  the  proposed  qualifying  factors: 

1.    the  project  is  proposed  to  be  used  in 

neighborhoods  that  meets  criteria  of  need 
including  concentrations  of  persons  of  low-  and 
moderate-income  in  census  tract;  poverty  rates  in 
the  neighborhood;  rates  of  unemployment  in  the 
neighborhood;  and  such  other  indicia  of  need  in 
the  neighborhood  as  the  Secretary  may  deem 
appropriate. 

Eligible  private  sector  projects  are  expected  to 
be  those  that  are  an  essential  element  of,  and 
catalyst  for,  the  comprehensive  physical,  social, 
and  economic  revitalization  of  the  neighborhood; 
and  that  build  the  economic  base  of  the 
neighborhood  through  such  measures  as  business 
expansion  and  job  opportunities  and  meaningful 
reinvestment  of  a  share  of  the  profits  of  a 
successful  project  in  the  neighborhood,  including 
economically  empowering  neighborhood  residents  to 
carry  out  additional  neighborhood  development 
projects. 

b.  Question;   How  is  this  progreun  effective,  given  many 
local  and  state  initiatives  addressing  similar  types  of 
progrcuns?   Would  this  program  be  an  admission  that  the 
state/local  efforts  have  been  a  failure? 

Answer;   No,  this  is  not  an  admission  that  state/local 
efforts  have  been  a  failure.   However,  except  for  the 
Administration's  Empowerment  Zone  progrcim,  there  is  no 
incentive  for  cities,  communities  and  neighborhoods  to 
view  the  solutions  in  a  strategic,  comprehensive 
fashion.   If  communities  and  neighborhoods  are  going  to 
revitalize  the  neighborhoods  of  greatest  needs,  all 
available  resources  must  be  brought  to  bear  in  a 
comprehensive  manner.   The  purpose  of  LIFT  is  to 
provide  that  incentive.   In  this  manner,  LIFT  is  not  a 
UDAG-type  because  it  does  not  reward  communities  for 
stand-alone  projects.   LIFT  is  an  incentive  for 
projects  that  are  a  catalyst  to  the  revitalization  of 
neighborhoods . 
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c.    Question;  Why  would  the  federal  government  believe  that 
it  could  be  more  effective  than  local  governments 
regarding  private  sector  investment  in  neighborhoods? 

Answer ;   LIFT  is  not  seen  as  competing  with  local 
efforts  but  as  a  complement  to  them.   LIFT  would 
recognize  that  neighborhood  revitalization  can  only 
occur  if  a  community  has  a  comprehensive  strategy  that 
realistically  coordinates  all  available  resources. 
LIFT  would  be  an  incentive  for  communities  to  develop 
and  carry  out  such  strategies.   In  that  regard,  current 
local  progrcims  and  funds  remain  an  integral  part  of  the 
LIFT  strategy. 

Project-Based  Community  Development  Grants. 

a.  Question;   In  your  estimate,  what  will  be  the  end- 
result  after  a  15  year  project-based  expenditure 
specifically  on  these  designated  communities  that 
receive  such  a  large  cash  infusion? 

Answer:   The  project-based  zone  economic  revitalization 
grants  will  provide  for  the  long-term  development  of  an 
economic  base  for  the  zone  or  community.   By  committing 
funds  for  housing  and  business,  both  key  components  of 
building  a  zone's/community's  economic  base,  strategic 
plans  for  zones  and  communities  can  establish  a  vision 
that  is  longer  than  the  first  year.   The  end  result  is 
a  reliable  stream  of  funds  that  necessary  long-term  can 
rely  upon  for  revitalization. 

b.  Question;   Do  we  have  any  guarantees  that  this  program 
will  not  be  reminiscent  of  the  Model  Cities'  program  of 
the  early  1970's? 

Answer;   There  are  several  fundamental  differences 
between  the  Model  Cities'  program  of  the  early  1970 's. 
First,  the  Demonstration  Cities  Act  of  1968  only 
provided  annual  increments  of  funds  for  the  period 
between  1968  and  1972.   Model  Cities  did  not  look 
beyond  its  own  program  for  solutions;  the  designation 
of  Empowerment  Zones  and  Enterprise  Communities  is 
contingent  upon  the  submission  of  a  strategic  plan  for 
the  comprehensive  revitalization  of  the  Zone  or 
Community  over  a  10  year  period  of  designation.   The 
project-base  grants  will  be  just  one  component  of  that 
strategy.   Also,  unlike  the  Model  Cities  program,  the 
EZ/EC  process  is  bringing  together  all  available 
resources:  local,  state,  federal,  private  and  non- 
profit and  calls  for  the  participation  of  all  of  the 
stakeholders  to  the  process  (again  unlike  Model  Cities 
that  tended  to  pit  neighborhoods  via  CDA's  against  the 
city  government.) 
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COLONIAS  ASSISTANCE  PROGRAM 


Response  for  the  Record  to  Questions  from  the  House  Housing 
Subcommittee  Hearing,  February  24,  1994,  regarding  the  Colonias 
Assistance  Progrcun 

a.  What  will  the  $100  million  accomplish? 

The  Department  recognizes  that  improving  conditions  in 
colonias  will  lead  to  the  overall  better  health  and  stability  of 
the  entire  border  region.   While  the  $100  million  is  far  from 
sufficient  to  solve  the  problems  in  all  the  colonias,  it  will  be 
seen  as  a  major  commitment  on  the  part  of  the  Administration  in 
support  of  community  development  and  revitalization  efforts  along 
the  border.   This  commitment  will  provide  the  framework  for 
future  substantial  efforts  and  progress  by  other  governmental  and 
non-governmental  entities. 

The  Colonias  Assistance  Program,  funded  at  $100  million,  is 
intended  to  address  the  severe  infrastructure  and  housing  needs 
of  colonia  residents  in  the  Southwest  Border  Region.   Funds  would 
be  used  for  the  comprehensive,  coordinated  development  of  viable 
communities  and  economic  opportunities  for  low-income  residents. 

Consistent  with  Title  I  of  the  Housing  and  Community 
Development  Act  of  1974,  as  amended,  the  primary  objective  of  the 
Colonias  Assistance  Program  is  to  provide  decent  housing  and 
suitable  living  environment  and  expand  economic  opportunities  for 
poor  people  living  along  the  U.S. -Mexico  border  area.   The 
progrcim  would  provide  significant  financial  support  to  assist 
state  and  local  governments  in  transforming  poor  residential 
"pockets"  into  viable  communities. 

Several  border  states  are  already  taking  steps  to  coordinate 
and  maximize  the  use  of  existing  resources  through  working  groups 
of  state,  federal  and  local  government  officials.   The  Colonias 
Assistance  Program  would  build  on,  and  support,  existing 
coordination  efforts  while  striving  to  address  the  most  pressing 
needs  of  residents.   It  would  also  encourage  and  support  regional 
consortiums  desiring  to  provide  a  comprehensive  approach  to 
address  the  immediate  and  long-term  needs  of  colonia  residents  on 
a  state-wide  or  region-wide  basis. 

b.  Are  we  actually  building  communities  out  of  illegitimate 
border/squatter  settlements?   Should  these  communities  be 
rebuild  from  ground-up?   Should  we  encourage  these 
settlements  to  shift  to  existing  municipalities  where  we  can 
boost  affordable  housing  through  our  current  programs? 
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Colonias  came  into  existence  as  a  result  of  unscrupulous 
developers  and  landowners  subdividing  land  and  selling  unimproved 
lots  under  high-interest  bearing  contracts  for  deed.   Buyers 
generally  constructed  whatever  limited  dwellings  or  shelters  they 
could  afford.   As  a  result,  most  colonias  have  inadequate  roads 
and  drainage,  inadequate  or  non-existent  water  and/or  sewer 
facilities,  and  grossly  sub-standard  housing. 

The  Department  would  expect  states  to  give  colonia  residents 
the  option  to  improve  their  living  environment  where  possible  or 
to  re-establish  themselves  in  nearby  communities.   It  will  be 
critical  to  provide  choices  since  many  colonias  residents  already 
have  a  vested  and  financial  interest  in  the  lot  of  land  they  live 
on.   These  lots  were  purchased  under  some  type  of  contract  for 
sale,  and  many  people  have  built  their  own  homes,  inadequate  as 
they  may  be.   More  importantly,  residents  of  these  communities 
share  common  cultural,  ethnic  and  language  characteristics  that 
provide  them  the  security  and  support  base  necessary  to  communal 
living. 

The  responsibility  of  establishing  land  ordinances  and 
enforcement  of  subdivision  requirements  lies  with  the  states  and 
their  units  of  general  local  government.   The  Federal  Government 
would  support  state  and  local  government  efforts  to  create  model 
subdivision  requirements  that  will  control  and  eventually 
eliminate  illegal  subdivisions.   States  must  pursue  legislative 
measures  that  will  permit  them  to  prosecute  violators.   Where 
such  laws  already  exist,  states  will  be  encouraged  to  act 
aggressively  and  expediently. 

The  situation  of  undeeded  land  must  be  addressed.   In 
Texas,  for  example,  the  extensive  use  of  sales  contracts,  which 
allow  the  developer  to  retain  title  until  the  debt  is  fully  paid, 
predominates.   Financial  institutions  refuse  to  make  mortgages 
available  unless  the  occupants  hold  clear  title  to  the  land. 
Since  colonia  residents  are  overwhelmingly  very  low-income 
Mexican-Americans,  they  have  limited  ability  to  pay  off  these 
contracts  or  make  home  improvements  without  assistance.   The 
proposed  program  would  provide  that  financial  support. 

From  a  economic  perspective,  it  is  more  practical  and  cost 
effective  to  rehabilitate  those  homes  which  can  be  repaired  at  a 
reasonable  cost.   Where  a  property ( ies)  is  determined  to  be 
totally  unsuitable  for  human  habitation  or  the  cost  of 
rehabilitation  far  exceeds  reasonableness,  relocation  would  be 
encouraged. 

Although  the  vast  majority  of  colonia  communities  are 
located  in  unincorporated  areas  of  the  four  States,  many  can  be 
found  in  close  proximity  to  existing  municipalities.   Since  the 
residents  are  extremely  poor  with  little  or  no  education  and/or 
employment  skills,  providing  little  or  no  tax  base  incentives  to 
existing  municipalities,  many  cities  will  not  annex  them.   The 
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maintenance  and  operation  costs  of  infrastructure,  housing 
rehabilitation  and  other  related  support  services  programs  to 
these  communities  would  be  a  tremendous  financial  strain  to 
cities  that  can  barely  provide  adequate  services,  as  is,  to  their 
own  residents. 

The  concentration  of  very  low-income  persons  into  existing 
cities  and  municipalities  would  only  exacerbate  the  critical 
issues  of  affordable  (and  available)  housing  and  other  related 
support  services  (education,  child  care,  health  and  welfare 
services,  employment  opportunities,  etc.)  faced  by  many  of  the 
border  cities. 


c.    What  is  HUD'S  long-range  plans  for  the  Colonias?   Are  we 
looking  at  the  beginning  of  a  major  program  for  long-term 
development? 

The  primary  objective  of  the  Colonias  Assistance  Program  is 
to  provide  temporary  assistance  to  states,  local  governments  and 
nonprofit  organizations  for  the  purpose  of  meeting  immediate 
basic  housing,  water  and  sewer  needs  of  poor  colonia  residents. 

The  Department  would  expect  states  and  local  governments  to 
continue  coordination  efforts  once  the  Federal  assistance  is  no 
longer  available.   The  Colonias  Assistance  Program  would  provide 
the  framework  for  these  entities  to  continue  to  coordinate  and 
maximize  the  use  of  existing  resources  through  working  groups  of 
state,  federal,  local  government  officials  and  other  interested 
parties  in  meeting  the  long-term  needs  of  colonia  residents. 

Expansion  of  economic  opportunities  (opportunities  that  no 
doubt  will  continue  to  grow)  as  a  result  of  the  North  American 
Free  Trade  Agreement,  without  the  presence  of  adequate  housing 
and  infrastructure,  would  only  serve  to  exacerbate  the  current 
housing  and  public  facilities  shortages  along  the  border.   More 
importantly,  it  would  contribute  to  create  a  socioeconomic 
imbalance  that  can  threaten  the  long-term  community  and  economic 
stability  of  the  border  region. 

Through  the  Colonias  Assistance  Program,  the  Department  not 
only  proposes  to  address  the  immediate  problems  of  unincorporated 
areas  on  the  U.S.  side,  but  also  recognizes  the  necessity  to 
involve  its  Mexican  counterpart  in  a  cohesive,  integral  process 
aimed  at  improving  living  conditions  of  poor  people  on  both  sides 
of  the  border. 

Active  and  constructive  dialogue  must  occur  on  both  sides  to 
ensure  that  communities  are  developed  and/or  improved 
simultaneously.   Economic  support  and  monetary  infusion  of 
Federal/State/Local  funds  north  of  the  border  will  only  prove 
beneficial  if  reciprocated  in  the  same  manner  and  to  the  same 
extent  by  the  Mexican  Government. 
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Question:  The  H0^4E  Investment  Partnership  Program  was  reduced  by 
$275  million. 

a.  How  did  the  Administration  arrive  at  a  $275 
reduction?   In  other  words,  what  were  the  key  factors 
that  prompted  your  budget  analysis  to  justify  that 
significant  reduction? 

b.  Will  the  effectiveness  of  the  program  be 
compromised  with  this  reduction?   If  not,  how  do  you 
make  that  assessment? 

Answer:    a.    As  of  the  end  of  FY  1993,  only  30%  of  the  FY  1992 
appropriation  of  $1.5  billion  had  been  committed,  and 
14%  had  been  disbursed.   Only  1%  of  the  FY  1993 
appropriation  of  $1  billion  had  been  committed,  and  .3% 
disbursed.   With  the  FY  '94  appropriation  of  $1,275 
billion  being  made  available  in  addition  to  the  funds 
previously  appropriated,  the  Department  determined  that 
the  rate  of  funds  usage  for  the  HOME  program  was  such 
that  a  reduction  in  FY  1995  funding  was  warranted. 

b.    The  Department  does  not  believe  that  the 
effectiveness  of  the  program  will  be  compromised. 
While  many  jurisdictions  are  now  effectively  using 
their  funds,  there  are  others  which  still  have  not  made 
adequate  progress  in  implementing  their  programs.   The 
Department  is  working  with  the  slower-performing 
jurisdictions  in  an  effort  to  increase  their 
commitments  and  expenditures  under  the  program. 
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before  the 

Subcommittee  on  Housing  and  Community  Development 
US  House  of  Representatives 

February  24,  1 994 


NAHRO  is  a  61  year  old  professional  membership  association  of  housing  and 
community  development  officials  throughout  the  United  States  who  administer  HUD 
low  and  moderate  income  programs  at  the  local  level.  Its  membership,  numbering 
9,000,  has  long  participated  in  the  creation  and  fine-tuning  of  national  housing  and 
community  development  policies  and  programs. 
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Thank  you,  Mr  Chairman,  for  the  opportunity  to  be  here  today.  My  name  is 
Richard  C.  Gentry  and  I  am  the  Executive  Director  of  the  Richmond  Redevelopment 
and  Housing  Authority  in  Richmond,  Virginia.  I  am  also  the  Senior  Vice  President  of 
the  National  Association  of  Housing  and  Redevelopment  Officials,  on  whose  behalf 
I  am  testifying. 

NAHRO,  at  the  request  of  your  subcommittee  staff,  expedited  its  policy 
development  process  to  advise  you  early  on  of  our  members'  proposals  for  HUD 
program  modifications  and  streamlinings.  On  December  8  of  last  year,  we  shared  our 
preliminary  NAHRO  Legislative  Agenda  with  you  and  your  Subcommittee  colleagues. 
It  suggests  program  modifications  in  1 2  subject  areas.  An  Executive  Summary  of  that 
Agenda  is  attached  to  my  statement  for  your  ready  reference. 

We  also  shared  our  preliminary  Legislative  Agenda  with  HUD  Secretary  Cisneros 
and  his  Assistant  Secretaries  in  the  hope  that  our  proposals  would  be  incorporated  in 
those  made  by  the  Department  to  the  Congress. 

Our  Agenda  proposes  program  modifications  in  the  following  areas: 

1 .  Rent  Reform  for  both  public  housing  and  Section  8  renters 

2.  Regulatory  Relief  for  Local  Housing  Agencies 

3.  A  Merged  Section  8  Program 

4.  Crime  grants  for  aN  LHAs  with  HUD-approved  plans  and  need 

5.  Public  Housing  Operating  Subsidy  (PFS)  revision 

6.  Public  Housing  Modernization  formula  revision 

7.  Restoration  of  the  Consolidated  Supply  Program 

8.  Extension  of  the  Lead  Paint  Testing  Deadline  in  Public  Housing 

9.  Local  Housing  Authorities  to  sponsor  Housing  for  the  Disabled 

10.  CDBG  "hold  harmless"  allocations  based  on  1990  Census 

11.  HOME  program  modifications 

12.  LHA  right-of-first  refusal  in  HUD  Property  Disposition 

Your  bill,  Mr.  Chairman,  contains  a  number  of  NAHRO  proposals  in  modified 
form.  It  is  based,  in  part,  upon  legislative  proposals  made  by  the  Department  last 
year.  We  commend  you  for  taking  the  initiative  to  begin  the  dialogue  early  and 
quickly  on  many  of  these  proposals  so  that  they  might  be  carefully  thought  through, 
debated,  and  refined  by  the  Subcommittee. 

The  target  adjournment  date  of  October  7  this  year  combined  with  several 
major  initiatives  from  the  Clinton  Administration,  make  it  imperative  that  this 
Subcommittee  and  your  Senate  counterparts  act  expeditiously  to  reauthorize  and 
refine  HUD  programs. 
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Rent  Reform  for  Public  Housing  and  Section  8  Renters 

Your  bill  would  enable  the  "working  poor"  to  live  in  public  housing  while  earning 
income  and  accumulating  funds  to  ultimately  move  up  and  out.  We  applaud  this 
proposal,  but  suggest  it  needs  also  to  apply  to  renters  in  the  very  same  income  group 
who  reside  in  private  housing  using  Section  8  rental  assistance.  Rent  reform  is  part 
and  parcel  of  a  broad  welfare  reform  effort  in  a  number  of  federal  programs. 
Excluding  more  than  3  million  Section  8  households  from  rent  reform  is  unfair  and 
illogical  from  a  policy  point  of  view. 

We  commend  you  for  excluding  stipend  and  program-related  income  for  those 
in  job  trainino  and  self  sufficiency  programs. 

We  propose  several  refinements  to  the  rent  reform  section  of  your  bill. 

1.  Increase  the  period  of  earned  income  disallowance  to  two  years  from  the  18 
months  currently  in  the  bill. 

2.  Increase  to  twenty  percent  (20%)  the  portion  of  earned  income  of  currently 
employed  residents  which  should  be  deducted  from  their  "income"  for  rent 
calculation  purposes.   Current  law  deducts  ten  percent  (10%). 

3.  Exclude  all  earned  income  for  three  years  of  young  adults  under  the  ace  of  25 
who  are  not  the  head  of  household  and  who  join  the  workforce. 

4.  In  no  event  should  the  income  exclusion  result  in  a  zero  rent  with  a  "negative" 
rent  payment  to  the  tenant  by  the  Local  Housing  Authority. 

5.  Rent  increases  may  be  phased  in.  at  the  option  of  the  LHA  during  a  period  of 
up  to  five  years  so  that  the  tenant's  rent  payment  does  not  increase  by  more 
than  10  percent  per  year  during  that  time  period. 

6.  A  time  certain  for  HUD  to  issue  rules  to  implement  this  provision  is  essential. 

Regulatory  Relief  for  Local  Housing  Agencies 

Every  Administration,  both  Democratic  and  Republican,  have  endorsed 
regulatory  relief  for  a  variety  of  public  and  private  constituencies.  Nevertheless,  the 
past  decade  and  a  half  has  produced  more  rules  and  paperwork  for  local  housing 
authorities  as  new  federal  mandates  were  promulgated,  new  HUD  programs 
proliferated,  and  a  "Gotcha!"  mentality  pervaded  our  HUD  overseers. 

Congress  contributed  to  this  morass  by  legislating  in  minute  detail  the  specifics 
of  new  and  current  programs  in  an  effort  to  ensure  that  HUD  followed  Congressional 
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intent.  The  result,  however,  has  been  inordinate  and  burdensome  costs  in  personnel, 
time,  and  paperwork  for  both  LHAs  and  HUD. 

NAHRO  suggests  four  areas  for  regulatory  relief  to  be  legislated  by  the 
Subcommittee  for  LHAs: 

1.  A  Proclaimer  Process  by  LHAs  for  compliance  with  HUD  rules. 

LHAs  would  certify,  as  part  of  their  HUD  program  application,  that  they  are 
complying  with  and  will  comply  with  HUD  rules.  They  would  be  subject  only  to 
annual  post-activity  audit  by  an  independent  auditor.  This  should  decrease  the  need 
for  HUD  Field  Staff  to  monitor  so  many  programs,  agencies,  and  to  do  so  frequently. 
This  would  free  up  HUD  to  focus  on  program  monitoring  and  technical  assistance  to 
troubled  and  small  agencies. 

2.  LHAs  should  be  authorized  to  share  50  percent  of  the  savings  thev  achieve 
through  efficient  management.  Currently  all  savings  must  be  deducted  from  operating 
subsidies  and  returned  to  the  US  Treasury.  This  removes  the  incentive  to  LHAs  to 
find  and  achieve  program  savings.  It  is  in  keeping  with  the  "reinventing  government" 
theme. 

3.  For  the  Public  Housing  Modernization  program,  Congress  should  authorize  cash 
funqibilitv  between  fiscal  years  for  Local  Housing  Authorities.  This  would  enable  them 
to  move  ahead  with  major  repair  and  replacements  to  public  housing  sites  that  are 
ready  to  go,  while  deferring  those  which  have  situations  causing  delay.  All 
Modernization  projects  would  have  to  be  in  the  LHA's  approved  five-year  plan. 

For  example,  a  local  agency  may  have  proposed  Modernizing  a  public  housing 
building  in  Year  One  which  still  has  residents  living  in  it.  The  Year  Two  program  might 
have  proposed  a  new  roof  for  another  public  housing  building  which  would  not  require 
relocation  of  the  tenants.  Under  the  NAHRO  proposal,  the  LHA  could  proceed  with 
the  Year  Two  work  using  Year  One  modernization  monies.  Currently  this  is  not 
permitted  and  contributes  to  delays  in  the  Modernization  of  Public  Housing,  the 
backlog  of  which  is  estimated  by  HUD  at  $21  billion. 

4.  For  Public  Housing  and  Development,  Congress  should  authorize  LHAs  to  certify 
their  compliance  with  federal  environmental  and  historic  preservation  laws.  Currently, 
they  must  wait  up  to  six  months  for  HUD  approval  of  their  proposals,  for  which  the 
LHAs  have  previously  prepared  impact  statements. 

The  HUD  FY  1995  Budget  and  Legislative  Proposals 

I  turn  now,  Mr  Chairman  and  Members  of  the  Subcommittee,  to  the  budget 
released  by  the  President  on  February  7. 
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While  NAHRO  is  pleased  that  the  bottom  line  of  proposed  funding  is  $1  billion 
more  than  the  current  fiscal  year,  we  are  shocked  at  the  short-changing  of  public 
housing  programs  contained  in  that  HUD  budget.  With  the  exception  of  Indian  public 
housing  and  Drug  Elimination  Grants,  which  hold  steady  at  this  year's  level,  all  other 
public  housing  accounts  are  reduced. 

First  and  foremost,  we  are  deeply  disturbed  by  the  proposed  cutback  in  Public 
Housing  Operating  Subsidies.  This  formula  funding  makes  up  the  difference  between 
what  it  costs  to  keep  the  heat  and  lights  on,  the  trash  removed,  the  grounds 
maintained,  the  building  secured  and  the  rents  paid  by  low  income  residents  who,  by 
law,  may  not  pay  more  than  30  percent  of  their  income  for  rent.  Without  accounting 
for  inflation,  the  proposed  budget  for  Operating  Subsidies  is  at  least  $344  million 
below  the  need,  and  would  be  less  than  84  percent  of  full  formula  funding  under  the 
Performance  Funding  System  created  by  Congress! 

The  1.4  million  families  and  seniors  currently  living  in  public  housing  will  feel 
the  brunt  of  such  a  reduction.  It  is  unconscionable  that  this  Administration  would 
propose  such  a  reduction. 

Your  bill,  on  the  other  hand,  rightfully  recognizes  the  need  to  fully  fund  PFS  and 
provides  $2.7  billion  for  operating  subsidies.    We  thank  you  for  that. 

Second,  the  Public  Housing  Modernization  program  takes  a  major  hit  in  FY  1 995 
proposed  funding.  It  would  be  cut  14  percent  and  a  new  $85  million  earmark  would 
lop  off  even  more  money  for  a  new  program.  Secretary  Cisneros  himself  acknowl- 
edged in  testimony  before  the  House  Budget  Committee  on  March  9  that  just  to  keep 
pace  with  the  Modernization  backlog  of  $21  billion  reouires  annual  funding  of  $3.2 
billion.    NAHRO  believes  at  least  $4  billion  is  needed  in  FY  1995  in  Mod  funding. 

We  disagree  with  the  Administration's  proposal  to  permit  Modernized  public 
housing  units  to  count  as  "one-for-one"  replacements,  as  required  by  law  authored  by 
this  Subcommittee.  The  effect  of  such  a  proposal  is  to  reduce  the  total  supply  of 
public  housing  through  attrition  without  replacements. 

By  failing  to  propose  a  reasonable  number  of  new  Public  Housing  units  and  15 
year  project-based  Section  8  assistance,  the  HUD  budget  ignores  the  law  which 
requires  that  each  unit  of  public  housing  demolished  or  disposed  be  replaced  in-kind 
with  another  "hard"  unit. 

A  substantial  portion  of  our  nation's  1 .4  million  public  housing  units  are  now 
40  -  50  years  old.  They  have  been  a  way  station  for  millions  of  low  income 
Americans  on  their  way  up  and  out  during  those  years.  Much  of  it  has  been 
successfully  modernized  during  those  years,  as  the  life  cycle  of  any  residential  building 
requires  major  upgrade  about  every  twenty  years.   The  estimated  public  investment 
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in  our  nation's  public  housing  stock  is  $4  billion. 

The  Modernization  program  rehabilitates  housing  and  generates  jobs  in 
thousands  of  local  communities,  employing  building  suppliers,  architectural  and 
engineering  services,  and  the  building  trades.  NAHRO  members  have  led  the  way  in 
ensuring  that  minority  contractors  participate  fully  in  this  major  program  and  that 
public  housing  residents  are  employed  as  apprentices  to  learn  job  skills  which  will 
enable  them  to  gain  economic  independence.  The  STEP-UP  program,  sponsored  by 
HUD,  the  Labor  Department,  and  NAHRO  is  getting  off  the  ground  now  in  several  US 
cities.  For  example,  Chicago's  program  has  been  underway  for  almost  two  years  and 
Baltimore  is  about  to  embark  on  its  STEP-UP  program. 

This  Subcommittee  and  the  Clinton  Administration  in  the  past  have  recognized 
the  job  stimulus  and  investment  value  of  the  Public  Housing  Modernization  program 
and  have  proposed  additional  funding  for  the  program  to  "jump  start"  our  economy. 
So,  it  is  indeed  troubling  to  see  this  program  take  a  hit  in  the  President's  budget. 

HR  3838,  your  reauthorization  bill,  Mr.  Chairman,  continues  Mod  funding  at 
$3.3  billion,  a  level  which  will  permit  the  pace  of  major  repair  and  replacement  of  our 
nation's  aging  public  housing  to  continue  without  falling  behind  and  adding  to  the 
backlog. 

Third,  the  Public  Housing  Development/Acquisition  account  would  be  slashed 
31  percent  to  the  insignificant  level  of  1754  units  for  the  entire  country!  There  are 
one  million  families  and  seniors  on  waiting  lists  nation-wide  for  this  permanently 
affordable  low  rent  housing,  in  Los  Angeles  alone,  the  waiting  list  for  public  housing 
numbers  20,000  families. 

This  account  is  essential  to  enable  LHAs  to  add  to  the  supply  of  low  rent 
housing  by  acquiring  and  building  homes  on  scattered  sites;  to  replace  aging,  poorly 
sited  public  housing  on  a  one-for-one  basis  as  required  under  the  law;  and  to  permit 
LHAs  to  acquire  HUD,  RTC,  and  other  foreclosed  homes  for  low  income  reuse  in 
towns,  cities,  and  counties  across  the  US. 

The  Reagan-Bush  Administration  led  an  assault  on  this  proven  program  for  the 
past  decade  in  their  budget  proposals.  We  had  hoped  for  much  better  treatment  from 
the  Clinton  Administration. 

Here  again,  Mr.  Chairman,  you  are  the  champion  of  the  Public  Housing 
Development  and  Acquisition  program  and  recognize  its  value  as  the  primary  source 
of  permanently  affordable  low  rent  housing.  HR  3838  funds  the  program  in  FY  1995 
at  a  level  that  will,  at  least,  enable  us  to  continue  at  a  minimum  level  of  7,400  units. 

Fourth,  the  Section  8  Rental  Assistance  program  would  be  subverted  in  several 
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ways  by  the  Administration's  proposals.  The  Administrative  Fee  is  essential  to  the 
successful  operation  of  this  program  which  houses  more  than  3.1  million  households 
in  the  private  housing  market.  The  fee  compensates  LHAs  for,  among  other  things, 
the  costs  of: 

1.  determining  applicants  income  eligibility  and  annually  recertifying  Section  8 
residents'  income 

2.  counselling  applicants  about  housing  opportunities  in  the  local  community  and 
ensuring  they  have  full  access  to  the  rental  market 

3.  outreach  to  landlords  to  participate  in  the  program  by  renting  to  Section  8 
holders 

4.  annual  Housing  Quality  Standard  (HQS)  inspections  of  those  Section  8  homes 
and  apartments 

5.  carrying  out  federal  mandates  such  as: 

a)  determining  Federal  Preferences  of  applicants  for  Section  8  housing; 

b)  billing  and  paperwork  for  a  growing  number  of  "portable"  Section  8  tenants 
who  have  relocated  out  of  or  into  the  jurisdiction;  and 

c)  implementation  of  the  Family  Self  Sufficiency  program  which  is  a  prerequisite 
for  all  LHAs  receiving  new  Section  8  rental  assistance. 

The  HUD  budget  would,  inexplicably,  reduce  this  fee!  This  Subcommittee  is 
well  aware  of  the  importance  of  this  fee  to  the  successful  operation  of  the  Section  8 
program  in  each  Member's  own  District.  We  urge  you  to  reject  any  proposal  to  tinker 
with  this  fee  precipitously  and  without  full  justification.  To  date,  none  has  been 
offered  by  HUD  or  the  Office  of  Management  and  Budget. 

Compounding  this  potential  problem,  the  Administration  proposes  to  reduce  the 
percentile  of  local  market  rents  at  which  the  Section  8  Fair  Market  Rents  would  be 
set.  Currently,  FMRs  are  set  at  45  percent  of  local  market  rents.  NAHRO  believes 
this  percentile  should  be  increased,  rather  than  decreased,  in  order  to  ensure  that 
Section  8  tenants  have  access  to  a  broader  share  of  the  rental  market.  If  HUD  and 
0MB  have  their  way.  Fair  Market  Rents  will  be  lowered  and  Section  8  tenants  will  be 
ghettoized  and  concentrated  in  pockets  of  poverty.  This  flies  in  the  face  of  the 
Department's  commendable  efforts  to  expand  affordable  housing  opportunities  for  low 
income  and  minority  residents,  and  to  enforce  our  nation's  fair  housing  and  lending 
laws.   We  urge  this  Subcommittee  to  reject  this  ill-conceived  proposal. 

Further  troubling  to  us  is  the  proliferation  of  set-asides  within  the  Section  8 
account  for  special  needs  groups  and  special  proorams.  Rather  than  rely  on  the  good 
judgement  of  LHAs  to  determine  the  special  needs  in  their  particular  communities, 
HUD  and  the  Congress  have  continued  to  create  new  programs  and  then  set-aside 
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knows  best"  way,  who  should  receive  Section  8  assistance.     And  it  reduces  the 
limited  funds  available  for  fair  sharing  to  localities  nation-wide. 

The  HUD  budget  for  FY  1995  would  set-aside  25,000  units  of  the  proposed 
70,000  new  units  of  Section  8  for  such  special  groups,  leaving  only  45,000  net  new 
units  to  be  fair  shared.  There  are  800,000  eligible  applicants  currently  on  waiting  lists 
nationwide  for  this  rental  assistance  program,  who  are  hoping  that  this  Congress  will 
provide  a  substantial  increase  in  net  new  Section  8  units.  These  continued  set-asides 
thwart  that  effort. 

NAHRO  has  consistently  told  the  Congress  and  the  Administration  that  new 
programs  must  be  funded  with  new  money.  The  proposed  set-asides  for  the  AFL-CIO 
Pension  Fund  (with  1  5  year  contracts);  for  "homeless  housing"  (above  and  beyond  the 
proposed  doubling  of  McKinney  funds);  and  the  Sec.  81 1  Housing  for  the  Disabled 
would  continue  to  erode  what  once  was  a  national  rental  assistance  program  into  a 
series  of  small,  special  purpose  programs,  each  requiring  program  rules,  separate 
funding  rounds,  and  separate  grant  applications.  This  goes  against  the  grain  of 
reinventing  government  and  devolving  more  decision-making  and  responsibility  for 
programs  to  the  local  level. 

NAHRO  will  submit  for  the  record  a  chart  showing  the  current  set-asides  of  the 
Section  8  program. 

It  would  be  far  less  onerous  and  in  keeping  with  the  reinvention  effort  for  the 
Congress  to  state  who  should  be  eligible  for  the  program  and  leave  it  to  local 
discretion  to  tailor  the  program  to  each  community's  specific  needs. 

The  fourth  area  of  the  HUD  FY  1995  proposal  is  new  program  proposals.  If  I 
might  refer  you  to  the  last  page  of  the  Appropriations  Chart  attached  to  this 
testimony,  you  will  see  that,  by  NAHRO's  count,  HUD  is  proposing  twelve  (12)  new 
programs  to  be  authorized  at  a  total  cost  of  $3.1  billion. 

In  another  time,  with  the  federal  deficit  under  control  and  more  generous  HUD 
budget  authority,  many  of  us  would  be  jumping  for  joy  at  these  proposals.  But  the 
cold,  hard  facts  of  life  are  that  these  program  proposals,  if  enacted,  are  certain  to  eat 
into  the  funding  of  current,  proven  programs.  Further  set-asides,  earmarks,  and 
reductions  of  current  programs  are  the  only  way  to  pay  for  new  initiatives,  as  we  all 
know.  And  that,  Mr.  Chairman  and  Members  of  this  Subcommittee,  is  simply 
unacceptable.  It  is  particularly  ironic  that  HUD  proposes  more  than  $3  billion  in  new 
programs  at  the  same  time  it  cuts  Public  Housing  by  $1 .4  billion,  provides  for  no  one- 
for-one  replacements,  lops  $200  million  off  CDBG  through  an  earmark,  cuts  HOME 
by  $275  million,  and  effectively  adds  only  45,000  net  new  Section  8  units  to  the 
nation's  housing  supply. 
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The  US  Advisory  Commission  on  Intergovernmental  Relations  recently  reported 
that  the  federal  aid  system  had  506  micro-grants  in  1992  --  82  more  than  in  1980, 
out  of  a  total  of  553  federal  aid  grants.  Those  506  micro-grants  were  funded  by  only 
1 0  percent  of  total  federal  aid  money.  ACIR  documented  a  trend  in  housing  programs 
toward  more  and  smaller  grants. 

An  ACIR  member  was  quoted  as  saying  "Money  is  tight,  but  peewee  grants  still 
breed  like  rabbits....  While  federal  aid  to  local  governments  has  declined  steeply  since 
1978,  special  interests  and  federal  micromanagers  have  tightened  their  grip  by 
dividing  up  the  pie....  Federal  help  of  this  sort  is  counterproductive." 

With  the  exception  of  the  proposal  to  block  grant  McKinney  funds,  which 
NAHRO  supports,  and  the  use  of  UDAG  recaptures  for  loan  loss  reserves  and  bridge 
loans  under  the  Sec.  108  Loan  Guarantee  program,  these  HUD  proposals  are  new  to 
us  and  many  other  public  interest  groups.  We  will  review  them  with  our  members, 
once  the  detailed  legislative  language  has  been  shared  with  us.  But  at  the  moment, 
we  must  reserve  judgement  on  the  merits  of  these  new  HUD  initiatives. 

The  challenge  to  this  Subcommittee  and  its  Senate  counterpart  is  to  set 
priorities  for  what  it  believes  the  mission  of  HUD  should  be  and  tailor  programs  to  that 
mission.  You  must  ask  hard  and  critical  questions  of  yourselves  and  HUD  to  define 
the  problem(s)  and  to  relate  the  proposed  solution  or  program  to  that  problem  with 
clear  outcomes,  costs,  and  benefits  identified. 

This  Subcommittee  has  produced  two  major  housing  reauthorizations  in  the 
past  four  years  with  many  new  programs.  Many  of  those  programs  are  still  awaiting 
implementation  by  HUD.  Mixed  Populations,  Tenant  Income  Adjustments,  Federal 
Preferences,  the  Alien  Rule,  and  The  National  Housing  Trust  are  among  those 
initiatives  yet  to  be  implemented. 

The  HUD  Inspector  General  has  repeatedly  identified  the  proliferation  of 
programs  coupled  with  a  decline  in  HUD  staffing  as  a  material  weakness  in  the 
performance  of  the  Department  of  Housing  and  Urban  Development.  We  all  need  to 
proceed  cautiously  here  as  we  seek  to  reinvent  HUD  and  ourselves  and  develop 
creative  approaches  to  stretch  HUD  resources  farther  and  achieve  the  most  return  on 
this  crucial  federal  investment. 

Merged  Section  8  Rental  Assistance  Program 

Returning  now  to  HR  3838  and  the  NAHRO  Legislative  Agenda,  NAHRO  has 
long  supported  a  merger  of  the  Section  8  certificate  and  voucher  programs.  We 
believe  this  will  simplify  the  program  for  tenants,  landlords,  HUD,  and  LHAs.  And  it 
will  reduce  the  paperwork  and  administrative  costs  of  administering  two  separate 
programs. 
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Your  reauthorization  bill  of  two  years  ago  contained  a  Merged  Section  8 
Program,  as  does  the  bill  before  us  today.  However,  there  are  some  differences 
between  your  original  and  current  proposal.  We  propose  the  following  modifications 
to  your  bill: 

1)  The  Fair  Market  Rent  for  each  local  housing  market  should  be  increased  to  the 
50th  percentile  of  the  area's  local  rents.  It  is  currently  set  at  45  percent  and  HUD 
proposes  to  reduce  the  share  of  the  rental  market  to  40  percent.  We  disagree 
strongly  with  the  HUD  proposal,  which  will  have  the  effect  of  further  concentrating 
the  poor  in  certain  parts  of  town  and  limiting  their  choice  of  housing.  The 
Department's  proposed  reduction  would  subvert  the  Department's  efforts  to 
spearhead  fair  housing  and  "moving  to  opportunity"  initiatives. 

2)  FMR  setting  could  be  done  by  the  LHA.  rather  than  HUD,  in  many  instances. 
It  should  be  an  option  in  your  bill,  with  the  rents  subject  to  HUD  disapproval.  The 
Local  Housing  Authority  is  on-site  in  the  housing  market,  knows  the  market  rents,  and 
is  best  equipped  to  determine  reasonable  FMRs.  Your  bill  does  not  permit  this.  We 
urge  that  it  do  so  to  relieve  HUD  of  a  burdensome  task  which  consumes  enormous 
amounts  of  staff  time  and  money  --  something  the  Department  can  ill  afford  to  spend 
on  non-critical  missions. 

3)  Furthermore,  the  bill  should  provide  for  submarket  rent-setting.  This  feature 
would  match  rents  more  closely  to  the  specific  neighborhood  and  avoid  over  and 
under-payment  of  Section  8  rental  assistance. 

4)  NAHRO  does  not  believe  that  public  housing  residents  should  have  a  Federal 
Preference  for  Section  8  assistance,  as  your  bill  provides.  Public  housing  residents 
(1 .4  million  households)  are  already  housed  and  receive  HUD  assistance.  Waiting  lists 
for  Section  8  number  more  than  800,000  families  and  individuals.  The  proposed 
authorization  level  in  your  bill  for  additional  Section  8  assistance  would  only  be  able 
to  house  63,500  of  those  currently  on  Section  8  waiting  lists. 

5)  Tenants  seeking  to  rent  housing  in  better  neighborhoods,  with  more  amenities,  and 
close  to  the  tenant  family's  school,  place  of  worship,  shopping,  and  work  should  be 
permitted  to  pav  not  less  than  30  percent  but  not  more  than  50  percent  of  their 
income  for  rent,  based  on  a  "rent  reasonableness"  test  by  the  LHA  for  the  market  in 
which  the  housing  unit  is  located. 

Your  bill  of  two  years  ago  provided  a  'shopping  incentive'  to  tenants  to  seek 
housing  in  better  neighborhoods  by  permitted  them  to  pay  up  to  40  percent  of  their 
income  for  rent,  subject  to  "rent  reasonableness". 

6)  HR  3838  should  set  a  date  certain  for  HUD  rulemaking  to  implement  a  Merged 
Section  8  program. 
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We  commend  you  for  providing  the  flexibility  to  LHAs  to  determine  the  amount 
of  Section  8  assistance  to  project-base  and  for  including  the  NAHRO  proposal  to 
"make  whole"  those  LHAs  which  lose  Section  8  assistance  through  portability. 

Most  importantly,  we  thank  you  for  freezing  the  Section  8  Administrative  Fee 
at  its  current  level  of  8.2  percent  for  FY  1 995  and  1 996.  This  will  provide  sufficient 
time  for  HUD  and  others  to  document  the  true  costs  of  administering  this  increasingly 
complex  program  with  a  growing  number  of  federal  mandates  including  Family  Self 
Sufficiency,  portability,  and  Federal  Preferences. 

The  HUD  proposal  to  change  the  way  this  fee  is  calculated  is  precipitous  and 
unsupported  by  facts.  A  reduction  in  the  Section  8  fee  at  this  time  would  harm 
tenants  by  short-changing  annual  income  recertifications,  Housing  Quality  Standard 
inspections,  counseling  services  by  LHAs,  and  Family  Self  Sufficiency  efforts. 

Community  Partnerships  Against  Crime  (COMPAC) 

NAHRO  concurs  with  the  broadening  of  Public  Housing  Drug  Elimination  Grants 
(PHDEP)  to  a  generic  crime  deterrence  and  reduction  program  in  public  housing 
(COMPAC).  We  are  concerned,  however,  that  this  proposal  of  HUD  limits  the  bulk  of 
the  funding  to  1  57  "large"  LHAs.  HUD,  in  discussions  with  NAHRO,  has  made  it  clear 
that  it  intends  to  funnel  most  of  this  new  program  to  "large"  LHAs  which  manage 
more  than  1250  public  housing  units. 

In  doing  so,  the  Department  will  hamper  and,  in  some  cases,  terminate  on-going 
efforts  to  reduce  crime  under  the  current  grant  program  in  hundreds  of  other  public 
housing  communities,  simply  because  they  fail  to  meet  the  1 250  unit  threshold.  Nine 
states  have  no  "large"  housing  authority;  1 2  other  states  have  only  one;  and  another 
6  have  only  two  "large"  LHAs. 

As  proposed,  COMPAC  will  deny  funds  to  many  suburban  metropolitan  area 
LHAs  with  equally  serious  crime  problems.  In  the  five  year  history  of  this  program, 
1278  of  the  nation's  3400  public  and  Indian  housing  agencies  have  ever  received  a 
grant. 

NAHRO  proposes  that  COMPAC  be  structured  as  follows: 

1 )  All  LHAs  with  HUD-approved  five-year  crime  reduction/deterrence  plans  be  eligible 
for  formula  funding.  The  plans  would  be  subject  to  HUD  disapproval  similar  to  the 
CHAS  requirement  under  the  HOME  program. 

2)  Funding  should  be  based  on  the  number  of  public  housing  units  an  agency 
manages.  The  national  pot  would  be  divided  on  a  dollar-per-unit  basis  among  those 
HUD-approved  LHAs. 
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3)  Grants  would  be  renewable  up  to  four  subsequent  years,  subject  to  annual  HUD 
performance  reviews. 

HOME  Program  Modifications 

On  a  more  positive  note,  the  HOME  changes  proposed  by  HUD  and  incorporated 
in  your  bill  were  proposed  to  the  Department  by  an  alliance  of  public  interest  groups, 
including  NAHRO,  whose  members  administer  the  program.  We  support  these 
proposals  and  suggest  four  further  refinements: 

1)  HOME   jurisdictions  should    use   the   local   Section    8    waiting    list   and   federal 
preferences  for  tenant-based  assistance  for  HOME  applicants. 

2)  Participating  jurisdictions  should  develop  a  monitoring  plan  for  HOME  rental  projects 
to  replace  the  current  annual  on-site  review. 

3)  HUD-required  Housing  Quality  Standards  (HQS)  should  not  apply  to  emergency 
repairs  or  weatherization  involving  $5000  or  less  in  HOME  funds. 

4)  The  local  match  required  under  the  program  should  count  owner  cash  investment 
in  the  project  to  be  assisted  with  HOME  funds. 

CDBG  Allocations  Based  on  the  1990  Census 

As  you  know,  Mr  Chairman,  the  1992  Act  required  HUD  to  report  to  this 
Subcommittee  on  CDBG  allocations  resulting  from  use  of  1990  Census  data.  That 
report  has  not  been  forthcoming  as  yet.  The  concern  is  that  many  communities  are 
likely  to  experience  sudden  sharp  decreases  in  their  CDBG  funding. 

NAHRO  proposes  a  two-year  hold  harmless  for  those  formula  entitlement 
communities,  holding  them  harmless  at  100  percent  in  Year  One  and  50  percent  in 
Year  Two,  once  the  1990  Census  data  is  used  for  CDBG  formula  allocations. 

Public  Housing  Modernization  Formula  revision 

We  urge  this  Subcommittee  to  revise  the  Mod  formula  to  require  HUD  to  factor 
in  the  following  costs: 

1)  lead  paint  testing,  abatement,  disposal,  worker  training,  and  insurance 

2)  accessibility  for  the  disabled  required  by  Sec.  504  of  the  Rehabilitation  Act  and  the 
Americans  with  Disabilities  Act 

3)  hazardous  material  abatement  required  under  Superfund 
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Furthermore,  we  believe  the  Public  Housing  Vacancy  Reduction  program, 
which  is  a  set-aside  within  the  Mod  account,  should  be  abolished.  The  Severely 
Distressed  Public  Housing  program,  which  is  operational  and  in  its  second  year  of 
funding,  effectively  addresses  the  problem  for  which  this  set-aside  was  intended. 

Public  Housing  Operating  Subsidy  Revisions 

The  Performance  Funding  Systems  (PFS)  was  created  by  Congress  in  1975  to 
formula  fund  2900  local  housing  authorities  where  tenant  rental  payments  do  not 
cover  the  costs  of  management,  maintenance,  and  utilities  of  the  public  housing  in 
which  they  live.  The  PFS  has  not  been  revised  since  then,  yet  a  number  of  new 
federal  mandates  and  escalating  costs  have  made  it  necessary  to  revisit  this  formula. 

NAHRO  urges  this  Subcommittee  to  include  in  the  PFS  the  following  items: 

1)  LHA  employee  benefits 

2)  tenant  income  adjustments  mandated  by  NAHA 

3)  rental  revenue  reductions  resulting  from  Rent  Reforms 

4)  Service  Coordinator  costs  for  Family  Self  Sufficiency,  Mixed  Populations,  and 
Elderly  public  housing  programs 

5)  deferred  maintenance 

6)  utility  costs  of  air  conditioning 

Congress  should  direct  HUD  to  engage  in  negotiated  rulemaking  to  revise  the 
Performance  Funding  System. 

Mixed  Populations 

Our  members  were  dismayed  with  the  rules  finally  proposed  by  HUD  for  mixed 
populations  in  public  housing.  We  think  the  Department  has  seriously  misread 
Congressional  intent  and  urge  this  Subcommittee  to  look  at  the  HUD  proposed  rules 
in  the  context  of  your  deliberations  to  craft  Title  VI  (Mixed  Populations)  of  the  1992 
Act.  We  will  share  our  comments  to  the  Rules  Docket  Clerk  on  this  matter  with  the 
Subcommittee  next  week. 

One  legislative  improvement  which  we  believe  will  aid  substantially  in  our 
efforts  to  provide  secure,  reasonable,  and  appropriate  supportive  housing  for  both 
senior  citizens  and  younger  mentally  disabled  persons  is  to  permit  local  housing 
authorities  to  sponsor  Sec  811  Housing  for  the  Disabled.  We  urge  its  inclusion  in  your 
bill,  Mr.  Chairman. 

We  are  delighted  that  HR  3838  would  fund  the  Major  Reconstruction  of 
Obsolete  Projects  (MROP)  at  $200  million  and  the  Sec.  81 1  Housing  for  the  Disabled 
at  $477  million.    Both  programs  were  authorized  by  Title  VI  of  the  '92  Act  to  serve 
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as  housing  resources  to  LHAs  to  enable  them  to  create  new  supportive  housing  for 
the  disabled  and  for  seniors.  These  progranns  can  be  a  pressure  relief  valve  for  those 
senior  buildings  currently  in  turmoil  because  of  conflicting  lifestyles  between  seniors 
and  younger  mentally  disabled  persons. 

They,  combined  with  the  proposed  Merged  Section  8  program,  which  would 
provide  an  estimated  65,266  net  new  units  are  essential  components  of  the  solution 
to  the  growing  problem  of  Mixed  Populations. 

Restore  the  Consolidated  Supply  Program 

In  connection  with  HUD  and  Local  Agencies'  efforts  to  expedite  the  obligation 
of  Modernization  funds  and  return  public  housing  units  to  occupancy,  we  urge 
Congress  to  restore  the  HUD  Consolidated  Supply  Program. 

This  voluntary  bulk  procurement  program  was  created  administratively  by  HUD 
in  1965  and  abruptly  terminated  by  the  Bush  Administration.  It  enables  local  housing 
authorities  to  purchase  standardized  items  used  in  modernizing  public  housing  from 
HUD-certified  suppliers.  Products  include  kitchen  stoves,  cabinets,  bath  fixtures,  and 
appliances.    Purchase  can  include  installation  of  the  items  as  well. 

The  CSP  reduced  costs  and  paperwork  to  LHAs  because  they  did  not  need  to 
have  in-house  procurement  and  contracting  officers.  Nor  did  they  have  to  go  through 
the  time-consuming  and  elaborate  three-bid  procedure  to  decide  on  the  lowest  bidder. 
These  costs  savings  were  particularly  important  to  small  and  medium  sized  LHAs, 
numbering  more  than  3100  nationwide. 

The  demise  of  the  CSP  has  hampered  and  delayed  procurement  under  the 
Modernization  program,  thereby  contributing  to  the  pipeline  of  unspent  funds. 

Lead  Paint  Testing  Deadline  Extension 

Representative  Roukema  first  focused  this  Subcommittee's  attention  on  the 
problem  of  lead-based  paint  in  older  public  housing  in  1987.  The  Act  that  year 
required  all  LHAs  to  test  a  random  sample  of  its  family  public  housing  (more  than 
800,000  units  nation-wide)  to  determine  if  lead  was  present  in  the  paint  in  those 
units.  A  deadline  of  December  of  1994  was  set  for  this  sample  testing  to  be 
completed. 

A  number  of  issues  immediately  arose  in  connection  with  this  mandate.  For 
one,  this  new  federal  mandate  did  not  come  with  new  money.  The  level  of  lead 
considered  toxic  to  children  was  revised  downward  by  the  federal  government  in  the 
ensuring  time  period.  The  sensitivity  of  testing  instruments  and  laboratories  got  better 
during  the  same  period.    Worker  training  programs  began  to  be  developed  in  the 
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proper  procedures  to  test  and  abate  while  protecting  both  current  residents,  as  well 
as  the  workers  themselves. 

The  LHA  has  no  special  funding  to  abate  the  lead  paint,  and  must  rely  on  its 
Modernization  program,  which  was  not  planned  with  this  mandate  in  mind  and  for 
which  federal  formula  funding  does  not  include  the  costs  of  abatement. 

NAHRO  suggests  the  deadline  be  revised  to  direct  LHAs  to  complete  random 
testing  of  family  public  housing  within  one  year  of  receipt  of  Modernization  or 
Comprehensive  Improvement  Assistance  Program  (CIAP)  funds  for  this  purpose. 

Furthermore,  we  urge  this  Subcommittee  to  direct  HUD  to  factor  into  the 
Modernization  formula  (Sec.  509  of  NAHA)  the  costs  of  lead-based  paint  testing  and 
abatement  and  to  include  that  cost  in  its  annual  budget  proposal  to  the  Congress. 

HUD  Property  Disposition:    LHA  Right-of-First-Refusal 

We  are  pleased,  Mr.  Chairman,  that  your  bill,  as  well  as  the  Senate-passed  bill 
provide  for  local  public  agencies  the  right-of-first-refusal  to  acquire  HUD-held  single 
and  multifamily  housing  for  low-income  reuse. 

Local  Housing  Authorities  have  extensive  track  records  in  producing,  leasing, 
purchasing,  managing  and  maintaining  low  rent  housing  for  American  families  and 
seniors.  They  are  in  virtually  every  local  housing  market  and  are  able  to  put  their 
expertise  to  work  to  assist  HUD  in  converting  its  foreclosed  housing  inventory  into  a 
new  affordable  housing  resource. 

NAHRO  is  currently  working  with  the  Resolution  Trust  Corporation  in  training 
and  outreach  to  LHAs  to  expedite  the  resale  of  RTC-held  properties  as  well. 


Thank  you  for  the  opportunity  to  be  here. 
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I^Sj  /^  M    M   M^^    9        National  Aiisociaiiun  of  HuusinK  dnil  Redevelopment  (JlficiaN 

NAHRO  Legislative  Agenda 
Executive  Summary 

1 .  Rent  Reform  -  Public  Housing  and  Section  8 

2.  Regulatory  Relief 

3.  Merged  Section  8  Program 

4.  COMPAC  crime  grants  for  public  housing 

5.  Public  Housing  Operating  Subsidy  (PFS)  revision 

6.  Public  Housing  Modernization  Formula  revision 

7.  Consolidated  Supply  Program 

8.  Lead  Paint  Testing  Deadline 

9.  Mixed  Populations  -  LHAs  sponsor  Sec.  811  Disabled  Housing 

10.  CDBG  allocations  based  on  1990  Census 

11.  HOME  program  modifications 

12.  HUD  Property  Disposition 


RENT  REFORM 

for 

PUBLIC  HOUSING  AND  SECTION  8  RENTERS 

1.  Ceiling  Rents  to  allow  'working  poor'  to  keep  more  of  their  earnings 

2.  Earned  Income  Exclusions  to  reward  work 

3.  Rent  Increases  -  five-yr  phase-m  not  to  exceed  10%  per  yr 

4.  Escrow  accounts  -  voluntary  for  FSS  families 


REGULATORY  RELIEF 

1 .  A  Proclaimer  Process  for  compliance  with  HUD  regulations 

2.  LHA  self-certification  for  NEPA  and  Historic  Preservation 

3.  LHA  sharing  in  program-related  savings  with  HUD 

4.  Expedite  the  Modernization  of  Public  Housing 


\niv.in>in;.  i->-.ji  -i  Kichartlt  .(■viiir*.  v.ni.T  \ni  l-'i-nliiii  Ritlurd  P.  Om«r\kh.  \.n,  I'-i-ukcii  -'  ninii-.i'in  Hn-. 
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SECTION  8  RENTAL  ASSISTANCE 
MERGED  PROGRAM 

1.  Eligible  Families  -  incomes  less  than  80%  of  area  median 

2.  Rent-to-income  Ratio  -  30%  of  monthly  income,  not  to  exceed  50%  with  rent 

reasonableness 

3.  FMR  setting  by  HUD  -  at  50th  percentile  of  local  rents 

4.  Rent  Standard  -  FMR  or  LHA-set  based  on  local  market  survey 

5.  Tolling  and  Tenant  Search  Time  -  may  be  extended  beyond  60  days 

6.  Nondiscrimination  Against  Section  8  Holders  -  Repeal 

7.  Federal  Preferences  by  Public  Housing  Residents  for  Sec.  8  -  disallow 

8.  Project-basing  -  up  to  15%  of  annual  allocation 

9.  Portability  -  HUD  headquarters  reserve  to  make  whole  localities  losing  Section 

8  assistance  above  LHA  absorption  threshold 

10.  Allocation  System  -  $$$,  rather  than  units 

11.  Vacancies/Damage  Payments  -  discretion  of  LHA 

12.  Administrative  Fee:  8.2%    Complete  study  before  changing 

13.  Rulemaking  Deadline  -  Congress  must  set  a  date  certain 


COMPAC  FORMULA  GRANTS 
Community  Partnership  Against  Crime 

1 .  Formula  allocation  to  all  LHAs  with  HUD-approved  five-year 
crime  reduction/deterrence  plans. 

2.  Funding  should  be  based  on  the  number  of  public  housing  units 
an  agency  manages. 

3.  Grants  renewable  for  four  years  contingent  on  successful  performance. 


REVISE  THE  PERFORMANCE  FUNDING  SYSTEM 

Congress  must  factor  into  PFS  the  following  factors: 

1 .  LHA  employee  benefits 

2.  Tenant  income  adjustments  mandated  by  The  National  Affordable 
Housing  Act 

3.  Rental  revenue  reductions  resulting  from  Rent  Reiforms 

4.  Service  Coordinator  costs  for  Family  Self  Sufficiency, 
Mixed  Populations,  and  Elderly  housing  programs 

5.  Deferred  maintenance 

6.  Uutility  costs  of  air  conditioning 
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PUBLIC  HOUSING  MODERNIZATION 
FORMULA  REVISION 

Congress  should  factor  Into  the  Public  Housing  Modernization  formula  the 
following  costs: 

1.  lead  paint  testing,  abatement,  disposal,  worker  training,  and  insurance 

2.  accessibility  for  the  disabled  required  by  Sec.  504  and  ADA 

3.  hazardous  material  abatement  required  under  Superfund 
Drop  the  Public  Housing  Vacancy  Reduction  program  set-aside 

RESTORE  THE  CONSOLIDATED  SUPPLY  PROGRAM 

LEAD  PAINT  TESTING/ABATEMENT  IN  PUBLIC  HOUSING: 
Extend  Deadline  to  one  yr  after  receipt  of  MOD  funds 

MIXED  POPULATIONS: 
Permit  LHAs  to  sponsor  Sec.  811  Housing  for  tfie  Disabled 

COMMUNITY  DEVELOPMENT  BLOCK  GRANT 
1990  Census-based  Allocations 
Full  'Hold  Harmless'  for  Yr  One;  50%  Hold  Harmless  for  Yr  Two 

HOME  Program  Modifications 

1 .  Flat  25  percent  local  match  for  all  HOME  activities. 

2.  HOME  funds  may  be  used  for  other  than  first-time  homebuvers  and  the 
proceeds  from  HOME  resales  may  be  used  for  any  HOME-eligible  activity. 

3.  Income  targeting  should  be  based  on  units  or  families  assisted 

4.  CDBG  administrative  funds  can  be  used  to  administer  the  HOME  program. 

5.  Project  delivery  costs  are  eligible  activities  under  both  HOME  and  CDBG  and 
are  exempt  from  the  20  percent  CDBG  administrative  cap. 

6.  States  may  delegate  environmental  and  historic  preservation  review 

procedures  to  localities. 

7.  The  threshold  for  local  participation  should  be  $500,000. 

8.  HOME  jurisdictions  should  use  the  local  Section  8  waiting  list  and  federal 
preferences  for  rental  assistance  for  HOME  applicants. 

9.  Participating  jurisdictions  should  develop  a  monitoring  plan  for  their  HOME 
rental  projects.  This  plan  would  replace  the  current  reguirement  for  an  annual 
on-site  review  of  each  HOME  rental  project. 

10.  HUD-required    Housing    Quality   Standards    (HQS)    should    not   apply   to 
emergency  repairs  and  weatherization  involving  $5000  or  less  in  HOME  funds 

HUD  PROPERTY  DISPOSITION: 
Permit  Public  Agency  Right  of  First  Refusal 
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February  24,  1994,  hearing  held  by  the 

Subcommittee  on  Housing  and  Community  Development, 

entitled  "H.R.  3838,  Housing  and  Community 

Development  Act  of  1994" 


QUESTIONS  FROM  CHAIRMAN  HENRY  B.  GONZALEZ  TO 
MR.  RICHARD  C.  GENTRY 


1)  What  is  NAHRO's  opinion  of  provisions  contained  in  H.R.  3838, 
originally  contained  in  HUD's  1993  legislative  package,  that  would 
disallow  counting  as  earned  income,  for  eighteen  months,  increases 
in  income  due  to  the  employment  of  previously  unemployed  public 
housing  residents,  an^^  that  would  make  ceiling  rents  for  public 
housing  units  reasonably  related  to  the  rental  value  of  the  units? 

2)  It  is  my  understanding  that  NAHRO's  principal  concern  with 
mro's  proposed  Community  Partnerships  Against  Crime  or  COMPAC 
program,  included  in  H.R.  3838,  is  that  the  formula  allocation 
system  will  result  in  the  bulk  of  grant  funds  being  distributed  to 
large  public  housing  authorities  to  the  disadvantage  of  smaller 
housing  authorities.  Could  you  please  elaborate  on  this  concern, 
and  recommend  how  you  would  change  the  formula  allocation? 

3)  H.R.  3838  provides  for  the  merger  of  the  Section  8  certificate 
and  voucher  rental  assistance  program  into  a  single  rental 
assistance  program.  One  of  the  central  provisions  of  the  merged 
program  is  that  it  maintains  the  current  law  certificate  program 
requirement  that  a  low-income  tenant  cannot  pay  more  than  3  0%  of 
their  adjusted  gross  income  for  rent.  What  is  NAHRO's  opinion  of 
maintaining  this  requirement? 

4)  The  Section  8  merger  provision  contained  in  H.R.  3838  revises 
the  current  law  portability  provisions  by  making  a  twelve  month 
residency  requirement  discretionary  with  a  PHA,  and  providing 
additional  rental  assistance  funds  for  portability  for  PHAs.  What 
is  NAHRO'S  opinion  of  this  provision? 
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Mr.  Gentry's  Response  to  ChalnTan  Gonzalez'  Question  No.  1 
INCOME  DISALLOWANCE  FOR  18  MONTHS 

We  applaud  the  income  disallowance  provision  of  HR  3838  for  a 
one  and  one-half  year  period.  NAHRO  would  go  even  further  and 
would  not  count  such  earned  income  for  previously  unemployed 
residents  for  a  two  year  period  to  enable  tenants  to  save  for  other 
important  family  needs  like  school  clothing,  transportation,  health 
care. 

In  the  case  of  young  adults  who  are  not  the  head  of  household, 
we  would  exclude  income  for  three  years. 

After  the  initial  total  discounting  of  earned  income,  rent 
increases  could  be  phased  in,  at  the  option  of  the  LHA,  during  up 
to  five  years,  so  that  the  tenant's  rent  does  not  go  up  by  more 
than  10  percent  per  year. 

Ceiling  rents  could  be  instituted  by  the  LHA  at  its  discretion 
for  up  to  five  years.  Ceiling  rents  are  maximums  that  ensure  that 
a  public  housing  or  Section  8  resident  does  not  pay  more  to  live  in 
HUD-assisted  housing  than  they  would  on  the  private  market.  The 
calculation  of  ceiling  rents  should  be  up  to  the  LHA,  and  should 
ensure  that  tenants  are  not  penalized  for  increases  in  earned 
income  by  a  rent  increase. 

NAHRO  believes  that  this  will  help  the  "working  poor"  continue 
to  live  in  these  low  income  communities,  lending  a  degree  of  income 
mix  and  stability  to  the  building. 
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Gentry  Response  to  Chairman's  Question  No.  2 

COMMUNITY  PARTNERSHIPS  AGAINST  CRIME 

NAHRO  is  concerned  that  the  HUD  proposed  allocation  of  COMPAQ 
funds,  as  detailed  in  S.  1299,  would  steer  the  bulk  of  funding  to 
LHAs  with  "especially  severe  crime  problems".  The  bill  leaves  it 
to  HUD  to  determine  what  constitutes  "especially  severe  crime 
problems",  with  little  guidance  from  the  Congress. 

In  fact,  HUD  Assistant  Secretary  Joseph  Shuldiner  has  made  it 
clear  to  NAHRO  in  several  conversations  that  he  intends  to  devote 
75  percent  of  COMPAC  funds  to  "large"  housing  agencies  which  manage 
1250  or  more  public  housing  units.  There  are  157  such  agencies 
around  the  country  of  the  3400  public  and  Indian  housing 
authorities. 

As  NAHRO  told  Assistant  Secretary  Shuldiner  in  a  September  28, 
1993  letter  (copy  attached) ,  we  believe  the  1250  unit  threshold  is 
arbitrary  and  not  directly  related  to  the  degree  of  seriousness  of 
crime  in  distinct  public  housing  communities. 

There  are  no  "large"  LHAs  in  9  states;  only  one  "large"  LHA  in 
each  of  10  states;  and  only  two  "large"  LHAs  in  each  of  another  7 
states  (list  attached) . 

NAHRO  proposes  a  more  equitable  approach  to  the  problem  of 
crime  and  drugs  in  public  housing,  which  knows  no  boundaries  and 
terrorizes  hundreds  of  public  housing  communities,  large  and  small. 
We  propose  formula  funding  for  five  years  for  any  LHA  with  a  HUD- 
approved  five-year  crime  reduction  and  deterrence  plan. 

The  formula  would  total  the  number  of  public  housing  units 
managed  by  each  approved  LHA;  divide  those  total  units  into  the 
annual  appropriation  for  COMPAC  to  derive  a  per-unit  dollar  amount; 
and  then  multiply  the  per-unit  amount  times  the  number  of  units 
each  approved  LHA  manages. 

NAHRO  does  not  expect  that  each  and  every  one  of  the  3400 
Public  and  Indian  housing  authorities  will  have  a  crime  problem; 
want  to  participate  in  this  program;  prepare  a  five-year  crime 
deterrence  plan;  and  receive  HUD  approval  of  their  plan.  In  the 
entire  five-year  history  of  the  current  Public  Housing  Drug 
Elimination  Program,  a  total  of  1278  agencies  have  ever  been 
funded . 

Our  proposal  does,  however,  assure  a  "level  playing  field"  for 
agencies  of  all  sizes  where  crime  threatens  their  public  housing 
communities.  It  provides  predictable,  multi-year  funding,  which  is 
what  every  agency  tells  us  they  need  in  order  to  attract  and  retain 
allied  service  providers,  police,  and  the  like. 
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Gentry  Response  to  Chairman's  Question  No.  2 

COMPAC 


It  reduces  paperwork  and  administrative  costs  for  both  HUD  and 
LHAs.  Local  agencies  won't  have  to  compete  annually  for  grants. 
HUD  won't  have  to  review  them  each  year.  This  is  in  keeping  with 
the  "reinvention"  of  HUD  effort  and  the  staff  downsizing  at  the 
Department.  HUD  lacks  the  staff,  time,  and  expertise  to  review 
thousands  of  grant  applications  each  year. 

The  NAHRO  formula  takes  the  annual  worry  and  nail-biting  out 
of  the  process.  Drugs  and  crime  in  public  housing  are  too  serious 
to  be  left  to  the  annual  vagaries  of  a  competitive  grant,  where  one 
year  you  may  get  a  grant,  and  another  year,  you  don't.  And  you 
never  know  for  sure  if  you'll  get  one,  and  how  much  it  will  be. 

Our  computer  runs  assuming  various  appropriation  levels  show 
that  large  LHAs,  on  average,  would  do  better  under  this  formula 
proposal  than  they  have  under  the  current  competitive  grant  process 
where  a  number  of  them  have  not  received  grants  each  and  every 
year. 

Furthermore,  our  proposal  requires  annual  performance  reviews 
of  each  grantee.  This  also  is  in  keeping  with  the  "reinvention  of 
HUD"  concept,  where  the  Department  focuses  on  program  management, 
rather  than  micro-managing  programs,  and  picking  and  choosing 
winners  and  losers. 

And  finally,  a  Performance  Report  at  the  end  of  five  years  is 
required  so  that  the  Congress  can  know  how  the  taxpayers'  money  was 
spent,  where  it  went,  for  what  activities,  and  the  extent  to  which 
it  reduced  and  deterred  crime  and  helped  to  turn  around  crime- 
plagued  low  income  communities  of  public  and  Indian  housing. 
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(Mr.  Gentry) 


National  Association  of  Housing  and  Redevelopment  OBlcials 

/^/^VfckCifCr  "^  Eighteenth  Street,  Northwest.  Washington.  DC   20036-181 1  <202)  429-2960 

OU  YCOl  ^5  Fax  1 202)  -129-96*1 

September  28,  1993 


The  Honorable  Joseph  Shuldiner 
Assistant  Secretary  for 

Public  and  Indian  Housing 
US  Department  of  Housing  and  Urban  Development 
4  51  Seventh  Street  SW  -  Room  4100 
Washington,  DC  20410 

Dear  Assistant  Secretary  Shuldiner: 

Thank  you  for  meeting  with  me  and  my  staff  on  Tuesday, 
September  21  to  discuss  our  concerns  regarding  the  Department's 
legislative  proposal  known  as  Community  Partnership  Against 
Crime  (COMPAC) . 

NAHRO  concurs  with  the  refocussing  of  Drug  Elimination 
Grants  into  a  generic  crime  reduction  effort,  with  the 
expansion  of  eligible  activities  to  include  hardware  costs, 
community  policing,  youth  intervention  and  anti-gang  efforts, 
and  community  outreach  and  partnerships  with  residents, 
neighborhood  groups,  and  service  providers. 

As  you  know,  NAHRO  members  range  from  "large"  housing 
authorities  to  very  small  LHAs  with  fewer  than  100  public  and 
assisted  units.  Our  total  agency  membership  numbers  2010.  Of 
those,  12  6  are  "large"  authorities.  Indeed,  our  proposal  to 
allocate  grant  funds  on  a  per  unit  basis  was  proposed  by  one  of 
our  large  agency  members! 

The  proposed  targeting  of  funds  to  a  special  class  of 
"serious  crime"  LHAs,  however,  is  a  major  concern  for  NAHRO 
members.  As  you  reiterated  in  our  discussion  on  Tuesday,  your 
intention  is  to  allocate  75  percent  of  available  COMPAC  (as 
well  as  Drug  Grant)  monies  in  1994  to  "large"  LHAs  under  the 
rubric  of  the  "serious  crime"  category. 

We  are  troubled  by  your  apparent  commitment  to  use  a  1250 
unit  threshold  as  a  cutoff  for  determining  those  public  housing 
agencies  with  "serious  crime  problems".  Such  a  cutoff  is 
arbitrary  and  is  not  directly  related  to  the  degree  of  the 
seriousness  of  crime  in  distinct  public  housing  communities. 
You  may  recall  that  earlier  proposals  for  this  program 
suggested  the  same  unit  threshold  as  the  Comprehensive 
Modernization  Grant  program  -  2  50  units.  The  arbitrariness  of 


Jack  Quinn.  PHM.  President  Robert  I.  Annstrong,  Soucr  Vice  PresidenL  Corlna  Robensoa.  Vice  President  -  Comnussmneis,  Kurt  Creager. 
Vice  President  -  Communirv  RevuaJization  and  Development.  Mary  James.  PHM  Vice  President  -  Housing.  Tom  .M.  Oliver,  Jr..  Vice 
President  -  Member  Services.  Lana  Balka,  PH.M.  Vice  President  -  Prolessionai  Development.  Richard  Y.  Nelson.  Jr..  E.xecutive  Director 
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The  Honorable  Joseph  Shuldiner 
September  28,  1993 
Page  Two 

the  cutoff  is  obvious  because  the  Department  proposes  a 
different  threshold  -  1000  units  -  for  Indian  housing  without 
any  further  explanation  for  that  number. 

Nor  is  it  fair  to  permit  a  special  class  of  LHAs  to  have 
renewed  funding  for  four  years,  while  all  others  would  get  a 
renewal  commitment  for  only  two  years.  The  nature  of  crime  in 
public  housing  and  the  steps  to  reduce  and  deter  it  require  a 
long-term,  multi-vear  commitment.  That  fact  does  not  change 
whether  an  authority  has  200,000  units  and  a  problem  or  200 
units  and  a  problem.  We  believe  all  housing  authorities  should 
havtt  the  same  commitment  from  the  Department  for  multi-year 
renewals  so  as  to  make  a  real  impact  in  those  crime-plagued 
communities. 

FLAWS  IN  THE  HXTO  CONCEPT  PAPER  ON  "COMPAC" 

The  concept  paper  prepared  by  your  staff  on  COMPAC 
allocation  alternatives  is  misleading  in  implying  that  "85 
percent  of  all  public  housing  crime"  is  in  large  housing 
authorities.  In  fact,  FBI  crime  statistics  do  not  measure 
crime  in  public  housing  developments,  but  measure  it  city-wide. 


Measuring  crime  on  a  per  capita  basis  is  fine  for  certain 
purposes,  but  it  fails  to  identify  the  degree  of  crime  in 
particular  sub-areas,  like  public  housing  communities,  within 
a  given  city.  National  FBI  Crime  statistics,  therefore,  mask 
pockets  of  crime  in  certain  public  housing  communities,  which 
may  be  located  in  cities  with  relatively  low  overall  crime 
rates. 

The  lack  of  specificity  of  national  FBI  crime  data  is  one 
of  the  principal  reasons  NAHRO  members  object  to  its  use  as  the 
sole  determinant  of  the  need  for  drug  and/or  crime  grants. 

The  HUD  concept  paper  is  further  flawed  by  proposing  that 
a  housing  authority's  backlog  of  need  for  Public  Housing 
Modernization  funds  is  an  indicator  of  "serious  crime".  The 
paper  suggests  there  is  a  direct  correlation  which  can  be  made 
between  the  two  without  further  explanation  or  justification. 
A  more  refined  approach  might  look  at  backlog  of  security  needs 
along  with  the  authority's  five-year  Modernization  plan  for 
security  improvements.  Building  type  and  age,  location, 
vacancies,  and  configuration  of  the  overall  development  should 
be  looked  at  as  indicators  of  security  needs  and  weighted 
relative  to  the  size  of  the  agency. 
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THE  NAHRO  ALTERNATIVE  FUNDING  ALLOCATION  PROPOSAL 

While  we  may  have  been  using  "short-hand"  in  our 
discussion  last  Tuesday,  I  want  to  be  clear  that  the  NAHRO 
funding  allocation  proposal  would  not  simply  award  COMPAC  funds 
to  all  LHAs  based  on  the  number  of  public  housing  units  they 
manage. 

Essential  to  a  comprehensive  crime  reduction  program  is  a 
plan.  Our  proposal  would  require  each  LHA  with  a  crime  problem 
to  develop  a  five-year  plan  describing  the  nature  of  the 
problem,  the  developments,  the  impact  on  residents,  and  the 
steps  proposed  to  reduce  and  deter  crime,  identifying  in  the 
process  allied  law  enforcement  and  service  provider  roles. 
This  five-vear  plan  would  first  have  to  be  approved  by  the 
Department. 

If  approved,  the  LHA  would  become  eligible  for  a  formula 
allocation  of  COMPAC  funds  based  on  the  number  of  public 
housing  units  it  manages.  The  per  unit  dollar  amount  would  be 
a  function  of  how  many  LHAs  had  approved  plans,  their  total 
number  of  public  housing  units,  and  the  annual  appropriation 
for  the  program. 

We  suggest  the  Department  do  a  Call  for  Intention  to  Apply 
of  all  Local  and  Indian  Housing  Authorities,  so  that  we  might 
get  a  better  fix  on  the  universe  of  potential  applicants  early 
on. 

Annual  performance  reviews  would  be  required  of  those  LHAs 
with  approved  five  year  plans  and  COMPAC  grants.  The 
Department  would  have  the  responsibility  and  the  authority  to 
monitor  program  compliance  and  ensure  that  funds  were  spent  in 
accordance  with  the  approved  plans. 

Such  an  allocation  would  significantly  reduce  paperwork 
and  administrative  costs  for  both  the  Department  and  LHAs  and 
free  them  to  focus  on  what  they  should  be  doing:  reducing 
crime  in  the  case  of  LHAs,  and  monitoring  for  program 
compliance  and  providing  technical  assistance  in  the  case  of 
HUD.  The  simplicity  of  the  proposal  is  in  keeping  with  the 
"reinvention"  effort  underway  within  HUD  and  the  almost  certain 
staff  reductions  with  which  the  Department  will  be  faced. 

LHAs  would  not  have  to  mount  an  effort  every  year  to 
prepare  a  grant  on  the  outside  chance  that  it  would  be  funded. 
And  HUD  would  not  have  to  spend  its  time  reviewing  reams  of 
grants  every  year  and  deciding  whom  to  fund. 
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Moreover,  our  proposal  promises  broad-based  political 
support  for  the  program.  The  Department's  tilt  toward  the  very 
largest  LHAs,  of  which  there  are  157,  could  lead  to  the 
ultimate  demise  of  the  program.  There  are  no  large  housing 
authorities  in  nine  states  and  only  one  in  each  of  twelve  other 
states.  Another  seven  states  have  just  two  large  authorities 
in  each  of  them. 

Yet  in  most  of  those  states,  there  are  housing  authorities 
with  200  -  1200  public  housing  units  with  significant  drug  and 
crime  problems  that  have  applied  for  and  participated  in  the 
current  Drug  Elimination  program. 

MULTIYEAR,  PREDICTABLE  FUNDING  IS  ESSENTIAL 

As  experience  under  the  current  program  has  shown,  a 
multi-year  commitment  of  funds,  personnel,  hardware,  and 
services  is  necessary  to  get  drugs  out  and  keep  them  out. 
Turning  around  a  development  plagued  with  drugs,  loiterers, 
gangs,  poor  design,  unsecured  entrances  and  exits, 
disinterested  or  scared  residents,  high  vacancies,  few 
alternative  activities  for  youth,  high  unemployment,  poor  lease 
enforcement,  and  little  or  no  substance  abuse  help  is  not  a 
one-shot  deal  that  can  be  accomplished  with  a  one  or  two  year 
grant. 

Our  members  tell  us  a  multi-year  commitment  of  funds  with 
a  predictable  funding  stream  would  enable  them  to:  first, 
secure  the  building,  make  the  hardware  improvements  needed,  and 
begin  redesign  of  lobbies  or  grounds;  then,  engage  the 
residents  and  enlist  their  involvement  in  resident  watches  and 
patrols;  next,  engage  local  law  enforcement  to  begin  or  step  up 
foot  patrols,  surveillance,  and  partnership  with  residents; 
next,  step  up  after-school  and  youth  activities  to  engage  the 
kids;  ensure  that  other  family  members  who  may  need  drug  or 
alcohol  counselling  receive  it.  This,  in  turn,  can  lead  into 
broader  self-sufficiency  efforts  by  residents  to  learn  a  job 
skill  or  return  to  school. 

Senior  buildings  are  not  immune  to  this  plague,  as  you 
know.  The  growing  mixed  population  problem  in  many  senior 
buildings  has  led  to  an  alarming  number  of  robberies,  rapes, 
and  even  murders  of  senior  citizens  in  their  own  homes. 

We  understand  that  not  all  LHAs  will  be  able  to  justify 
the  need  for  COMPAC  funding.  But  it  is  important  to  permit  all 
Local  and  Indian  Housing  Authorities  that  can  justify  the  need 
and  show  the  capacity  to  manage  a  COMPAC  grant,  regardless  of 
size,  to  have  a  level  playing  field  for  the  program. 
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THE  FY  1994  HUD  APPROPRIATIONS  BILL 

We  share  your  concern  that  the  Senate  Appropriations  bill 
language  on  Drug  Grants  has  complicated  matters  unnecessarily. 
And  we  were  surprised  that  the  Department  had  not  been  advised 
in  advance  of  this  language.  It  is  our  understanding  that  the 
Department  will  oppose  the  Senate  funding  directive  in  its 
Executive  Comment  letter  to  the  Appropriations  Conferees. 

FISCAL  YEAR  1995  ALLOCATION 

We  appreciate  your  commitment,  Joe,  to  allocate  any 
additional  FY  1995  drug/crime  funding  to  those  housing 
authorities  that  did  not  apply,  were  not  funded  in  FY  1994,  or 
whose  applications  were  denied  due  to  errors.  We  continue  to 
disagree,  however,  with  your  stated  intention  to  allocate  75 
percent  of  the  program  funds,  whether  drug  grants  or  COMPAC,  to 
large  LHAs. 

NAHRO  will  continue  to  promote  our  crime  grant  allocation 
proposal  with  the  Congress  and  hope  that  you  will  reconsider 
your  position. 


Sincerely, 


r-^^ 


Richard  Y.  Nelson,  Jr. 
Executive  Director 


cc:  The  Honorable  Bill  Gilmartin 
Assistant  Secretary  for 
Legislation  and  Congressional  Relations 
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STATES  WITH  NO  "LARGE"  HOUSING  AUTHORITY 

(more  than  1250  public  housing  units) 


1. 

Maine 

2. 

Vermont 

3. 

Iowa 

4. 

Montana 

5. 

Utah 

6. 

Idaho 

7. 

South  Dakota 

8. 

New  Hampshire 

9. 

Wyoming 

STATES  WITH  ONE  "LARGE"  HOUSING  AUTHORITY 

1.  West  Virginia         11.  Alaska 

2.  Arkansas  12.  Hawaii 

3 .  Oregon 

4.  Michigan 

5.  Wisconsin 

6.  Kansas 

7.  Colorado 

8 .  Nevada 

9 .  North  Dakota 

10.  Delaware 

STATES  WITH  TWO  "LARGE"  HOUSING  AUTHORITIES 

1.  Maryland         3.  Minnesota        5.  Mississippi 

7.  Nebraska 

2.  Kentucky         4.  Missouri         6.  Rhode  Island 
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Mr.  Gentry's  Response  to  Chainnan  Gonzalez'  Question  No.  3 

30  PERCENT  OF  INCOME 
TENANT  RENTAL  PAYMENT 

As  our  prepared  statement  indicates,  NAHRO  believes  Section  8 
tenants  should  have  the  latitutde  to  pay  between  3  0  and  50  percent 
of  their  income  for  rent.  They  could  do  so  only  if  the  LHA  has 
approved  the  higher  rent  by  surveying  the  market  to  assure  the  rent 
is  "reasonable". 

Tenants  seeking  housing  in  better  neighborhoods  with  more 
amenities  and  close  to  the  tenant  family's  school,  place  of 
worship,  shopping,  and  work  should  have  this  flexibility. 

If  the  tenant  elects  to  do  so,  we  believe  this  would  permit 
greater  choice  to  the  tenant  in  housing.  In  tandem  with  such 
increased  choice,  LHAs  can  protect  the  integrity  of  the  program  by 
greater  useage  of  "rent  reasonableness"  determinations  to  keep 
landlords  from  over-charging  for  units  and  protect  Section  8 
tenants  from  rent  gouging. 
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Mr.  Gentry's  Response  to  Chairman  Gonzalez'  Question  No.  4 

PORTABILITY 
MERGED  PROGRAM  -  Gonzalez  Bill 

NAHRO  thanks  you,  Mr  Chairman,  for  including  in  your  bill  a 
HUD  Headquarters  Reserve  to  "make  whole"  those  housing  authorities 
which  lose  Section  8  rental  assistance  when  tenants  choose  to  move 
to  another  locality,  taking  their  Section  8  assistance  with  them. 
This  is  known  as  Section  8  "portability". 

We  are  troubled,  however,  by  the  "limitation"  on  the  current 
law  12  month  residency  requirement  for  Section  8  residents 
contained  in  your  bill.  As  you  may  recall,  Mr  Chairman,  this 
provision  was  hammered  out  after  much  negotiation  two  years  ago. 
The  "limitation"  section  was  dropped  then  because  it  defeated  the 
purpose  of  the  preceding  residency  requirement. 

For  instance,  Richmond  currently  administers  2500  units  of 
Section  8  rental  assistance.  As  proposed  in  your  bill,  220  of 
Richmond  Section  8  residents  could  relocate  out  of  our  community 
without  a  moment's  notice  and  take  their  Section  8  assistance  with 
them.  Richmond  would  have  lost  220  units  of  Section  8  assistance. 
There  are  about  2  000  households  currently  on  our  Section  8  waiting 
list.  Last  year  we  received  about  50  new  units  of  Section  8 
assistance. 

As  you  can  see,  Richmond  comes  out  a  loser  under  this 
proposal . 

The  purpose  of  the  12  month  residency  requirement  was  to  limit 
the  growing  phenomenon  of  "waiting  list  shopping"  by  low  income 
people  from  outside  the  jurisdiction  who  would  get  on  several 
localities'  waiting  lists  in  a  desperate  effort  to  get  rental 
assistance  sooner. 

On  the  matter  of  LHA  discretion  to  impose  a  12  month 
residency  restriction,  we  do  not  see  a  problem  with  such  local 
discretion.  However,  it  is  my  view  that  if  an  LHA  decides  to 
impose  a  local  residency  for  first-time  Section  8  renters,  it 
should  also  be  the  LHA's  discretion  to  determine  whether  any  of 
those  Section  8  renters  should  be  exempt  from  the  12  month 
residency. 

Your  bill  does  not  provide  that  local  discretion.  Rather,  it 
would  require  that  ten  percent  of  first-time  Section  8  holders 
could  move  from  the  jurisdiction  at  a  moment's  notice  and  take 
their  rental  assistance  with  them. 

The  provision  in  your  bill  would  thwart  the  purpose  of  the 
current  law  residency  requirement. 
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HOUSING  AND  COMMUNITY  DEVELOPMENT  SUBCOMMITTEE  HEARING 
FEBRUARY  24,  1994 

QUESTIONS  OF 

CONGRESSMAN  BRUCE  F.  VENTO 
FOR  NAHRO  REPRESENTATIVE 
RICHARD  GENTRY 

1.  What  communities  are  not  being  served  by  current  drug 
elimination  program,  i.e.  not  receiving  funding  under  the 
competitive  program? 

2.  Are  most  of  these  drug  elimination  programs  operated  by  your 
members  providing  prevention  activities  as  well  as  additional 
community  policing?  What  programs  have  you  found  to  be  the  most 
effective? 


327 


Gentry  Response  to  Rep.  Vento  Question  No.  1 

Communities  Not  Served  by 
Public  Housing  Drug  Elimination  Progreun 

Public  Housing  residents  in  2900  communities  are  not  being 
served  by  the  current  drug  grant  funding  round. 

The  most  recent  round  of  competitive  grant  funding  under  the 
Public  Housing  Drug  Elimination  Grant  Program  (PHDEP)  awarded  funds 
to  437  housing  authorities  in  Fiscal  Year  1993.  The  potential 
number  of  applicant  agencies  was  3337.  Of  those,  849  applied  for 
funding  in  FY  1993. 

Gentry  Response  to  Rep.  Vento  Question  No.  2 

Most  Effective  Programs  Using  Drug  Elimination  Grants 

HUD  data  shows  that  the  two  areas  of  greatest  use  of  PHDEP 
funds  are  Drug  Prevention  and  Law  Enforcement.  Attached  are  two 
pages  showing  how  funds  were  spent  in  9  activity  areas  for  FY  1991 
and  1992.  It  has  been  our  members'  experience  that  the  smaller 
agencies  use  their  funds  for  Drug  Prevention  activities  to  keep 
drugs,  gangs,  and  violence  out  of  their  public  housing  communities. 
The  large  agencies  use  their  funds  for  Law  Enforcement  to  root  out 
drug  dealing,  guns,  gangs,  and  violence. 
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1992 

Department  of  Housing  and  Urban  Development 

Public  Housing  Drug  Elimination  Program  (PHDEP) 

Funding  Breakdown 


HELD 

TOTAL  AMOUNT 

PERCENTAGE 

Law  Enforcement 

$37,449,461 

27  Tc 

Security  Personnel 

$16,390,925 

12% 

Investigators 

$2,954,153 

2% 

Tenant  Patrols 

$1,473,520 

1 9c 

Physical  Improvements 

$5,694,955 

4% 

Drug  Prevention 

$47,645,651 

34% 

Drug  Intervention 

$12,412,812 

9% 

Drug  Treatment 

$7,313,369 

5% 

Other  Costs/ Indirect 

59,215,154 

6% 

Totals 

$140,550,000 

100% 
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HousiDg  Assisuoce  Couodi  Inc.   •   I02S  Vermont  Ave,  N.W.   •  Suite  606  •  Washington,  DC.  2000S   •   (202)842-8600 


Statement  of  Holses  Loza 
Housing  Assistance  Council 

before  t:he  Committee  on  Banking,  Finance,  and  Urban  Affairs, 

Subcommittee  on  Housing  and  Community  Development, 

U.  S.  House  of  Representatives 

February  24,  1994 

Good  morning.  My  naime  is  Moises  Loza  aind  I  am  Executive 
Director  of  the  Housing  Assistance  Council  (HAC) ,  a  nonprofit  group 
working  to  create  more  affordsible  housing  in  rural  America.  I 
would  like  to  begin  by  expressing  appreciation  for  the  opportunity 
to  testify  before  your  Subcommittee  today  on  H.  R.  3838--the 
Housing  and  Community  Development  Act  of  1994.  The  Housing 
Assistance  Council  enthusiastically  supports  the  reauthorization  of 
the  major  housing  programs  administered  by  the  Departments  of 
Agriculture  and  Housing  and  Urban  Development. 

Mr.  Chairman,  1994  is  potentially  a  momentous  year  for  housing 
policy  in  our  country.  More  than  three  years  ago.  Congress  passed 
the  Crams ton-Gonzalez  Act,  the  most  sicfnificant  housing  legislation 
in  almost  two  decades.  Now  we  are  engaged  in  something  of  an 
internal  debate  aibout  future  directions.  We  must  grapple  with  a 
number  of  questions:  Will  we  maintain  our  important,  historic 
commitment  to  public  housing?  How  do  we  continue  to  deal  with 
homelessness?  How  has  the  HOME  program  fared?  Given  budgetary 
limits,  can  we  continue  to  rebuild  after  the  housing  cutbacks  of 
the  1980s?  Will  we  rely  increasingly  on  vouchers,  or  should  we 
build  more  affordable  units?  What  further  efforts  are  needed  to 
deal  with  expiring  rental  subsidies  and  mortgage  prepayments?  How 
do  we  target  more  decent  housing  to  some  mostly  overlooked  groups-- 
Native  Americans,  migrant  farmworkers,  and  residents  of  the 
Mississippi  Delta,  Appalachia,  cind  the  Southwest  border  colonias? 
These  are  all  vitally  important  issues.  We  hope  that  the  debate 
this  year  will  try  to  focus  on  some  of  them,  while  at  the  same  time 
renewing  our  national  dedication  to  a  decent  home  for  every 
Americcin  family. 

R0RAI.  BOUSING  PROGRAMS 

My  comments  today  are  directed  mostly  toward  how  the  proposed 
Act  will  affect  federal  housing  programs  for  low- income  households 
in  rural  areas.  First,  let  me  comment  on  Title  V,  the  part  of  the 
bill  that  deals  with  rural  housing  programs  under  the  jurisdiction 
of  the  Farmers  Home  Administration.  At  the  Housing  Assistance 
Council,  we  are  very  pleased  to  see  that  the  1994  bill  would 
reauthorize  all  Farmers  Home  housing  programs  at  appropriate 
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spending  levels.  (The  one  exception  is  Section  521  rental 
assistance,  which  we  feel  needs  a  higher  authorization  level.)  We 
were  particularly  pleased  to  see  that  this  bill  would  permanently 
authorize  the  Section  515  rural  rental  housing  program.  Appended 
to  my  testimony  is  a  section-by-section  analysis  of  Title  V  of  H. 
R.  3838. 

Mr.  Chairman,  we  are  always  grateful  for  the  attention  that 
you  and  your  staff  devote  to  rural  housing  issues.  In  irural  areas, 
substandard  housing  remains  a  major  factor.  Housing  af fordability 
is  a  severe  problem  throughout  the  nation  aind  has  become  worse  in 
the  countryside.  Because  of  that,  I  ask  the  Committee's  indulgence 
to  mention  briefly  a  matter  related  to  the  bill  before  us  but  not 
part  of  it. 

Proposed  change  in  Sec.  502.  The  Administration,  in  its  FY 
1995  budget  submitted  earlier  this  month,  proposes  to  increase  from 
20  to  30  percent  the  proportion  of  income  that  FmHA  Section  502 
homeownership  borrowers  will  have  to  pay  for  their  principal, 
interest,  taxes,  and  insurance  (PITI)  on  their  loans.  (I  am  refer- 
ring to  Section  502  of  the  Housing  Act  of  1949,  not  of  H.  R.  3838.) 
This  will  save  money  for  the  government,  but  at  the  expense  of  low- 
and  very  low-income  families  borrowing  under  the  prograun.  HAC s 
initial  statistical  analysis  indicates  that  the  result  will  be  a 
dramatic  shift  upward  in  the  level  of  family  incomes  needed  to 
participate  in  the  Section  502  program.  With  utilities  cmd  mainte- 
ncince  included,  those  currently  participating  in  the  program  would 
see  their  shelter  costs  increase  from  40  to  50  percent  of  income. 

Ironically  many  people  assume  that  this  proposed  chcuige  would 
only  make  the  502  program  equivalent  to  the  30  percent  of  income 
paid  by  tenants  in  federally  assisted  rental  housing.  But  this  is 
not  the  case.  The  current  20  percent-of-income  requirement  in  Sec- 
tion 502  is  solely  for  PITI.  Utilities  and  maintenace  expenses  are 
covered  in  the  30  percent  rental  formula,  but  not  in  the  20  percent 
homeownership  formula.  When  low- income  Section  502  homeowners  add 
in  utility  and  maintenance  costs,  they  are  already  paying  30  per- 
cent or  more  of  income  for  shelter.  An  increase  in  the  interest 
credit  subsidy  basis  to  3  0  percent,  as  proposed  by  the  Administra- 
tion's budget,  will  leave  many  current  Section  502  borrowers  cost 
burdened.   Many  such  borrowers  may  be  forced  into  default. 

Such  a  proposal  should  be  of  concern  to  the  authorizing  Com- 
mittees. We  call  your  attention  to  this  and  suggest  that,  if 
passed,  such  a  change  in  the  Section  502  program  would  alter  its 
target  population  fundamentally.  (For  a  more  complete  discussion 
of  the  FY  1995  budget  proposals,  I  would  refer  the  Subcommittee  to 
the  new  HAC  publication.  Hard  Times:  An  Analysis  of  the  Proposed  FY 
1995  Federal  Budget  for  Housing.  We  would  be  glad  to  supply 
copies . ) 
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Native  American  housing  demonstration.  We  are  very  pleased  to 
see  included  in  the  bill's  rural  title  the  new  Rural  Housing 
Capacity  Demonstration  Program  for  Native  Americans  and  Alaskan 
Natives.  As  you  know,  Mr.  Chairman,  Farmers  Home  programs  have 
proven  very  difficult  to  apply  on  tribal  land.  This  new  program-- 
Section  510  in  H.  R.  3838--would  help  develop  on-reservation 
capacity  to  utilize  the  FmHA  rural  housing  programs.  Housing  needs 
in  Indian  country  are  some  of  the  most  intense  in  the  nation,  far 
surpassing  the  capacity  of  traditional  HUD  and  Bureau  of  Indian 
Affairs  housing  programs  for  Native  Americans.  Those  agencies  have 
excellent  programs  and  dedicated  staff,  but  HAC  has  long  believed 
the  FmHA  programs  should  be  a  supplementary  housing  resource  on 
reservations.  Despite  overwhelming  need  (e.g.,  a  32.5  percent 
poverty  rate  among  Native  Americans),  only  0.6  percent  of  FmHA 
homeownership  and  home  repair  loans  were  made  to  Native  Americans 
in  each  of  the  last  three  fiscal  years.  Indians  are  a  similarly 
low  percentage  of  Section  515  rental  housing  tenants. 

With  financial  support  from  the  Northwest  Area  Foundation  in 
St.  Paul,  Minnesota,  HAC  has  over  the  past  two  years  begun  a  small 
demonstration  project  very  much  like  that  now  proposed  in  H.  R. 
3838.  Working  with  several  tribes  in  South  Dakota,  Montana,  cind 
North  Dakota,  we  have  funded  and  trained  tribal  staff  to  package 
FmHA  loan  and  grant  applications.  Our  success  with  the  Cheyenne 
River,  Standing  Rock,  and  Northern  Cheyenne  tribes  convinces  us 
that  the  effort  needs  expansion.  In  our  current  project,  we  have 
worked  with  FmHA  state  and  national  staff  to  modify  some  regula- 
tions that  limit  effective  use  of  the  rural  housing  programs  in  the 
cultural  and  economic  life  of  the  reservations. 

We  have  made  some  headway,  and  this  amendment  creating  a  new 
program  will  expand  the  effort.  The  demonstration  will  also 
provide  a  legal  basis  for  Farmers  Home  to  modify  regulations 
further  so  as  to  fit  reservation  situations.  HAC  also  would  like 
to  thank  the  very  hardworking  Subcommittee  staff  for  their 
understanding  cind  support  in  formulating  this  new  proposal.  We 
hope  the  Subcommittee  will  recognize  the  staff's  excellent  work. 
We  also  are  very  grateful  to  the  Northwest  Area  Foundation  for  its 
support  in  HAC's  work  on  the  reservations. 

Deferred  mortgage  program.  HAC  is  strongly  supportive  of 
Section  502(b)  of  H.  R.  3838,  which  would  make  permanent  the 
deferred  mortgage  program  within  the  Farmers  Home  Section  502 
homeownership  program.  Currently  this  program  is  a  demonstration, 
but  it  has  been  very  successful .  By  deferring  mortgage  payments  in 
some  instances,  several  states  have  been  able  to  reach  lower  income 
borrowers.  With  deferral,  some  states  have  been  able  to  use  their 
very  low- income  allocation  within  the  Section  502  program. 

HAC  also  would  like  to  observe  that  the  deferred  mortgage 
program  may  be  largely  useless  if  the  30-percent-of-income  proposal 
discussed  above  passes.    It  would  make  the  program  mostly 
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unaffordable  to  the  very  low-income  borrowers  who  benefit  from 
deferred  mortgages. 

Dnderserved  areas  program.   The  Housing  Assistance  Council 

also  strongly  supports  the  bill's  Section  504.  It  would  extend  the 
Farmers  Home  underserved  areas  program  and  require  that  targeted 
underserved  areas  be  designated  as  such  for  two  years.  Currently 
designations  are  for  one  year  only.  The  bill  further  requires  that 
at  least  five  of  the  100  underserved  covmties  include  tribal  land 
and  that  those  counties  be  designated  as  underserved  for  three 
years.  HAC ' s  observation  of  the  underserved  areas  prograim  shows 
that  development  of  capacity  to  use  FmHA  housing  programs  rec[uires 
more  than  one  year . 

Overall  the  underserved  program  has  been  excellent,  targeting 
FmHA  resources  to  places  of  very  high  need  but  little  use  of 
federal  resources.  The  Subcommittee  at  some  point  might  want  to 
consider  whether  HUD  resources  could  be  similarly  targeted. 


HX7D  PROGRAMS 

Mr.  Chairman,  I  also  have  some  brief  comments  on  the  programs 
of  the  Department  of  Housing  and  Urban  Development.  First,  I  would 
like  to  say  that  those  of  us  involved  in  rural  housing  and 
community  development  are  very  appreciative  of  the  new  spirit  at 
HUD.  Secretary  Cisneros  has  not  forgotten  smaller  communities. 
From  his  confirmation  hearings  to  the  present,  the  Secretary  has 
continually  recognized  the  need  to  make  HUD  work  in  all  parts  of 
America,  urban,  suburban,  and  rural.  But  not  only  has  the  current 
HUD  leadership  recognized  this.  They  also  have  acted  on  it,  with 
efforts  such  as  the  new  Special  Actions  Office,  headed  ably  by 
George  Latimer.  For  the  first  time,  HUD  has  staff  with  specific 
responsibilities  for  rural,  farmworker,  and  colonias  housing.  The 
Administration's  budget  has  a  $100  million  proposal  for  work  in  the 
colonias.  These  are  very  commendable  efforts,  and  we  appreciate 
the  efforts  to  reach  out  to  rural  communities. 

With  regard  to  H.  R.  3838,  I  have  a  few  specific  comments. 
The  Housing  Assistance  Council  supports  the  bill's  reauthorization 
of  programs  administered  by  HUD.  I  will  highlight  a  few  provisions 
in  the  bill  that  apply  to  HUD  programs  especially  targeted  to  rural 
areas.  I  also  want  to  reiterate  that  communities  of  all  sizes 
suffer  from  the  wide  variety  of  housing  problems  that  HUD  programs 
should  address.  We  hope  that  the  Department's  new  commitment  to 
rural  areas  will  soon  be  evidenced  by  increased  access  to  all 
programs . 

HOME  program.  We  are  pleased  to  see  that  the  HOME  program 
would  be  reauthorized  and  improved  with  several  amendments .  HOME 
is  one  of  the  most  important  new  housing  initiatives  of  recent 
years.  It  deserves  both  continuing  support  ctnd  careful  scrutiny. 
We  support  the  changes  called  for  in  Title  II  of  H.  R.  3838.   The 
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bill  would  broaden  participation  by  state  agencies  as  participating 
jurisdictions.  Removing  the  first-time  homebuyer  requirement  would 
open  up  the  program  to  more  low- income  people.  Allowing  use  of 
CDBG  funds  for  HOME  program  expenses  would  help  with  program 
delivery. 

HAC  is  currently  one  of  the  HOME  program's  intermediary 
technical  assistance  providers.  We  have  been  pleased  to  see  HUD 
and  most  states  working  diligently  to  use  HOME  dollars  in  rural 
areas.  However,  some  states  have  been  very  slow  to  designate 
community  housing  development  organizations  (CHDOs)  and  spend  HOME 
funds.  Other  very  rural  states--such  as  Vermont  and  Delaware-- 
have  spent  all  their  small  allotments  cind  need  more.  Two  years  may 
be  long  enough  for  expenditure  of  the  funding.  The  states  that  can 
use  more  HOME  funds  should  be  allowed  to  tap  unused  amounts. 

Colonias  programa.  We  strongly  support  Sections  604  cind  605 
of  H.  R.  3838.  These  sections  (1)  amend  Section  108  of  the  Housing 
and  Community  Development  Act  of  1974  to  include  colonias  activi- 
ties as  eligible  for  loan  guarantee  assistance  and  (2)  reauthorize 
setasides  of  state  CDBG  funding  for  colonias  activities.  As  you 
know,  Mr.  Chairman,  many  families  in  small  rural  communities  of  the 
U.S. -Mexico  border  region  continue  to  live  in  deplorable  "third 
world"  conditions,  without  adequate  housing,  potable  water,  or 
adequate  road  and  sewage  systems. 

Along  with  continued  use  of  the  colonias  setasides,  we  urge 
that  the  Subcommittee  support  the  Administration's  Colonias 
Assistance  Program  as  proposed  in  the  budget  for  1995.  Although 
the  CDBG  setaside  has  provided  for  some  successful  development,  it 
is  not  enough.  Use  of  the  setaside  has  varied  widely  from  state  to 
state,  with  Texas  successfully  allocating  10  percent  of  its  1993 
funds  to  colonias  activities,  while  Arizona  allocated  zero  in  1992 
and  5  percent  in  1993 .  We  understand  that  in  addition  to  state 
reluctance  to  target  funding  toward  the  colonias,  the  set-aside 
program  is  hanpered  by  uninformed  or  reluctant  local  and  county 
governments  who  must  apply  for  and  administer  colonias  projects. 
We  think  that,  with  Secretary  Cisneros's  leadership  and  with  time, 
these  types  of  problems  will  lessen  as  the  program  becomes  more 
established.  However,  the  problems  of  the  colonias  are  certainly 
severe  enough  to  warrant  additional  direct  assistance,  as  the 
Administration  is  proposing. 

Homelesaness  programs.  The  Housing  Assistance  Council  also 
supports  Title  VIII  of  H.  R.  3838,  reauthorizing  programs  under  the 
Stewart  B.  McKinney  Homeless  Assistance  Act.  We  especially  support 
continued  authorization  of  the  Rural  Homelessness  Grant  Program. 
Although  the  Administration's  proposal  to  consolidate  the  McKinney 
programs  appears  to  be  an  in5>rovement  for  nonmetro  communities, 
with  a  25  percent  allocation  to  states  for  use  in  nonentitlement 
communities,  we  are  uncertain  that  such  a  program  will  reach  the 
smaller,  most  underserved  communities.   Past  experience  shows  that 
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the  small  percentage  of  homeless  assistance  funding  that  does  reach 
nonmetro  areas  goes  disproportionately  to  larger  communities  of  up 
to  50,000.  For  example,  during  1987  through  1991,  only  two  percent 
of  all  Supportive  Housing  for  the  Homeless  program  funds  went  to 
nonmetro  communities  with  populations  of  less  than  20,000. 

While  we  support  increased  funding  of  homeless  assistance 
programs  for  all  nonentitlement  communities,  the  Housing  Assistance 
Council  especially  hopes  to  see  the  Rural  Homelessness  Grant 
Program's  provisions  for  smaller  communities  enhanced  through 
increased  authorizations.  Rural  homelessness  may  be  more  hidden, 
but  it  is  no  less  of  a  shameful  situation  for  this  country  than  its 
more  visible  urban  counterpart.  Some  rural  families  are  forced  to 
double  and  triple  up  in  severely  substcindard  housing.  Some  even 
sleep  in  cars,  parks,  or  caves  because  shelter  is  unavailaible . 

Indian  housing.  We  are  opposed  to  Section  122  of  H.  R.  3  838, 
which  would  automatically  apply  public  housing  provisions  to  Indian 
housing  programs.  The  position  of  the  National  American  Indiaui 
Housing  Council  is  to  seek  to  maintain  a  distinction  between  public 
and  Indian  housing.  The  latter  usually  has  needs  that  are  very 
different  from  public  housing.  An  automatic  inclusion  in  public 
housing  programs  will  cause  confusion  and  delays  in  the  operation 
of  Indian  housing. 

Homeownership  trust .  HAG  also  enthusiastically  supports  the 
National  Homeownership  Trust.  As  HAC  testified  before  this  panel 
last  year,  the  Trust  will  help  many  median-  or  middle-income 
families  afford  a  home.  Homeownership  in  our  society  works, 
economically  and  socially,  for  most  people  who  have  the  opportunity 
to  attain  it.  It  is  very  important  that  we  try  to  increase 
opportunities  for  homeownership.  Rates  of  homeownership  have  been 
declining,  especially  among  younger  Americans.  Between  1980  and 
1990,  among  households  with  heads  aged  25  to  34,  the  percentage 
owning  their  own  homes  fell  from  51  to  45  percent. 

Manufactured  housing.  Finally,  I  would  like  to  briefly  note 
Section  143  (k)  of  the  proposed  legislation,  which  authorizes  the 
use  of  Section  8  rental  assistance  for  low-income  families  living 
in  manufactured  housing.  Sixty-four  percent  of  the  nation's  mobile 
homes  are  located  in  rural  communities.  Manufactured  housing  is  am 
affordable  housing  option.  But  we  are  concerned  about  the 
increased  safety  risks  and  decreased  long-term  value  of 
mcinufactured--and  especially  mobile--homes . 

CONCLDSIONS 

The  Housing  Assistance  Council  believes  that  the  proposed  Act 
will  help  meet  much  of  the  need  for  affordable  housing  in  our 
country,  rural  and  urban.  In  summation,  Mr.  Chairman,  let  me 
reiterate  that  we  support  and  are  very  grateful  for  your  and  the 
Subcommittee's  efforts  in  this  bill  and  elsewhere  on  behalf  of  low- 
income  housing  and  community  development. 
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Appendix  to 

Statement  of  Moises  Loza,  HAC 

Section-by-Section  Analysis 

of  Title  V,  H.R.  3838 

The  following  comments  and  recommendations  are  by  section  number  of  Title 
V  in  H.R.  3838; 

Section  501  provides  reasonable  authorization  levels,  particularly  in  light  of  the 
spending  caps  and  budget  reduction  efforts.  HAC  does  suggest  that  the  proposed 
amounts  for  rental  assistance  (RA)  are  too  low  when  considering  (1)  the  proposed 
authorization  levels  for  the  Section  514/516  and  515  programs;  (2)  the  27,600  RA 
units  that  wiU  need  renewal  during  FY  1995;  and  (3)  a  dire  need  to  provide  servicing 
RA  (projects  with  vacancies  emd  rent  burdened  tenants).  Conversely,  HAC  believes 
the  proposed  authorization  for  Section  542  vouchers  is  high.  The  per  unit  contract 
cost  is  much  higher  than  Section  521  RA;  we  believe  it  more  prudent  to  provide 
portfolio  assistance  through  the  latter  program. 

The  language  making  Section  515  authority  permanent  is  also  welcome  news. 
This  subcommittee  will  still  have  authority  to  limit  funding  levels,  emd  the  change 
will  remove  the  lapsing  problems  encountered  in  the  past.  We  do  call  your  attention 
to  the  Administration's  plan  to  reduce  this  program  by  59.3  percent  for  FY  1995. 
Section  515  is  the  one  FmHA  program  with  the  capability  of  servicing  the  poorest  of 
the  poor  (87  percent  of  tenants  have  incomes  below  50  percent  of  median).  We  do  not 
deny  it  is  an  expensive  program,  but  do  remind  the  Members  that  this  cost  is  directly 
proportionate  to  the  incomes  of  those  served.  Interest  credit  and  rental  assistance 
both  directly  benefit  tenants  and  do  not  accrue  to  owners. 

Section  502(a)  provides  a  cost  appraisal  for  Sec.  502  lo£tns  to  those  who  live  or 
work  in  remote  rural  areas  or  tnbal  lands.  HAC  strongly  recommends  this 
replacement  for  the  1990  legislated  grant,  which  was  not  restricted  to  the  above 
parties  and  has  almost  no  likelihood  of  ever  receiving  an  appropriation.  The  cost 
approval  language  in  this  section  is  an  improvement  over  similar  legislation  in  the 
1990  House  bill.  The  limited  market  in  such  areas  yields  appretised  values  lower 
than  costs.  Without  this  amendment,  families  who  live  emd  work  in  remote  rural 
jireas  are  usually  excluded  from  the  progrsmi. 

Section  502(b)  makes  the  successful  deferred  mortgage  payment  program 
permanent.  HAC  endorses  the  amendment,  while  reminding  the  Congress  that  its 
usefulness  could  be  impaired  if  FmHA  is  permitted  to  use  the  30  percent  rule  m  the 
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Section  502  program.  The  demonstration  program  has  resulted  in  some  states  now 
being  able  to  use  their  very  low-income  allocation.  It  is  proving  to  be  £in  efifective  tool 
for  targeting  home  ownership. 

Section  502(c)  clarifies  amd  strengthens  the  resunortization  and  refinancing 
provisions  in  the  Section  502  moratorium  authority.  HAC  beUeves  this  provision  will 
enable  additional,  once  troubled,  homeowners  to  adjust  their  way  out  of  difficulty. 
It  should  result  in  less  hquidation,  which,  in  turn,  should  ultimately  save  money  for 
the  government.  Both  owner  and  government  often  incur  loss  in  foreclosure 
procedures. 

Section  503(d)  provides  for  an  increased  grant  level  to  nonprofit  or  public 
purchasers  of  prepaying  rural  rental  housing  projects.  HAC  beheves  that  a  somewhat 
modified  version  of  it  would  be  more  practical.  We  think  that  loan  funds  should  be 
used  for  this  purpose  when  actual  transfer  costs  exceed  the  grant  Umits  imposed  by 
appropriation  acts. 

Section  503(c)  will  phase  in  rent  increases  over  a  three  year  period  to  moderate 
income  tenants  resulting  fi'om  incentives  to  avoid  prepayment.  This  income  cla3S  is 
not  otherwise  protected  as  are  low  suid  very  low-income  tenants.  We  support  the 
chsmge. 

Section  503(d)  eliminates  default  as  a  loophole  for  avoiding  restriction  on 
prepayment.  The  amendment  is  necessary  because  U.S.D.A.  attorneys  have  ruled 
that,  under  existing  law,  once  default  and  acceleration  occur,  a  borrower  has  the  right 
to  prepay  without  restrictaoo. 

Section  503(e)  improves  the  tests  for  prepayment  by  exception.  We  support  the 
concept. 

Section  504  reauthorizes  the  underserved  areas  setaside  program  for  two  years. 
It  also  provides  two-year  county  designations  aa  underserved  (three  years  for  Indian 
reservation  counties).  This  is  necessary  since  the  first  three  years  of  the  program 
have  proved  that  it  takes  more  time  than  one  year  to  develop  capacity  in  such 
counties,  particularly  for  single  family  housing  development  and  rehad>ilitation. 
Another  important  reason  for  this  amendment,  also  related  to  time,  is  the  fact  that 
the  fiscal  ye£ur  is  usually  half  over  when  FmHA  completes  its  statistical  justification 
emd  publishes  a  new  list  of  counties.  That  leaves  only  three  to  four  months  in  which 
to  package,  approve,  and  process  loans  before  the  money  is  pulled  back  for  general 
distribution. 

Section  505  amends  Section  51CKg)  to  make  eviction  administratively 
appealable,  as  it  was  when  FmHA  first  published  tenant  grievance  and  appeal  rules. 
HAC  strongly  endorses  the  amendment  as  a  necessary  protection  for  tenants.  This 
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process  is  carried  on  outside  of  the  FmHA  staffed  appeal  system  and,  therefore,  not 
a  time  constraint  or  burden  on  the  agency.  We  beHeve  shghtly  modified  language  will 
improve  the  amendment. 

Section  506(a)  extends  the  nonprofit  set-aside  in  Section  515  for  another  two 
years.  HAC  supports  this  and  notes  that  funds  unused  through  the  set-aside  are 
made  available  for  private  sector  borrowers  and  not  lost. 

Section  506(b)  £imends  Section  515  by  adding  a  new  subsection  restricting 
sequential  transfers  to  those  determined  in  the  best  interest  of  tenants  and 
government.   HAC  supports  this. 

Section  506(c)  provides  for  streamlined  refinancing  of  Section  515  loans.  HAC 
recommends  enactment,  but  again  with  slightly  modified  language. 

Section  507(a)  amends  Section  521  to  permit  the  use  of  rental  assistance  (RA) 
in  its  normal  form,  or  as  operating  subsidies  in  Section  514/516  migrant  farm  labor 
projects.  It  io  extremely  difficult  to  obtain  and  document  fi-om  migrant  farmworkers 
the  information  necessary  to  carry  out  a  regular  RA  program.  Another  justification 
for  the  amendment  is  the  fact  that  migrant  feirmworkers  often  work  sporadically. 
Requiring  30  percent  of  income  during  a  short  work  period  may  actually  cause  a 
much  larger  expenditure  of  income  for  shelter.  The  use  of  operating  subsidies  will 
facilitate  more  use  of  Section  514/516  for  migrants. 

We  do  have  a  problem  with  the  definition  change  for  migrEuit  farmworkers. 
This  will  open  up  tenancy  to  migrant  food  processing  plant  workers  for  the  whole 
program,  not  just  for  Section  516(k).  Our  objection  is  not  aimed  at  processing  plant 
worker  needs,  but  rather  at  the  minimal  ($27  million)  funding  for  the  program.  With 
so  many  fEumworkers  and  so  few  dollars,  broadening  eligibility  in  this  manner  seems 
questionable. 

Section  508  requires  an  annual  report  to  Congress  on  where  and  to  whom 
housing  assistance  has  been  provided.  This  will  provide  a  formal  record  as  to  how 
well  the  targeting  requirements  in  Section  532  have  been  met.  It  is  a  good  idea. 
Congress  and  the  public  need  to  know  how  programs  are  being  used  and  legal 
mandates  met. 

Section  509  provides  a  priority  for  use  of  rural  housing  vouchers  by  rent 
burdened  tenants  in  FmHA  financed  rental  housing.  It  £ilso  enables  the  use  of 
vouchers  as  project-based.  HAC  agrees  with  the  concept,  and  has  always  felt  that 
portfolio  needs  should  be  addressed  first. 
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Section  510  adds  a  Native  American  Rural  Housing  Capacity  Demonstration. 
HAC  strongly  endorses  this  effort,  and  has  specifically  addressed  it  in  the  body  of  its 
testimony. 

Section  511  adds  a  new  rural  community  development  section  designed  to 
increase  the  capacity  of  community-baised  organizations  to  develop  aiffordable  housing. 
We  support  this  initiative  as  another  incremental  tool  for  improving  the  deUvery  of 
affordable  housing  in  rural  America.  However,  the  matching  requirement  of  three 
private  to  one  pubUc  dollar  may  make  participation  difficult. 

Section  512  is  a  demonstration  where  FmHA  will  delegate  loan  making, 
processing  smd  servicing  authority  to  approved  nonprofits  in  targeted  under  served 
areas. 

HAC  suggests  that  one  additional  aunendment  be  added  to  streamline 
refinancing  in  the  Section  502  program,  much  aa  it  is  being  proposed  for  Section  515 
within  HR  3838.  It  is  our  understanding  that  FmHA  will  support  this  amendment. 
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HOUSING  AND  COMMUNITY  DEVELOPMENT  SUBCOMMITTEE  HEARING 
FEBRUARY  24,  1994  nn-^^xL^^ 

QUESTION   OF 

CONGRESSMAN  BRUCE  F.  VENTO 

FOR  HAC  REPRESENTATIVE  MOISES  LOZA 

1.   In  your  written  testimony,  you  mentioned  concerns  reqardinq 
rural  homelessness.    What  would  you  recommend  to  improve  the 
services  for  the  homeless  in  rural  areas  this  year' 
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(MR.    LOZA) 


Housing  Assistance  Coondl  Inc.   •   1025  Vermont  Ave.,  N.W.   •  Suite  606  •  Washington,  D.C.  20005   •   (202)842-8600 


Recommendations  for  Improving  Services  for  the  Rural  Homeless 

(Response  to  Question  of  Congressman  Bruce  F.  Vento) 
March  14,  1994 

1.  Increase  funding  for  the  Rural  Homeiessness  Grant  Program  (Tide  IV,  Subtitle  G 
of  the  Stewart  B.  McKinney  Homeless  Assistance  Act). 

Homeless  assistance  providers  in  small  towns  and  rural  communities  are  not  receiving 
their  "fair  share"  of  federal  assistance.   National  competitions  among  urban  and  rural 
communities  favor  urban  providers.   The  Rural  Homeiessness  Grant  Program  was 
authorized  to  address  this  problem  and  should  be  fully  fimded. 

2.  Hold  HUD  accountable  to  the  set-aside  and  priority  within  set-aside  requirements 
of  subtitle  G. 

During  1994  Rural  Homeiessness  Grant  Program  activities  will  be  funded  through  a 
$20,(XX),0(X)  "set-aside"  of  die  Supportive  Housing  Program.   HAC  is  concerned  that 
without  a  separate  appropriation  for  subtide  G,  HUD  will  not  apply  the  50  percent  set- 
aside  for  communities  that  have  populations  of  less  than  10,(X)0  and  the  priority  for 
communities  with  populations  of  less  than  5,(XX). 

3.  Provide  permanent  authorization  and  increased  funding  for  the  Section  515  Rural 
Rental  Housing  Program,  as  proposed  in  H.R.  3838. 

This  program  has  the  ability  to  serve  the  "poorest  of  the  poor,"  those  who  are  most 
likely  to  become  homeless. 

4.  Increase  authorization  and  funding  levels  for  Section  521,  Rural  Rental 
Assistance. 

Rental  assistance  is  necessary  in  order  to  make  projects  truly  affordable  to  at-risk 
families.  HAC  objects  to  the  Administration's  budget  proposal,  which  would  cut 
funding  by  59.3  percent 

5.  Increase  authorization  levels  for  Sections  514/516,  especially  516  (k). 

Migrant  farmworkers  are  disproportionately  represented  among  the  homeless  and  near- 
homeless  in  rural  areas. 


S.E.  Office  S.  W.  Office  Western  Office 

Atlanta,  GA  Albuquerque,  NM  Mill  Valley,  CA 

(404)  892^824  (505)  883-1003  (415)  381-1706 
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HAC  Recommendations  for  Improving  Services  for  the  Rural  Homeless  2 

(Response  to  Question  of  Congressman  Bruce  F.  Vento) 
March  14,  1994 

6.  Increase  the  effectiveness  of  the  Farmers  Home  Administration's  property 
disposition  program  (Transitional  Housing  for  the  Homeless). 

Title  IV.  subtitle  G,  Section  592  of  the  McKinney  Act  (as  amended  by  the  Housing 
and  Community  Development  Act  of  1992)  provides  for  the  lease  or  sale  of  FmHA 
housing  inventory  property  as  transitional  housing  for  the  homeless.   Congress 
intended  for  the  1992  amendment  to  apply  to  both  program  and  non  program 
properties.   However,  the  disposition  program  has  never  been  implemented  for 
program  properties  (excepting  those  that  are  held  for  18  months  or  more).   This  has 
severely  limited  its  effectiveness  since  more  than  95  percent  of  FmHA's  single  family 
inventory  consists  of  program  properties.   Additionally,  nonprogram  properties  are 
often  in  unusable  condition  or  poorly  located. 

HAC  recommends  that  subsection  (h)  of  Section  592,  which  states  "The  authority 
provided  to  the  Secretary  under  this  section  shall  be  effective  only  to  the  extent 
approved  in  advance  by  the  appropriations  Acts,"  be  removed  due  to  its  interference 
with  the  disposition  of  program  property.   Tlie  USDA  Office  of  General  Counsel  has 
ruled  that  without  appropriation  acts  FmHA  does  not  have  authority  to  implement 
Section  592.   In  reality.  Section  592  is  being  implemented,  just  not  for  program 
properties  where  it  is  needed.   Alternatively,  Congress  could  take  appropriation  action. 
However,  subsection  (h)  seems  unnecessary;  FmHA  is  not  confined  by  such  language 
for  any  other  method  of  inventory  disposition. 

HAC  also  recommends  that  the  Transitional  Housing  for  the  Homeless  program  be 
better  marketed,  to  which  the  present  Administration  seems  favorably  inclined.   The 
success  of  the  program  depends  heavily  on  local  FmHA  officials'  willingness  to 
inform  and  work  with  homeless  assistance  providers.   According  to  a  GAO  study,  only 
three  percent  of  surveyed  homeless  assistance  organizations  are  familiar  with  the 
FmHA  property  disposition  program.   Eight-five  percent  of  survey  respondents  who 
were  aware  of  the  program  felt  that  FmHA  outreach  regarding  the  program  was  less 
than  satisfactory. 

7.  As  recommended  in  the  Federal  Plan  to  End  Homelessness  (draft  plan),  establish 
a  Low  Income  Housing  Deduction,  which  would  allow  families  eligible  for  the 
Earned  Income  Tax  Credit  to  also  factor  housing  cost  burden  into  their  credit 
calculation. 

This  recommendation,  which  redresses  a  fundamentally  unfair  distribution  of  tax 
expenditures  to  more  fortunate  Americans  who  can  afford  to  own  a  home,  is 
applicable  to  many  of  the  near-homeless  in  both  urban  and  niral  areas. 
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HAC  Recommendations  for  Improving  Services  for  the  Rural  Homeless  3 

(Response  to  Question  of  Congressman  Bnice  F.  Vento) 
March  14,  1994 

8.  Recognize  rural  homelessness  as  a  national  problem  and  fund  research  aimed  at 

identifying  rural  solutions. 

According  to  the  soon-to-be-released  Federal  Plan  to  End  Homelessness.  mention  of 
homelessness  in  rural  areas  has  been  "all  but  absent  in  academic  and  policy  debates." 
The  plan  itself  says  little  about  rural  homelessness  although  it  does  mention  that 
homelessness  "is  now  spreading  to  rural  and  suburban  areas  previously  believed  to  be 
immune."    In  fact,  homelessness  has  not  "spread"  to  rural  areas.   The  population  most 
likely  to  be  homeless  or  near-homeless,  the  very  poor,  have  always  been 
disproportionately  represented  among  rural  communities.   According  to  Census  data, 
16.3  percent  of,  or  more  than  nine  million,  Americans  living  outside  metropolitan 
areas  had  incomes  below  the  poverty  level  in  1990.   In  comparison,  the  percentage  of 
people  in  poveny  in  metropolitan  areas  and  the  nation  as  a  whole  were  12.7  and  13.5, 
respectively. 

TTie  characteristics  of  homeless  persons  presented  in  a  draft  of  the  federal  plan 
obtained  by  HAC  are  based  on  urban  studies.   HAC  has  reviewed  state  and  local 
studies  on  rural  homelessness  and  concludes  that  there  are  significant  socio- 
demographic  differences  between  rural  and  urban  homeless  populations.   Current 
federal  definitions  of  homelessness  and  programs  for  providing  assistance  are  based  on 
situations  in  which  the  urban  homeless  are  typically  found.   Urban  models  for 
identifying  and,  more  important,  alleviating  homelessness  will  not  always  work  in 
rural  areas. 
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February  22,  1994 


The  Honorable  Henry  Cisneros 

Secretary  of  Housing  and  Urban  Development 

U.S.  Department  of  Housing  and  Urban  Development 

451  Seventh  Street,  SW 

Washington,  DC  20410 


Dear  Secretary  Cisneros: 

We  are  writing  to  express  our  deep  dismay  and  concern  about  the  delay  in 
implementing  the  mixed  population  provisions  of  the  Housing  and  Community 
Development  Act  of  1992  (HCDA),  and  to  reaffirm  and  clarify  Congressional  intent 
with  regard  to  the  provisions. 

As  you  know,  the  Congress  enacted  the  mixed  populations  provisions  in 
response  to  the  conflicts  between  seniors  and  younger  disabled  residents  occurring  in 
public  and  Federally  assisted  housing  facilities.  The  legislation,  signed  into  law  on 
October  28,  1992,  calls  upon  local  public  housing  authorities  (PHAs)  to  determine 
how  best  to  accommodate  the  living  styles  of  these  divergent  groups,  and  for  PHAs 
to  develop  fair  allocation  plans.  At  this  time,  it  is  our  understanding  that  housing 
authorities  in  Milwaukee  and  Minneapolis  have  submitted  allocation  plans,  but  the 
Department  of  Housing  and  Urban  Development  (HUD)  has  failed  to  review  them. 

It  was  Congress'  clear  and  express  intent  that  the  mixed  population  provisions 
be  implemented  within  six  months  of  the  enactment  of  the  HCDA.  To  this  end,  we 
purposefully  drafted  precise  and  comprehensive  statutory  provisions  in  order  to  ensure 
that  regulations  would  not  be  a  prerequisite  to  HUD's  acting  on  allocation  plans.  In 
fact,  the  law  expressly  mandates  that  the  Secretary  act  on  allocation  plans  and 
approve  those  which  are  reasonable.  Given  the  language  of  the  statute  and  the 
legislative  history  surrounding  the  HCDA,  we  fiiUy  expect  HUD  to  review  these 
allocation  plans  immediately  and  act  in  accordance  with  Congressional  intent  and  the 
law. 
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We  thank  you  for  your  immediate  attention  to  this  critical  matter. 


SincereSy, 


Henry  B.  uonzalez        O  JKmu  A.  Leach 

Chairman  Ranfins  Minority 

Committee  on  Banking, 
Finance  and  Urban  A^airs 

feruce  FT  Vento 
Member  of  Congress 


samey  Fr 

Member  o^  Congress 


JL. 


A.  Leach 

ng  Minority  Member 
Committee  on  Banking, 
Finance  and  Urban  A^airs 


Maige  IWukema 
Ranking  Minority  Member 
Subcommittee  on  Housing 
and  Community  Development 

Martin  Olav  Sabo         '^ 

Chairman 

Committee  on  the  Budget 
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THE  NEW  YORK   TIMES.   THURSDAY.  FEBHUARY  17.   )W« 


REPORT  TO  CLINTON 
SEES  VAST  EXTENT 
OF  HOMELESSNESS 


HIGHER  SPENDING  SOUGHT 


Draft  Breaks  With  Recent  Past 

on  Both  Scope  of  Problem 

and  Federal  Reply  to  It 


By  JASON  DePARLE 

Spn»liD  Tfw  Nr*  Vark  Timpi 

WASHINGTON.  Feb  16-Adrallof 
the  Administration's  plan  to  end  home- 
lessness  says  the  problem  is  "far  larg- 

:  er  than  commonly  thought"  and  calls 
for  spending  large,  though  unspecified. 

I  new  sums  on  housing,   mental  health 
and  (ax  credit  programs. 

The  plan  was  ordered  last  spring  by 
President  CImion  and  drafted  by  an 
interagency  group  headed  by  thrre 
Cabinet  Secretaries  It  represents  a 
departure  from  a  12-year  standoff  be- 
tween advocates  for  ihe  homeless  and 
Government  officials  about  the  scope 
and  cause  of  homelessness 

II  the  draft  is  embraced  by  President 
Clinton,  it  would  mark  the  first  lime 

lliB  'In- e|t>in(-ni    Itpc   <  nltcl  l.-.tt'doea 

..,,«      4      l.ltpi     o.  ..Iv      |>l-l.| I.,. I      .1. 

ni.tiKts  .1  Ijigi-  hi-ilcittl  ic^)Niiisi* 
Exieni  of  the  Problein 

In  what  advocates  for  the  homeless 
had  rallrd  an  effort  to  minimi/e  the 
scope  of  the  problem.  Republican  Ad- 
ministrations had  said  that  about 
600.000  Americans  were  homeless  on 
any  given  night,  with  the  majority  suf- 
I  fermg  from  drugs,  drink  or  mental 
illness  The  Admini<;iration*s  report,  by 
contrasr.  endorses  recent  estimates 
that  as  many  as  seven  million  Ameri- 
cans were  homeless  at  some  point  in 
the  laic  1980  s 

And  while  Ihe  report  agrees  thai 
drugs  and  menial  Illness  are  common 
among  the  homeless,  it  also  argues 
ihai  poverty,  racism  and  pasi  budgn 
cuts  are  pushing  many  families  imo 
the  ranks  of  the  dispossessed 

"Homelessness  has  become  a  struc' 
lural  problem  in  America,  chronic, 
continuous.  large  scale,  complex,"  said 
Henry  G  Cisneros.  Secretary  of  Hous 
ing  and  Urban  Development,  who  is 
chairman  of  the  group  drafting  (he 
plan- 

Revlslons  Possible 

The  vice  chairmen  are  Donna  E 
Shalala,  Secretary  of  Health  and  Hu 
man  Services,  and  Jesse  Brown.  Secre 
lary  of  Veterans  Affairs  Mr  Cisnrros 
agreed  to  discuss  the  plan  today  alter 
an  official  from  anoiher  agency  pro- 
vided a  copy  of  the  draft  report  to  The 
New  York  Times. 

The  report  is  under  review  by  the 
Office  nt  Management  and  Brnlcrt  .qnil 
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EXPENDS  CHART.  2/1/93 


RATE  OF  EXPENDITURE  OF  MOD  FUNDS  BY  PHAS 
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HUD  Outlay  Trends 

1986-1999 

HUD  Outlays  Have  Consistently  fncreased  Over  Time 


Billions  of  Dollars 
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Hon.  Cisneros'  Response  to  Colloquy  with  Cong.  Roukema 
regarding  Homeless 

Homeless  Increase  Question  Posed  During  Hearing  By 
Congresswoman  Marge  Roukema 
(February  24,  1994  Hearing) 

Question:  (Referring  to  people  who  lose  their  housing  and  become 
homeless:)  Has  that  percentage  been  growing? 

Answer:    Attached  is  an  excerpt  from  the  Federal  Plan  which 
discusses  the  scale  of  contemporary  homelessness. 
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2.   The  Scale  of  Contemporary  Homelessness 

Accurately  measuring  the  scope  and  magnitude  of  "residential  instability"  (Sosin  et  al., 
1990)— with  homelessness  as  its  most  extreme  manifestation— has  proven  controversial. 
The  debate  has  ranged  from  which  definition  of  homelessness  is  most  appropriate  to  the 
limitations  of  or  biases  in  various  research  methods  used  to  estimate  the  size  of  the 
homeless  population.  Our  understanding  has  evolved  as  data  collection  techniques  have 
advanced  from  single-day  or  one-week  counts  to  computerized  annual  (or  longer  time 
frame)  unduplicated  counts.  Strikingly,  when  researchers  mm  to  charting  the  use  of 
shelters  over  time,  a  picture  of  widespread  vulnerability  to  homelessness  emerges.  The 
changes  discussed  in  this  Plan  have  had  profound  impact  on  the  ability  of  people, 
especially  poor  people,  to  maintain  stable  housing. 


Point-in-time  Estimates 

Early  methodologies  for  taking  the  measure  of  homelessness  depended  upon  one-time 
counts  in  shelters,  soup  kitchens,  other  service  sites,  and  street  settings.  Such  counts  are 
referred  to  as  "point  prevalence"  counts,  since  they  capture  only  those  people  homeless 
at  a  specific  point  in  time.  One  such  widely  cited  figure  for  a  national  point-in-time 
estimate  was  generated  by  an  Urban  Instimte  smdy.  Researchers  found  that  as  many  as 
600,000  people  were  homeless  during  a  seven-day  period  in  March  1987  (Burt  and 
Cohen,  1989). 

These  narrow  frame  pictures  were,  until  recently,  the  most  comprehensive  we  had. 
However,  such  "snapshot"  counts  and  the  descriptions  of  homeless  people  based  upon 
them  can  be  highly  misleading  if  they  are  taken  to  imply  that  the  homeless  population  is 
a  static  one.  In  fact,  as  recent  analyses  have  shown,  large  numbers  of  people  flow 
through  shelters  over  time. 

Estimates  Over  Time 

Studies  completed  only  in  the  last  year  have  used  sophisticated  local  administrative 
recordkeeping  systems  to  yield  new  insights  into  the  dynamics  of  homelessness  by 
measuring  turnover  in  shelters.  These  new  studies  suggest  that  the  number  of  individuals 
and  families  who  experience  at  least  one  episode  of  homelessness  during  longer  intervals 
(typically  one  to  five  years)  may  exceed  the  best  estimates  of  single-shot  street  and  shelter 
counts  by  a  factor  of  ten  or  more. 


The  Federal  Plan  to  Break  the  Cycle  of  Homelessness  19 
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•  A  recent  study  of  shelter  systems  in  New  York  City  and  Philadelphia  documents 
the  large  turnover  of  persons  using  shelters  (Culhane  et  al.,  1993).  For  example, 
in  New  York,  a  single  shelter  bed  accommodates  four  different  persons  each  year. 
The  one-day  and  one-,  three-  and  five-year  counts  of  persons  in  shelters  were 
23,000;  86,000;  162,000;  and  240,000  persons,  respectively. 

•  The  turnover  in  the  Philadelphia  shelters  is  even  more  dramatic,  with  each  bed 
accommodating  six  persons  per  year.  The  one-day,  one-  and  three-year  counts 
were  2,500,  15,000  and  43,000  persons,  respectively  (Culhane  et  al.,  1993). 

•  Analysis  of  annual  counts  in  other  cities  such  as  Columbus,  OH,  and  St.  Paul, 
MN,  and  in  the  State  of  Rhode  Island  reveal  similar  patterns  of  turnover  (Burt, 
1993). 

The  New  York  City  analysis  found  that  the  number  of  homeless  persons  using  public 
shelters  over  periods  of  three  and  five  years  amounted  to  2.2  and  3.3  percent  of  the  city's 
population,  respectively.'  For  Philadelphia  the  percentage  of  persons  using  shelters  over 
three  years  was  three  percent  of  that  city's  population. 

The  results  of  local  studies  of  shelter  turnover  converge  with  those  of  a  recent  national 
study.  A  nationwide  telephone  survey  of  more  than  1,500  (currently  housed)  adult 
Americans  found  that  over  three  percent  of  those  interviewed  had  been  homeless  at  some 
point  between  1985  and  1990  (Link  et  al.,  1993).  In  this  sample,  the  confidence  interval 
of  the  estimate  ranged  from  2.3  percent  to  4.4  percent  of  the  adult  population. 

Thus,  based  on  these  samples,  the  number  of  adults  experiencing  homelessness  was 
between  four  and  eight  million  at  some  point  in  the  latter  half  of  the  1980s.-   When  the 


Further  confirmation  of  the  magnitude  of  recent  homelessness  in  New  York  is  provided  by  the  1991 
Housing  and  Vacancy  Report  for  that  city.    Among  housed  residents  in  New  York  in  early  1991,  176,000— or 
three  percent  of  the  total— had  experienced  at  least  one  bout  of  homelessness  in  the  previous  five  years.    (For 
purposes  of  the  study,  persons  were  considered  to  have  experienced  homelessness  if  they  came  to  that  dwelling 
unit  during  the  last  five  years  "from  a  temporary  residence  such  as  a  friend's  or  relative's  home,  shelter, 
transitional  center,  or  hotel"  [p. 45]).    At  the  time  of  the  study,  14  percent  of  those  who  reponed  prior 
homelessness  were  living  in  doubled-up  situations  (Stegman,  1993). 

2 
As  the  Link  study  was  performed  by  a  telephone  survey,  it  did  not  reach  or  include  people  currently 

homeless  and  households  without  telephones.    If  these  adjustments  were  made  the  estimate  would  likely  be 

higher.    The  study  did  not  report  in  any  way  the  cause  or  reason  for  the  person's  homelessness. 

20  The  Federal  Plan  to  Break  the  Cycle  of  Homelessness 
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number  of  children  is  added,  the  range  for  the  total  population  is  4.95  million  to  9.32 
million,  with  a  mid-point  of  approximately  seven  million.^ 

But  even  these  estimates  of  the  number  of  persons  experiencing  homelessness  do  not 
take  into  account  the  large  number  of  extremely  vulnerable  persons  who  are  on  the  edge 
of  homelessness.  There  are  approximately  1.2  r.iill'ic;:  families  on  public  housing  waiting 
lists  and  an  additional  one  million  awaiting  Section  8  vouchers.  There  are  also  those  who 
are  involuntarily  doubled  up  with  friends  and  relatives,  and  those  who  are  paying  more 
than  50  percent  of  their  income  for  rent. 

The  clear  point  is  that  recent  studies  confirm  that  the  number  of  persons  who  have 
experienced  homelessness  is  very  large  and  greater  than  previously  known  or 
acknowledged.  This  supports  several  basic  thrusts  of  this  report.  To  make  real  inroads 
into  reducing  homelessness  we  need  to  make  real  progress  in  reducing  poverty  and 
providing  adequate  affordable  housing  for  those  who  are  on  the  edge  of  homelessness. 
And  we  need  to  step  up  our  efforts  to  prevent  homelessness  by  those  who  are  living  on 
the  edge. 

The  Impact  of  Time  Frames  and  Turnover  on  Assessine  Characteristics 

The  distinction  between  point-in-time  estimates  and  estimates  over  time  is  important 
when  analyzing  the  characteristics  of  homeless  populations  and  designing  policy 
responses.  People  suffering  from  any  of  a  number  of  disabling  conditions  are  less  likely 
to  exit  from  homelessness,  and  thus  are  more  likely  to  appear  in  studies  conducted  over 
brief  time  frames.  As  a  result,  most  "snapshot"  accounts  of  those  in  shelters  and  on  the 
streets  include  disproportionate  numbers  of  people  with  chronic  disabilities  or  other 
problems  that  make  it  difficult  for  them  to  live  independently.  Although  the  severely 
mentally  ill,  for  example,  make  up  between  a  quarter  and  one-half  of  the  literally 
homeless  single  population  on  any  given  day,  they  comprise  a  much  smaller 
percentage— between  5  and  25  percent— of  those  in  the  course  of  a  year  (Burt,  1994). 
The  more  dynamic  view,  exemplified  by  the  studies  reviewed  above,  suggests  that  many 
people  are  at  risk  of  being  homeless  for  short  periods,  often  simply  because  their  incomes 
are  very  low  and  their  family  savings  and  odier  sources  of  support  in  hard  times  are 
insufficient. 

A  better  understanding  of  the  dynamics  of  residential  instability  over  time  would  reveal 
more  about  the  relationship  between  short-  and  longer-term  homelessness,  including  how 
frequently  and  under  what  conditions  one  leads  to  the  other.  The  analysis  thus  far  in  this 


The  number  of  children  is  estimated  at  15  percent  of  the  total  homeless  population  (Burt  and  Cohen,  1989) 
and  applied  to  the  adult  population  estimates  (Link  et  al,  1993). 
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ANALYSIS  OF  PROPOSED  CHANGES 

IN  PROPORTION  OF  INCOME  PAID  BY 

FARMERS  HOME  ADMINISTRATION  SECTION  502  BORROWERS 


Low-  and  very  low-income  families  purchasing  homes  with  mortgages  provided  by  the  Farmers 
Home  Administration  (FmHA)  would  be  required  to  pay  30  percent  of  their  incomes  for  mortgage 
principal,  interest,  taxes,  and  insurance  (PITl)  under  a  proposal  included  in  the  Clinton 
Administration's  budget  request  for  fiscal  1995.  Currendy,  borrowers  pay  20  percent  for  PITI. 
The  Housing  Assistance  Council  (HAC)  has  analyzed  the  effects  of  this  proposed  change,  and 
finds  that  it  would  very  directly  harm  those  intended  to  be  assisted  by  FmHA's  homeownership 
program. 

The  program,  known  as  the  Section  502  program,  provides  loans  to  rural  low-  and  very  low- 
,  income  households  (those  with  incomes  below  80  and  50  percent  of  area  median  incomes, 
respectively).  The  program  enables  families  with  remarkably  low  incomes  ~  for  example,  $8,500 
in  rural  Mississippi  —  to  panicipaie  in  the  American  dream  of  homeownership.  The  rationale  for 
increasing  the  required  PITI  payment  seems  to  be  that  it  would  put  502  borrowers  on  a  par  with 
tenants  in  federally  assisted  rental  housing,  who  are  required  to  pay  30  percent  of  their  income  for 
monthly  housing  costs.  This  is  not  true,  however,  for  a  simple  reason:  the  30  percent  of  income 
paid  by  tenants  includes  utilities  and  maintenance  expenses,  but  those  costs  are  not  included  in  the 
20  percent  requirement  for  homeowners.  When  utility  and  maintenance  costs  are  added  to  the  20 
percent  already  paid  by  Section  502  borrowers,  many  (if  not  most)  are  already  paying  over  30 
percent  of  their  income  for  shelter. 

HAC's  analysis  has  determined  that  instituting  the  Administration's  30  percent  proposal  would 
harm  both  current  and  future  low-income  rural  residents  intended  to  be  helped  by  the  502 
program.' 

•  In  every  one  of  the  geographic  areas  HAC  examined,  sample  families  currently 

paying  20  percent  for  PITI  are  paying  more  than  30  percent  of  their  income  for 


There  are  three  parts  to  HAC's  analysis.  Table  1  sununaiizes  the  percentages  of  income  required 
for  total  shelter  costs  (PITIUM)  in  specific  locations  under  the  current  Section  502  program,  the  current 
program  using  deferred  mongage  payments,  and  the  proposed  program.  Table  2  shows  the  incomes  in  those 
areas  at  which  families  would  be  eligible  for  1  percent  loans  under  the  budget  proposal,  and  what  proportions 
of  their  incomes  those  families  would  pay  for  PITIUM.  Appendix  A  provides  the  third  part  of  the  analysis  - 
calculations  of  the  impact  of  the  cuirent  program,  the  deferred  mortgage  program,  and  the  proposed  change. 
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principal,  interest,  taxes,  insurance,  utilities  (including  heat),  and  maintenance 
(PmUM). 

•  When  the  proposed  30  percent  for  PITI  is  applied  to  the  same  sample  families, 
they  would  pay  between  41 .9  and  52.8  percent  of  their  income  for  PmUM. 
Therefore  many  of  those  already  participating  in  the  program  could  be  forced  into 
default,  resulting  not  only  in  calamity  for  the  families  but  also  in  a  financial  loss  to 
the  govemmenL 

•  Under  the  proposed  new  standard,  potential  borrowers  qualifying  for  1  percent 
Section  502  loans  would  have  incomes  so  low  that  it  would  not  be  feasible  for 
them  to  make  the  monthly  payments.  Their  participation  in  the  program  would 
require  them  to  pay  from  50.1  to  61.6  percent  of  their  very  limited  incomes  for 
PmUM,  leaving  insufficient  funds  available  for  food,  clothing,  transportation, 
medical  costs,  taxes,  and  other  living  expenses  and  debts. 

•  At  the  same  time,  because  there  is  a  distinction  between  the  income  level  needed  to 
qualify  for  a  1  percent  502  loan  and  the  income  level  at  which  meeting  the  costs  of 

/ .  homeownership  is  actually  possible,  the  level  of  household  income  needed  to  make 

participation  in  the  502  program  viable  would  increase  dramatically. 

•  The  Section  502  deferred  mortgage  program  would  be  largely  useless.  It  applies 
to  households  with  incomes  so  low  they  cannot  qualify  for  a  38-year  loan  at  1 
percent  interest  Under  the  new  standard,  however,  borrowers  with  incomes  low 
enough  to  qualify  for  deferrals  could  not  actually  afford  Section  502  loans;  even 
with  25  percent  of  the  loan  amount  deferred,  most  could  not  meet  the  monthly 
payments.^ 

Given  these  results,  the  30  percent  proposal  would  be  a  dramatic  step  backwards  in  the  targeting 
of  FmHA  housing  ftmds  to  those  most  in  need.  Congress  has  required  FmHA  to  target  its 
assistance  to  those  with  "the  greatest  housing  assistance  needs  because  of  their  low  income  and 
their  residing  in  madequate  dwellings"  (Housing  Act  of  1949.  Section  532(a)).  This  requirement 
could  not  in  practice  be  observed  if  the  30  percent  rule  were  adopted. 


-  The  deferred  mortgage  program,  currently  in  effect  through  the  end  of  fiscal  1994,  would  be  made 
permanent  by  Section  502(b)  of  H.R.  3838.  HAC  sirongly  supports  this  program,  which  puts 
homeownership  within  reach  for  families  with  incomes  too  low  to  qualify  even  for  the  regular  502  program. 
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TABLE  1 

PERCENTAGES  OF  INCOME  REQUIRED  FOR  PITIUM, 

SECTION  502  HOMEOWNERSHIP  LOANS 


Locati<ai 

Arkiasas 

lacamtfS) 

PertxBt  at  Ibcoiim  for  PmUM* 

»20*forPrn~ 

«20«plDs 
dcfemd  mortcaxe 

»  30%  for  Pm 

12.000 

35.9 

N7A 

45  9 

11.000 

38.5 

35.2 

47.4 

Tulare  County.  Calif onua 

13.400 

35.7 

N/A 

45.7 

Tulare  County.  Califonua 

12.000 

39 

35.3 

47,5 

Sussex  County.  Delaware 

14200 

37,5 

N/A 

47J 

Sussex  County.  Delaware 

13.000 

39,9 

35,7 

49,1 

Citrus  County.  Flcnda 

10.500 

39,8 

N/A 

49.8 

Citrus  County.  Ronda 

9J00 

42.7 

38,8 

51.9 

Elbeit  County.  Georgia 

11.000 

34.2 

N/A 

44.2 

Elbert  County,  Georgia 

9.500 

39,3 

35,3 

46  4 

Newton  County.  Iowa 

15.200 

31,9 

N/A 

41.9 

NewtoD  County.  Iowa 

14.200 

33.5 

304 

42,8 

Kennebec  County.  Maine 

18.500 

34.7 

N/A 

44.7 

Kennebec  County.  Mame 

16.500 

38,1 

34,5 

46,5 

Worcester  County,  Maryland 

14.500 

35,2 

N/A 

45,2 

Worcester  County.  Maryland 

12.700 

39.2 

35,4 

47,3 

Coahotna  County,  Mississippi 

9.500 

36.7 

N/A 

46,7 

Coahoma  County.  Mississippi 

8.500 

40.3 

36,7 

48,7 

Ohio 

12.500 

32,6 

N/A 

426 

Ohio 

11.000 

35.6 

31.6 

44,3 

Charles  Mix  County.  S.  Dak 

12.000 

39 

N/A 

49,0 

Charles  Mix  County.  S  Dak 

10.000 

44 

41,2 

528 

Brown  County.  Texas 

13.500 

34,9 

N/A 

44,9 

Brown  County.  Texas 

12.000 

38,3 

35.3 

46,8 

EYincipal.  interest,  taxes,  insurance,  utilities  (including  heat)  and  maintenance.  Roughly  equivalent  to 
tenant  shelter  payments  less  management  costs. 


Principal,  interest,  taxes  and  insurance. 
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TABLE  2 

INCOME  REQUIRED  TO  QUALIFY 

FOR  A  1  PERCENT  38  YEAR  SECTION  502  LOAN 

AND  PERCENT  OF  THAT  INCOME  NEEDED  FOR  PITIUM' 


Location 

Pill    with  a 

l%loaii($) 

Affordable 

income  @  30% 

for  pm  ($) 

PlllUM  ($) 

Percent  income 
for  PITIUM 

(%) 

Arkansas 

2,329 

7.764 

4.239 

.54.6 

Tulare  Co.,  CA 

2,579 

8.597 

4.682 

54.5 

Sussex  Co..  DE 

2,706 

9.020 

5.186 

57.5 

Citrus  Co..  PL 

1,973 

6.577 

4,053 

61.6 

Elbert  Co.,  GA 

2,171 

7.237 

3,731 

51.6 

Newton  Co.,  LA 

2,946 

9.820 

4,757 

48.4 

Kennebec  Co., 
ME 

3.560 

11.687 

6,285 

53 

Worcester  Co., 
MD 

2,778 

9,260 

4,977 

53.7 

Coahoma  Co., 
MS 

1.839 

6,130 

3,429 

55.9 

Ohio 

2.343 

7,810 

3,913 

50.1 

Charles  Mix  Co., 
SD 

2.121 

7.070 

4,401 

62.2 

Brown  Co..  TX 

2.575 

8.583 

4,591 

53.5 

Principal,  interest,  taxes,  insurance,  utilities  (including  heat)  and  maintenance.  Roughly  equivalent 
to  tenant  shelter  payments  less  management  costs. 


Principal,  interest,  taxes  and  insurance. 
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METHODOLOGY 


To  study  the  impact  of  changing  the  proportion  of  income  required  to  be  paid  by  Section  502 
borrowers  from  20  percent  to  30  percent,  the  Housing  Assistance  Council  (HAC)  obtained  figures 
on  costs  and  incomes  from  housing  organizations  or  Farmers  Home  Administration  (FmHA) 
officials  working  in  the  actual  areas  surveyed.  HAC  requested  figures  on  mortgage  amounts  and 
on  costs  for  taxes  and  insurance,  utilities,  and  maintenance.  Most  local  organizations  or  FmHA 
offices  provided  figures  for  specific  counties.  The  data  for  Arkansas  and  Ohio  were  not  tied  to 
individual  counties. 

The  numbers  obtained  for  maintenance  costs  varied  so  widely  that  HAC  arbitrarily  used  1  percent 
of  mortgage  amount  per  annimi,  an  admittedly  conservative  estimate.  All  other  figures  were  used 
as  provided.  HAC  used  FmHA  methods  to  calculate  qualifying  incomes  and  annual  mortgage 
payments  at  1  percent  (the  subsidized  payment)  and  at  6.5  percent  (the  current  market  rate 
payment). 

The  initial  analysis  for  each  of  the  locations  utilized  the  methodology  actually  used  by  FmHA  to 
f  determine  amounts  of  interest  credit  subsidy.  Incomes  selected  as  examples  were  those  sUghtly 
lower  than  needed  to  qualify  currently  for  a  1  percent  38  year  loan  and  those  somewhat  higher. 
Calculations  were  performed  for  three  different  scenarios:  (1)  with  interest  credit  subsidy  based 
on  20  percent  of  income  for  principal,  interest,  taxes  and  insurance  (PITT);  (2)  the  same  20 
percent  requirement  but  at  an  income  level  at  which  the  household  qualifies  for  deferred  mortgage 
payment  (up  to  25  percent  of  a  38-year  1  percent  loan  is  deferred);  and  (3)  with  interest  credit 
subsidy  based  on  30  percent  of  income  for  PITI  (this  is  the  proposal  included  in  the  Clinton 
Adminisu-ation's  budget). 
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APPENDIX    A 


The  EHsct  of  Changing  from  20%  io  30%  of  Inconw  lor  PITIO)                                                                1 

FmHA  S*ct<on  502  Horn*  Owrwnhip  Loan  Program 

Arkaniot 

A.  GW»n$                                                                              1 

1 

Mortgage 

S47XB0 

2 

Annual  Mortgage  Payment  ©  1%  for  38  years 

Sl/489 

3 

/Vnnual  Taxes  and  Insurance 

$840 

4           Annual  Heat  and  Utility 

$1/440 

5            Annual  N^ointonance  9  1  %  of  Mortgage  (2) 

S470 

6           Annual  Family  Income 

$12JI» 

7 

Annual  Mortgage  Payment  O  6.5% 

$3,345 

- 

B.  Colculatlont 

20%  for  PITI 

30%  lor  PITI 

1            Mortgage  Payment  O  6.5% 

$3,345 

$3,345 

2           1  Taxes  and  Insurance 

$840 

$840 

3        ipm 

$4,185 

$4,185 

A          1  Less  Allotted  %  of  Income 

S2/H00 

S3 .600 

5          1  Balance 

SI. 785 

S585 

'     6          lActual  Mortgage  Payment  (3) 

S1A50 

S2.760 

7          1  Heat .  Utilities  and  Maintenance 

$1,910 

SI. 910 

8           1  PmUM  (4) 

$4,310 

S5510 

9           1  Percent  Income.  PITIUM 

35.9% 

45.9% 

10          i  Actual  payment  after  deferral  (5)                                      n/a 

n/a 

11          1  Revised  PITI                                                                       n/a 

n/o 

12          [Revised  PITIUM                                                                          n/a 

n/a 

13          1  Percent  Income.  PITIUM                                      1                 n/a 

n/o 

1 

1 

(1)  Principal,  interast.  Taxes,  and  Iniurance                          I 

(2)  Conservative  ettimate.  Actual  cost  probably  1.25%  to  1 .5%. 

(3)  The  actual  payment  i*  ttie  greater  of  1 )  ttw  dKference  between  tlie  balance  and  mortgage  payment  e  6.5%            I 

and  2)  the  nrK>rtage  payment «)%                                                                        i 

(4)  Principal,  Interest.  Taxe$,  Insurance,  Utilities  (Incl.  heat)  and  Maintenance         ' 

(5)  Deferral  can  t>e  up  to  25%  of  mort.  payment «  1  %  for  36  yean.  Umtted  to  farm,  with  Inc.  at  or  below  50%  of  median.  | 
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Th«  Eftact  of  Changing  from  20%  to  30%  of  Incom*  lof  PTTI  (1) 

as  a  Basis  for  Dsfsrmlning  Intsrasf  Cr«<*t  Subddy  In  lh« 

FmHA  Saction  S02  Noma  Ownanhlp  Loan  Program 

1 

1                        1 

ArkonMS 

' 

A    Gtvera 

1 

Mortgage 

S47.000 

2 

Annual  Mortgage  Payment  O  1%  for  38  years 

Sl/489 

3            Annual  Taxes  and  Insurance 

S840 

4          j  Annual  Heat  and  Utilrtv 

si/iu^ 

5           i  Annual  Maintenance  O  1  %  of  Mortgage  (2) 

S470 

6           i  Annual  Family  Income 

SllOXI 

7           1  Annual  Mortgage  Payment  9  6.5% 

S3 .345 

e.  Calculations                                                                         '           20%  for  PHI 

30%  for  Pni 

1          :  Mortgage  Payment  0  6.5% 

S3.345 

S3 .345 

2           1  Taxes  and  Insurance 

S840 

S840 

3           :  PfTI 

S4.185 

S4.185 

4          ,  Less  Allotted  %  of  Income 

52,200 

S3.300 

S           !  Balance 

SI. 985 

S885 

''6           1  Actual  Mortgage  Payment  (3) 

SI. 489 

S2.460 

7           <  Heat,  Utilrties  ond  Maintenance 

SI. 910 

SI. 910 

e           iPfTIUM(4) 

S4.239 

S5.210 

9           '  Percent  Income.  PITIUM 

38.5% 

47  4% 

10           Actual  payment  after  deferral  (5) 

SI. 117 

n/a 

11           Revised  Pm                                                                        31.957 

n/a 

12            Revised  PmuM                                                        '               S3.867 

n/o 

13           Percent  Income.  PmuM                                                    35.2% 

n/a 

1 

(1)  Principal,  Interest,  Taxes,  and  Insurance 

(2)  Conservative  estimate.  Actual  cost  probably  1 .25%  to  1  i%. 

(3)  The  octuGl  payment  is  the  greater  of  1)  Ihe  dHterence  between  the  balance  and  nrwrtgage  payment  S  6.5% 

and  2)  the  rrxjrtage  payTT>er,t  81%                                                                                                                    j 

(4)  Principal,  Interest,  Taxes,  Insurance,  Utilities  (Incl.  heat)  and  Maintenance         1                                       | 

(5)  Deferral  can  be  up  to  25%  of  mort.  payment  e  1  %  for  38  years.  Limited  to  tarns,  wtth  Inc.  at  or  below  50%  of  median. 
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The  Eflect  of  Changino  from  20%  to  30%  of  Incom*  fo<  Pai  (I) 

OS  o  Botis  fof  OatwTT^nlng  lnt«fMt  Cmdtt  SutMidy  In  Iha 

1 

Tulora,  Co. 

A.  Gtvans 

1           1  Mortgage 

SS5500 

2           '  Annual  Mortgage  Payment  0  1%  for  38  years 

SI. 758 

3          1  Annual  Taxes  and  Insurance 

S820 

4          !  Annual  Heat  and  Utility 

S1548 

S          1  Annual  Maintenance  ©  1  %  ot  Mortgage  (2) 

S555 

6           1  Annual  Family  Income 

S13/40O 

7          1  Annual  Mortgage  Payment  O  6.5% 

S3.949 

1 

B.  Colculationi 

20%  for  PHI 

30%forPni 

1 

Mortgage  Payment  O  6.5% 

S3,949 

S3.949 

2 

Taxes  and  Insurance 

$820 

$820 

3       iPm 

S4.769 

S4.769 

4          1  Less  Allotted  %  of  Income 

S2.680 

$4520 

5          1  Balance 

S2J09) 

S749 

'     6          1  Actual  Mortgage  Payment  (3) 

SI. 860 

$3,200 

7           1  Heof ,  Utilities  and  Maintenance 

S2.103 

S2.I03 

6           lPmuM(4) 

S4.783 

S6.123 

9           1  Percent  Income,  PITIUM 

35.7% 

45.7% 

10          1  Actual  payment  after  deferral  (5) 

n/a 

n/a 

II          1  Revised  Pm                                                                      n/a 

n/a 

12           Revised  PmUM 

n/a 

n/a 

13           Percent  Income.  PITIUM 

n/o 

n/a 

(I)  Principal,  lnt»r«st,  Taxes,  and  Insuronca 

(2)  Conservative  esHmote.  Actual  cost  protiably  1 .25%  to  1 .5%. 

(3)  The  actual  payrnent  Is  the  greater  of  I )  ttw  dHference  between  itte  balance  and  mortgage  payment  9  6JSX             1 

and  2)  lt>e  mortage  payment  01%                                   j 

(4)  Principal,  Interest.  Taxes,  Insurance,  UtllHtes  (Incl.  heat)  and  IMalntenance 

(S)  Deferral  can  be  up  to  25%  of  mort.  payment  e  I  %  for  38  years.  Umtted  to  (arm.  with  inc.  at  or  below  50%  of  median.  1 
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A- 4 


Tha  Eltact  o(  Changing  from  20%  to  SOX  of  Incom*  tor  PtTI  (1) 

Oi  a  Bosls  tor  Dstcrminlng  IntwMt  Cr»dH  Subsidy  In  ItM 

FmHA  Section  S02  Horn*  Own««ihlp  Loan  Program 

Tular*,  Ca.    j 

' 

A.  Givens 

1 

1           1  Mortgage 

S55.S00 

2           1  Annual  Mortgage  Payment  0  1%  for  38  years 

SI. 758 

3           1  Annual  Taxes  and  Insurance 

S820 

4           1  Annual  Heat  and  Utilrty 

SI. 548 

5           '  Annual  Maintenance  9  1  %  of  Mortgage  (2) 

SS55 

6           1  Annual  Family  Income 

SI20X) 

1                     1 

7          1  Annual  Mortgage  Payment  O  6.5% 

S3.949 

' 

B.  Calculations                                                                                    20XtorPITI 

30%forPni 

1          iMortgage  Payment  0  6.5%                                           S3,949 

S3 .949 

2          [Taxes  and  Insurance 

S820 

S820 

3        ipm 

S4,769 

S4,769 

4          1  Less  Allotted  %  of  Income 

S2/I100 

S3ji00 

5          1  Balance 

S2.369 

SI. 169 

'    6           '  Actual  Mortgage  Payment  (3) 

SI. 758 

S2,780 

7          '  Heat ,  Utilities  and  Maintenance 

S2.103 

S2.103 

8           i  PmuM  (4) 

S4.681 

S5,703 

9            Percent  Income.  PtTIUM 

39.0% 

47.5% 

10           Actual  payment  otter  deferral  (6) 

S1J19 

n/a 

11          1  Revised  Pm 

S2.139     ■ 

n/a 

12          i  Revised  PmUM                                                        I               S4.242 

n/o 

13            Percent  Income,  PmUM                                        i                36.3% 

n/a 

1 

(1)  Principal,  Intsrast,  Taxes,  and  Insurance 

(2)  Conservative  estinrate.  Actual  cost  probably  1 .25%  to  1 .5%. 

1 

(3)  The  actual  payment  is  ttte  greater  o(1)  the  dflerence  between  the  bolortce  and  mortgoge  poynwnt  9  6.5%            | 

and  2)  ttie  mortage  payment  91%                                   1 

(S)  Oeferral  can  be  up  to  25%  ol  nwrt.  payment  6  1^  for  38  yean.  Umlted  to  lams,  with  Inc.  at  or  below  50%  of  median.  1 
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Th«Elf»ct  of  Changing  from  20%  to  30%  oflncom*  (or  MTI(t)                          1 

OS  o  Basis  for  0«t«rmlnlng  Interwt  Cradt  Subsidy  In  ttw 

FmHA  Section  502  Honw  Ownaiship  Loan  Program 

1 

SUM«X,D«. 

A.  GIvans 

1 

1 

Mortqage 

S68XIX) 

2 

Annual  Mortgage  Payment  0  1%  for  38  years 

S2.154 

3 

Annual  Taxes  and  Insurance 

S5S0 

4           i  Annual  Heat  and  Utility 

SI. 800 

S          1  Annual  Maintenance  0  1  %  of  Mortaage  (2) 

$680 

6            Annuel  Family  Income 

S14.200 

7          lAnnual  Mortgage  Payment  9  6.5% 

S4,839 

1 

B.  Calcutattons                                                                    "1          20%forPITI 

30%forPni 

1          1  Mortgage  Payment  0  6.5% 

S4,839 

S4.839 

2          IToxes  and  Insurance 

S550 

S550 

3          iPm 

S5.389 

S5.389 

4          :  Less  Allotted  %  of  Income 

S2,840 

S4.260 

5          !  Balance 

S2AW 

51,129 

'     6           !  Actual  Mortgage  Payment  (3) 

S2.290 

S3.710 

7          1  Heat.  Utarties  and  Mamtonance 

S2/«8D 

S2/180 

8           1  PmUM  (4) 

S5J20 

S6,740 

9           1  Percent  Income.  PITIUM 

37.5% 

47.5% 

10         1  Actual  payment  after  deferral  (5) 

n/a 

n/a 

n          1  Revised  Pm 

n/a 

n/a 

12          1  Revised  PmUM 

n/G 

n/a 

13          1  Percent  Income.  PmUM 

n/a 

n/a 

1 

(1)  Prtnclpol,  lnt«f««t.  Tax«t,  and  irwuranc* 

(2)  ConswvattvQ  •stlmato.  Actual  cost  probably  1 .2S%  io  1  J%. 

(3)  Th«  actual  payment  Is  ttw  gr«at«r  on )  ttw  dH(«r»nc«  bwtwMn  ttw  bolonc*  and  mortgaga  payment  9  6.5%             | 

and2)ttwmortag«payrTwnt01%                                    1 

(4)  Principal,  IntwMt,  TaxM,  Insurance.  UtHltiM  Qncl.  Iwat)  sid  MalntMKinc* 

(S)  Deferral  can  be  up  to  25%  ol  moit.  payments  1%  lor  38  years.  Limited  to  (oms.  wtlti  Inc.  at  or  below  50%  of  trwdlan.l 
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A- 6 


The  Effect  o(  Changino  from  20%  to  30%  of  Income  tor  PHI  (1) 

at  o  Boils  tor  DetMmlnlng  Interest  Credtt  Subsidy  In  ttw 

FmHA  Section  502  Home  Ownerstilp  Loan  Program 

Sussex,  De. 

A.  Glvens 

1 

Mortgage 

S68XXX) 

2 

Annual  Mortgage  Payment  O  1%  for  38  years 

$2,164 

3 

Annual  Taxes  ond  Insurance 

S6S0 

4 

Annual  Heot  and  Utility 

SI. 800 

5 

Annuo!  Maintenance  O  1%  of  Mortgage  (2) 

$680 

6 

Annual  Family  Income 

S13.000 

7 

Annual  Mortgage  Payment  O  6.5% 

$4,839 

B.  Calculations                                                                               20%lorPITI 

30%  for  PITI 

1            Mortgoge  Payment  9  6.5% 

$4,839 

$4,839 

2          !  Taxes  and  Insurance 

$650 

$560 

3        ipm 

S6.389 

S5.389 

4 

Less  Allotted  %  of  Income 

S2j50O 

$3,900 

5 

Balance 

S2.789 

$M89 

'    6           i  Actuol  Mortgage  Payment  (3) 

$2,164 

$3,350 

7           Heat.  Utilities  and  Maintenance 

$2/580 

S2>480 

S           ]  PfTIUM  (4) 

S6.184 

$6,380 

9           1  Percent  Income.  PITIUM 

39  9% 

49.1% 

10          !  Actual  payment  after  deferral  (5) 

S).616 

n/a 

1 1          1  Revised  PITI 

S2.166     ' 

n/o 

12          1  Revised  PITIUM 

S4.646 

n/a 

13          i  Percent  Income.  PITIUM                                        i                35.7% 

n/a 

(1)  Principal,  Interest,  Taxes,  and  Insurance 

(2)  Conservative  estimate.  Actual  cost  probably  1 .25%  to  1 .5%. 

(3)  Ttie  actual  payment  Is  ttfe  greater  of  1)  tt>e  difference  t>etween  the  balance  and  moitgage  payment  S  6.5%             | 

and  2)  ttie  mortage  paynwnt  91  % 

(4)  Principal,  Interest.  Taxes,  Insurance,  Utilities  (Incl.  heat)  and  Maintenance 

(5)  Deferral  can  be  up  to  25%  of  mort.  payment «  1  %  for  38  years.  Limited  to  fams.  with  Inc.  at  or  below  50%  of  median.  | 
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A- 7 


Th»  E«»ct  o«  Chongino  from  20%  to  30%  o(  Inconw  tof  PITI  (1) 

1 

as  a  Basis  tor  Dotormining  Intarast  Cr»dt  Subsidy  In  m« 

FmHA  S«cfton  502  Home  Owi>»«hlp  Loon  Program 

1 

1 

Citrus,  R.       I 

1 

A.  Givens 

1 

1 

1 

1          IMortgoae 

S460DO 

2          i  Annuel  Mortgage  Payment  O  1  %  for  38  years 

Sl>»57 

3           1  Annuel  Taxes  and  IrTsurance 

S515 

4           1  Annual  Heal  and  Utility 

S1.620 

5          1  Annual  Maintenance  O  1  %  of  Mortgage  (2) 

S460 

6           'Annual  Family  Income 

S10.500 

7          1  Annual  Mortgage  Payment  O  6.5% 

S3 .273 

' 

B.  CalculatiorM                                                                               20%(ofPni 

30%  lor  PHI 

1           1  Mortgage  Payment  9  6.5% 

S3 .273 

S3 .273 

2          1  Taxes  and  Insurance 

SS15 

S615 

3           iPm 

S3. 788 

53.788 

4          1  Less  Allotted  %  of  Income 

S2.100 

S3.150 

5          !  Balance 

S1jS88 

S638 

'     6           i  Actual  Mortgage  Payment  (3) 

S1585 

S2.635 

7           1  Heat.  Utilities  and  Maintenance 

S2jaeo 

S2X)80 

e           1  PfTIUM  (4) 

S4.180 

SS.230 

9           ■  Percent  Income.  PITIUM 

39.8% 

49.8% 

10           Actual  payment  after  deferraUS) 

n/o 

n/a 

1 1           Revised  P(TI 

n/o 

n/a 

12         :  Revised  PITIUM                                                  i                n/a 

n/a 

13          'Percent  Income.  PmuM                                                       n/a 

n/a 

1 

' 

(1)  Principal,  Interest,  Taxes,  and  Insurance                                                                                                     | 

(2)  Conservative  estimate    Actual  cost  probably  1.25%  to  1.5%.                               i                                       i 

(3)  Ttie  octual  payment  is  m«  ^eoter  ol  1  >  Itie  difference  between  ttM  balance  and  nwttgoge  payment  S  6.5% 

and  2)  ttie  mortage  payment  «1% 

(4)  Principal,  Interest.  Taxes,  Insurance,  Uttllttes  (incl.  t>eat)  and  Maintenance 

(5)  Deferral  can  be  up  to  25%  of  mort.  payment  ©  1  %  for  38  years.  Umtted  to  tarns,  wtth  Inc.  at  or  below  50%  ot  median.  | 
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A- 8 


Th*  ElfACt  of  Changing  rrom  20%  to  30X  of  Incoms  lor  Pni  0) 

as  a  Basis  for  Determining  Intarest  Cr»dt  Subsidy  In  th« 

1 

Citrus,  n. 

A.  Glv«ns     1 

1 

Mortgage 

S46XXX) 

2 

Annual  Mortgage  Payment  O  }%  for  38  years 

S1/«57 

3 

Annual  Taxes  and  Insurance 

S515 

4 

Annual  Heat  and  Utility 

SI  ,620 

5 

Annual  Maintenance  O  1%  of  Mortgage  (2) 

$460 

6 

Annual  Family  Income 

$9,500 

7            Annual  Mortgage  Payment  9  6.6* 

$3,273 

B.  Calculations 

20%  for  PITI 

30%  for  Pni 

1 

Mortgage  Payment  O  6.5% 

$3,273 

$3,273 

2 

Taxes  and  Insurance 

S51S 

S515 

3 

PfTI 

S3.788 

$3,788 

4 

Less  Allotted  %  of  Income 

SI. 900 

$2,850 

S 

Balance 

$1388 

S938 

'     6 

Actual  Mortgage  Payment  (3) 

S1/4S7 

$2,335 

7 

Heat.  Utilities  and  Maintenance 

S2J3eD 

$2,080 

6            PmUM  (4) 

SAOS2 

$4,930 

9           1  Percent  Income.  PITIUM 

42.7% 

51.9% 

10         1  Actual  payment  after  deferral  (5) 

$1,093 

n/a 

n          1  Revised  PITI 

$1,608    ■ 

n/o 

12          1  Revised  PmUM 

$3,688 

n/a 

13          '  Percent  Income.  PITIUM 

38.8% 

n/a 

1 

(1)  Principal,  Interest,  Taxes,  and  Insurance 

(2)  Conservative  estimate.  Actual  cost  probably  1 .25%  to  1 .5%. 

(3)  The  actual  payment  Is  the  greatar  of  I )  ItM  dHlerence  between  the  balance  and  mortgage  payment  0  6.5%             1 

and  2)  ttie  mortage  payment  01%                                   | 

(4)  Principal,  Interest,  Taxes,  liwuraitce.  Utilities  Oncl.  heat)  and  Maintenance 

(5)  Deferral  con  be  up  to  25%  of  mort.  payment  «1%  for  38  years.  Umttedtofams.  with  Inc.  at  or  below  50%  of  median.! 
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A- 9 


The  E«»ct  of  Changlno  from  20%  to  30%  of  Income  for  PfTI  (1) 

OS  a  Botts  for  Determining  Interest  Credt  Subsidy  In  lt)e 

FmHA  Section  502  Home  Ownerstilp  Loan  Program 

Bbert,  Sa. 

A.  GWem 

1 

fk^ortgage 

S48XD0 

2 

Annual  Mortgage  Payment  O  1%  tor  38  years 

Sli2) 

3           1  Annual  Taxes  ond  Insurance 

S6S0 

4 

/Vnnual  Heat  and  Lltility 

SI. 080 

5 

/^nual  Maintenance  ©  1%  of  Mortgage  (2) 

S480 

6 

/^nuai  Family  Income 

SI  1.000 

7 

Ajnnual  Mortgage  Payment  0  6.5% 

S3/416 

B    Calculations 

20%  tor  PfTI 

30%  for  PfTI 

1          1  Mortgage  Payment  0  6.5% 

%iA^6 

S3,416 

2           1  Taxes  and  insurance 

S650 

S650 

3           iPm 

S4X)66 

S4XI66 

4           j  Less  Allotted  %  of  Income 

S2.200 

$3,300 

5           1  Balance 

SI. 866 

S766 

'     6           i  Actual  l^^ortgage  Payment  (3) 

SI. 550 

S2.650 

7           1  Heat,  Utilities  and  fylaintenance 

51560 

S1560 

6           1 PITIUM  (4) 

S3.760 

S4.860 

9           1  Percent  Income.  PnvjM 

34  2% 

44,2% 

10          !  Actual  payment  after  deferral  (5)                                      n/a 

n/o 

n          1  Revised  Pm                                                                       n/a 

n/a 

12          1  Revised  PfTIUIvl                                                                     n/a 

n/a 

13          1  Percent  Income,  PITIUM                                      '                 n/a 

n/a 

! 

(1)  Principal,  Interest,  Taxes,  and  Insurance 

12)  Conservative  estimate    Actual  cost  probably  1 .25%  to  1 .5%. 

(3)  Ttie  actual  payment  is  Itie  greater  of  1 )  Itw  dtfference  between  ttie  balartce  and  mortgage  payment  9  i.5%             | 

and  2)  ttie  mortage  payment  ©1%                                   | 

(4)  Principal,  Interest,  Taxes,  Insurance,  Utilities  (incl.  t>eat)  and  Maintenance 

(5)  Deferral  can  be  up  to  25%  of  mort.  payment  9  1  %  for  38  years.  Umlted  to  tarns,  wtth  Inc.  at  or  below  50%  of  median.  | 
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A-IO 


Tha  E(r«ct  of  Changing  from  20%  to  30%  ot  Incorrw  fof  PITI  (1) 

Oi  a  Basis  for  D«t»rmlnlng  Inlmast  Credit  Subsidy  In  th« 

FmHA  Section  S02  Horn*  Own«nMp  Loan  Program 

1 

Bbsrt,  Ga. 

A.  G4v»ns 

1           Mortgage 

$48X)00 

2            Annuel  Mortgage  Payment  O  1%  for  38  years 

SI  521 

3           \  Annual  Taxes  and  Insurance 

S650 

4           1  Annual  Heat  and  Utility 

SlflW 

5          1  Annual  Maintenance  C  I  %  ot  Mortgage  (2) 

$480 

6          1  Annual  Family  Income 

S9500 

7          [Annual  Mortgage  Payment  ®  6.5% 

S3/1I16 

B.  Calculations 

20%  (Of  PITI 

30%  (or  P(TI 

1           !  Mortgage  Payment  O  6.5% 

S3/416 

S3/I116 

2          1  Taxes  and  Insurance 

$650 

$650 

3        iPm 

$4,066 

%AObb 

4          j  Less  Allotted  %  of  Income 

$1,900 

S2.850 

5          !  Balance 

$2,166 

$1,216 

'    6           1  Actual  Mortgage  Payment  C3) 

SI. 521 

S2.200 

7          1  Heat.  Utilities  and  Maintenance 

SI. 560 

$1560 

S           IP(TIUM{4) 

S3,731 

$4/510 

9           1  Percent  Income.  PITIUM 

39.3% 

46.4% 

10          1  Actual  payment  after  deferral  (5) 

$1,140 

n/a 

11           1  Revised  PfTI 

$1,790 

T\/a 

12          1  Revised  PITIUM 

$3,350 

n/o 

13          1  Percent  Income.  PITIUM 

35  3% 

n/a 

(1)  Principal.  Interest,  Taxes,  and  InsurorK* 

(2)  Conservative  estimate.  Actual  cost  probably  1 .25%  to  1 .5%. 

(3)  The  octual  poyrnent  b  Itie  greater  of  1 )  Ihe  dflerertce  between  tfie  balance  and  mortgage  payment  9  6.5%             | 

and  2)  ttie  mortage  payment  ©1  %                                   i 

(4)  Principal,  Interest,  Taxes,  Insurance,  UHllties  (incl.  heat)  and  Maintenance 

(5)  Deferral  can  be  up  to  25%  of  mort.  payment  e  1  %  (or  38  years.  Umlted  to  (oms.  with  Inc.  at  or  below  50%  of  median.  1 
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A-ll 


The  Elfect  ot  Changing  from  20%  to  30%  o(  Income  (or  PtTI  (1) 

as  a  Basis  tor  Determining  Interest  Credit  Subsidy  In  ItM 

FmHA  Section  502  Home  Ownership  loan  Program 

Newton,  la. 

A.  Givens 

1 

Mortgage 

$55,100 

1                    1 

2 

Annual  Mortgage  Payment  9  1%  for  38  years 

$1,746 

3 

Annual  Taxes  and  Insurance 

$1,200 

4          lAnnuol  Heat  and  Ufility 

$U60 

5          I  Annual  Maintenance  9  1  %  of  Mortgage  (2) 

$551 

6           1  Annual  Family  Income 

$15,200 

7          •  Annual  Mortgage  Payment  9  6.5% 

$3,921 

B    Calculatior\s                                                                                    20%  lor  PIT! 

30%  for  PITI 

1            Mortgage  Payment  O  6.5% 

$3,921 

S3,921 

2           'Taxes  and  Insurance 

SI. 200 

$1,200 

3        !Pm 

$5,121 

$5,121 

4            Less  Allotted  %  of  Income 

$3,040 

$4  AM 

5           ;  Balance 

S2X)81 

$561 

'      6           1  Actual  Mortgage  Payment  (3) 

SI, 840 

S3 .360 

7           1  Heat.  Utilities  and  Maintenance 

$1,811 

$1,811 

8           ■  PmUM  (4) 

$4,861 

S6.371 

9            Percent  Income.  PITIUM 

31.9% 

41.9% 

10           Actuol  payment  after  deferral  (5) 

n/a 

n/a 

1 1          ■  Revised  PfTI 

n/a 

n/a 

12           Revised  PITIUM 

n/o 

n/a 

13           Percent  Income.  PdlUM 

n/a 

n/a 

(t)  Principal.  Interest,  Taxes,  and  Insurance                          i 

(2)  Consen/ative  estinxite.  Actual  cost  probably  1 .25%  to  1 .5%. 

(3)  The  octual  payment  ts  Ifte  greater  of  1 )  Itie  cWference  between  ttie  balance  and  mortgage  payment  S  6.5% 

ond  2)  ttie  nrxjrtoge  payment  ei% 

(4)  Principal.  Interest,  Taxes,  Insurance,  Utillttes  (Incl.  heat)  and  Maintenance         { 

(5)  Deferral  can  be  up  to  25%  of  rrxjrt.  payrnent «  1%  for  38  years.  Limited  to  fams.  with  Inc.  at  or  below  50%  ol  median. 
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A-12 


Th»  E««ct  o(  Changing  from  20X  to  30%  of  lncom»  (or  MTI  (1) 

as  a  Basis  (or  Datarmlnlng  Intwsst  Crsdtt  Subsidy  In  th* 

FmHA  Soctton  502  Horns  Owiwrship  Loan  Program 

N«wton,  la. 

A.  GIvans     i 

1 

Mortgage 

S55.100 

2 

Annual  Mortgage  Payment  O  1%  (or  38  years 

SI. 746 

3 

Annual  Taxes  and  Insurance 

SI  .200 

4 

Annual  Heat  and  Utility 

SI. 260 

5 

Annual  Maintenance  0  1%  of  Mortgage  (2) 

$551 

6 

Annual  Family  Income 

S14.200 

7 

Annual  Mortgage  Payment  O  6.5% 

S3.921 

B.  Calculations 

20%  (or  PITI 

30%  (or  PITI 

1 

Mortgage  Payment  O  6.5% 

S3.921 

S3.921 

2 

Taxes  and  Insurance 

S1.200 

S1.200 

3 

PITI 

S5,121 

S5.12I 

4 

Less  Allotted  %  o(  Income 

S2.840 

S4.260 

,    5 

Balance 

S2.28I 

S861 

'    6 

Actual  Mortgage  Payment  (3) 

SI. 746 

S3 .060 

7 

Heat,  Utilities  and  Maintenance 

Sl,811 

S1.811 

8 

PITIUM  (4) 

S4.757 

S6.071 

9 

Percent  Income.  PITIUM 

33.5% 

42.8% 

10 

Actual  payment  after  deferral  (5) 

SI. 309 

n/a 

11 

Revised  P(TI 

S2.509 

n/a 

12           Revised  PdlUM 

S4.320 

n/a 

13          1  Percent  Income,  PmUM 

30  4% 

n/a 

(1)  l>rlnclpal,  Interest,  Taxes,  and  Insurance 

(2)  Conservative  estimate.  Actual  cost  probably  1 .25%  to  1 .5%. 

(3)  The  actual  payment  Is  the  greater  o(  1 )  the  difference  between  ttw  balance  and  mortgage  payment  9  6.5%            1 

and  2)  ttie  mortage  payment  ei%                                   | 

(4)  Principal,  Interest,  Taxes.  Insurance,  Utilities  Qncl.  heat)  and  Maintenance 

(5)  Deferral  can  be  up  to  25%  o(  mort.  payment  a  1%  (or  38  years.  Umlted  to  lams,  with  inc.  at  or  below  50%  o(  median.  1 
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A-13 


The  Effect  of  Changing  from  20%  to  30%  of  Income  for  Pni  0) 

at  a  Basis  for  Detarmlning  InterMt  Credit  Subsidy  In  tlw 

FmHA  Section  502  Honr>e  Ownership  Loan  Program 

A.  Gtvens 

1          1  Mortgage 

S74.S00 

2           1  Annual  Mortgage  Payment  9  1  %  for  38  years 

S2J60 

3           I  Annual  Taxes  and  insurance 

S1.200 

4           1  Annual  Heat  and  Utility 

$1,980 

5          1  Annual  Maintenance  0  1  %  of  Mortgage  (2) 

S745 

6          1  Annual  Family  Income 

SI  8.500 

7          1  Annual  Mortgage  Payment  a  6.5% 

S5J01 

B.  Calculations                                                                                20%forPfTI 

30%  for  PHI 

1           1  Mortgage  Payment  9  6.5% 

S5.301 

S5.301 

2          i  Taxes  and  Insurance 

$1,200 

S1.200 

3 

PIT! 

S6.501 

S6.501 

4 

Less  Allotted  %  of  Income 

S3.70O 

S5.550 

5          )  Balance 

S2.801 

$951 

'     6          i  Actual  Mortgage  Payment  (3) 

S2.S00 

S4J50 

7          1  Heat ,  Utilities  and  Maintenance 

$2,725 

S2.725 

S           IPrTIUM{4) 

S6/425 

S8.275 

9           1  Percent  Income,  PITIUM 

34.7% 

44.7% 

10          i  Actual  payment  after  deferral  (5) 

n/o 

n/a 

\  I          1  Revised  PITI 

n/a 

n/a 

12          i  Revised  PITIUM 

n/a 

n/a 

13          ■  Percent  Income.  PITIUM                                                       n/o 

n/a 

(1 )  Principal.  Interest.  Taxes,  and  Insurance 

(2)  Conservative  estimate.  Actual  cost  probably  )  .25%  to  1 .5%. 

(3)  The  actual  payment  is  the  greater  of  1 )  the  dHference  between  ttte  balance  and  mortgage  payment  9  6.5%            | 

and  2)  ttie  mortage  payment  61%                                                                    1 

(4)  Principal,  Interest.  Taxes.  Insurance.  Utilities  (incl.  heat)  and  Maintenance 

(5)  Delerral  can  be  up  to  25%  of  moit.  payment  6  1  %  for  38  yean.  UrrWted  to  (ams.  wtlh  Inc.  at  or  below  50%  of  median.  | 
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A-14 


Tha  En*ct  of  Changing  from  20%  k>  30%  o(  Incoma  for  PITI  (1 ) 

as  a  Basis  for  tWrnnlnIng  Mmtma  CrmSt  SutMidy  In  th« 

FmHA  Socflon  502  Homa  Ownatih^  Loan  Program 

1 

KonnatMC,  M». 

A    Gtvens 

1 

Mortgage 

374,500 

2 

Annual  Mortgage  Poyment  O  1%  for  38  years 

S2.360 

Annual  Taxes  and  Insurance 

SI. 200 

Annual  Heat  and  Utirty 

SI, 980 

5           1  Annual  Maintenance  O  1  %  of  Mortgage  C2) 

S745 

6           (Annual  Family  Ir^cme 

516,500 

7           [  Annual  Mortgage  Payment  O  6.5% 

S6J01 

1 

B.  Calculations 

20%forP(TI 

30%  lor  PITI 

I            Mortgage  Payment  0  6.5% 

55,301 

55.301 

2           Taxes  and  Insurance 

51.200 

51.200 

3        ipm 

S6501 

56,501 

4           Less  Allotted  %  of  hcome 

53.300 

54,950 

5            Balance 

53.201 

51,551 

'    i            Actual  Mortgoge  Payment  (3) 

52,360 

53.750 

7          !  Heat.  Utjtties  and  Maintononce 

52,725 

52,725 

8           '  PITIUM  (4) 

56,286 

57.675 

9           1  Percent  Income.  PITIUM 

38.1% 

465% 

10          '  Actual  payment  offer  deferral  (5) 

51,770 

n/a 

1 1          :  Revised  Pm 

52.970 

n/a 

12          i  Revised  PITIUM 

55.696 

n/a 

13          i  Percent  Income.  PmUM                                                     34.5%              | 

n/a 

1                                                              1 

1 

(1)  Principal,  Intarast,  Taxes,  and  Irauranc* 

! 

(2)  Conservattve  estimats.  Actual  cost  probabty  1.25%  to  1 .5%.                              | 

(3)  The  actual  payment  Is  Itw  graclar  o(  1)  h*  dMferance  b«tw*«n  ttw  balance  and  mortgage  paynwnt  9  6.5% 

and  2)  the  mortage  payment  81%                                                                                                              1 

(4)  Principal.  Interest,  Taxes,  Insurance.  UtOtHw  (Incl.  heat)  and  lulalntanance                                               j 

(5)  Deferral  can  be  up  to  2S%  o(  mort.  payment  e  1  %  lor  36  yean.  Umlted  to  lams,  with  Inc.  at  or  below  50%  of  median. 
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A-15 


The  EflAct  of  Changing  from  20%  to  30X  of  Income  for  PITI  (1) 

WorcMtor,  Md. 

1 

A.  Gtvans 

1 

Mortgage 

S60.000 

2 

Annual  Mortgage  Payment  9  1%  for  38  years 

SI, 901 

3          1  Annuel  Taxes  and  Insurance 

S877 

4          1  Annual  Heat  and  Utilrty 

31,699 

5 

Annual  Maintenance  0  1  %  of  Mortgage  (2) 

S600 

6 

Annual  Family  Income 

S14i00 

7 

Annual  Mortgage  Payment  O  6.6% 

$4,270 

B    Calculations                                                                     '          201tforPni 

30%  for  PITI 

1 

Mortgage  Payment  9  6,6% 

54,270 

S4,270 

2 

Taxes  and  Insurance 

S877 

S877 

3 

pm 

S6,147 

S6,147 

4 

Less  Allotted  %  of  Income 

S2,900 

S4,350 

5 

Balance 

S2.247 

S797 

6 

Actual  Morfgaae  Payment  (3) 

S2X)23 

S3/473 

7            Heat,  Utilities  and  Maintenance 

S2,199 

S2.199 

e         pmuM  (4) 

S6.099 

S6549 

9           1  Percent  Income.  PITIUM 

36.2% 

46.2% 

10          1  Actual  payment  after  deferral  (5) 

n/a 

n/a 

11          1  Revised  PITI 

n/a 

n/a 

12          i  Revised  PmUM 

n/a 

n/a 

13          1  Percent  Income.  PITIUM 

n/a 

n/a 

(1)  Principal,  Interest,  Taxes,  and  Insurance 

(2)  Conservative  estlrrysfe.  Actual  cost  probably  1 .25%  to  1 .5%. 

(3)  The  actual  payment  Is  the  greater  of  1 )  the  difference  between  the  balance  and  mortgage  payment  9  6.5%             | 

and2)tt)e  mortage  payment  ei%                                   I 

(4)  Principal,  Interest,  Taxes,  Insurance,  Utilities  (incl.  heat)  ortd  Maintenance 

(5)  Deferral  can  be  up  to  25%  of  nxjrt.  payment «  1%  for  38  years   limited  to  foms.  with  inc.  ot  or  below  50%  of  median.  | 
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A-16 


Tha  Eir«ct  of  Changing  from  20%  to  30%,  el  Inconw  tor  Pin  (1) 

as  a  Basis  (or  Datormlning  IntoroslCivcIt  Subddy  In  Hm 

FmHA  Section  502  Honw  OwiwoNp  loan  Progmn 

WorcMtar,  Md. 

1 

A.  Gtvons     1 

1 

Mortgage 

S60JQ00 

2 

Annual  Mortgage  Payment  O  1%  for  38  years 

SI. 901 

3 

Annual  Taxes  and  Insurance 

$877 

4           Annual  Heat  and  UtHity 

S15W 

5           Annual  Maintenance  C1%  of  Mortgage  (2) 

$6C0 

6 

Annual  Family  Income 

S12.700 

7 

Annual  Mortgage  Payment  O  6.5% 

S4.270 

B.  Calculations 

20%  for  PfTI 

30%forPITI 

1 

Mortgage  Payment  O  6.5% 

S4.270 

S4^70 

2 

Taxes  and  Insurance 

S877 

S877 

3 

pm 

S6.147 

S5.147 

4 

Less  Allotted  %  of  Income 

S2340 

S3.810 

5 

Balonce 

S2^7 

$1,337 

'    6 

Actual  Mortgage  Poymont  (3) 

$1,901 

$2,933 

7 

Heat.  Utilities  and  l^intenance 

$2,199 

$2,199 

B 

PITIUM  (4) 

S4.977 

$6JXF> 

9 

Percent  Income.  PITIUM 

39.2% 

47.3% 

10          1  Actual  payment  after  deferral  (5) 

SM26 

n/o 

11          1  Revised  PfTI 

S2J03 

n/a 

12          1  Revised  PmUM 

54502 

n/a 

13          1  Percent  Income.  PmUIWI 

35.4% 

n/a 

(1)  Principal,  Intarut,  Taxes,  and  IfMurance 

(2)  Conservative  estimate.  Actual  cort  probably  1 .25%  to  1 .5%. 

(3)  The  actual  payment  Is  the  greater  o(  1 )  tie  dHerance  between  the  balance  and  mortgage  payrrtent  0  6.5%             | 

and  2)  the  mortage  payment  •!%                                   | 

(4)  Principal,  Interest,  Taxes,  insurance,  UliMec  OncL  heat)  and  Maintenance 

(S)  Deferral  can  be  up  to  25%  of  mort.  payment  «1%  lor  3B  yean.  UmHed  to  tarns,  with  inc.  at  or  betow  50%  of  median.) 
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A-17 


Th«  Eff»ct  o(  Changing  from  20%  to  30%  o«  Income  for  PHI  (1) 

as  a  Basis  for  Datsnr^nlng  lnt»r»st  Cr»<fit  Subsidy  in  th« 

FmHA  S«c«on  502  Home  Ownership  Loan  Program 

Coahoma,  Ms. 

A.  Givens 

1           Mortgage 

$39,000 

2           1  Annual  Mortgage  Payment  O  1%  tor  38  years 

$1,236 

3           1  Annual  Taxes  and  Insurance 

S6C0 

4           1  Annual  Heat  and  Utility 

$1,200 

5          1  Annual  Maintenance  9  1  %  of  Mortgage  (2) 

S390 

6          1  Annual  Family  Income 

$9,500 

7          !  Annual  Mortgage  Payment  0  6.5% 

$2,775 

B.  Calculations                                                                               20%forPm 

30%  lor  PITI 

1 

1           1  Mortgage  Payment  O  6.5% 

$2,775 

$2,775 

2            Taxes  and  Insurance 

$600 

S600 

3           iPITI                                                                        1              S3;375 

$3,375 

i            Less  Allotted  %  of  Income 

$1,900 

$2,850 

5            Balance 

SM75 

$525 

'     6            Actual  Mortgage  Payment  (3) 

$1,300 

$2,250 

7            Heat.  Utilrties  and  Maintenance 

$1,590 

$1590 

B           i  PITIUM  (4) 

$3x490 

$4 /MO 

9           '  Percent  Income,  PITIUM 

36  7% 

46.7% 

10           Actual  payment  after  deferral  (5) 

n/a 

n/a 

11           Revised  PfTI                                                                           n/a 

n/a 

12          Revised  PITIUM                                                  ,                n/a 

n/a 

13            Percent  Income.  PITIUM                                                          n/a 

n/o 

! 

(1)  Principal.  Interest.  Taxes,  and  Insurance 

i 

(2)  Conservative  estimate    Actual  cost  probably  1 ,25%  to  1 ,5%. 

i 

(3)  The  octual  payment  Is  Ihe  greater  of  1 )  the  difference  behween  ttie  baiortce  and  mortgoge  payment  S  6.5% 

and  2)  the  mortage  poyrrtent  91%                                                                                                              1 

(4)  Principal.  Interest,  Taxes,  Insurance,  Utilities  (Incl.  heat)  and  Maintenance 

(5)  Deferral  can  be  up  to  25%  of  mort,  payment  e  1%  lor  38  years    Limited  to  fams.  with  Inc.  at  or  below  50%  of  median. 

390 


A-18 


The  Effect  of  Ctxinglng  from  20%  to  30X  of  hcoin*  for  Pm  (1) 

FmHA  S«>ctlon  502  Home  Ovmenftlp  Loon  Program 

Coahoma,  Ms. 

1 

A.  Gtvens 

1          1  Mortgage 

S39flX) 

2           1  Annuol  Mortgage  Payment  O  1  %  for  38  years 

SI  ,236 

3           1  Annual  Taxes  and  Insurance 

S600 

4          1  Annual  Heat  and  UtPity 

SIJZQO 

1 

5           1  Annual  Maintenance  O  1  %  of  Mortgage  (2) 

S390 

1 

6           1  Annual  Family  Income 

S8,500 

1 

7           1  Annual  Mortgage  Payment  O  6.5% 

S2.775 

B    Calculations 

20%lorPfTI 

30%  lor  PITI 

1           ;  Mortgage  Paymertt  O  6.5% 

S2.775 

52,775 

2           IToxes  and  Insurance 

S600 

5600 

3           iPtTI 

S3J75 

53J75 

4          1  Less  Allotted  %  of  Income 

SI. 700 

S2550 

5           1  Balance 

S1J576 

5825 

'    6            Actual  Mortgage  Payment  (3) 

51,236 

51,950 

7           1  Heat.  Utilities  and  Maintenance 

51,590 

51590 

8           |PmuM(4) 

S3/426 

S4.140 

9           1  Percent  Income.  PmUM 

40.3% 

48.7% 

10          ;  Actual  payment  after  deferral  (5) 

5927 

n/a 

11          ;  Revised  PITI 

51,527 

n/a 

12          1  Revised  PmuM 

53,117 

n/a 

13           Percent  Income,  PITIUM                                      t               36.7% 

n/a 

1 

(1)  Principal.  Interest,  Taxes,  and  Insurance 

(2)  Consen/ative  estimate.  Actual  cost  probably  1,25Xlo  13%. 

(3)  The  actual  poyment  is  Iha  greoter  ofl)  t>»  dWewiitw  between  the  balance  and  mortgage  poymeirf  8  <  J%             | 

and  2)  ttie  mortage  payment  81%                                     | 

(4)  Principal,  Interest,  Taxes,  Insurance,  Utmies  OitcL  lieat)  aid  Maintenance 

(5)  Deferral  can  be  up  to  2S%  of  nxMt.  payment©  1%  kx  38  years.  UmBed  to  tarns,  with  Inc.  at  or  below  50%  of  medlan.l 
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A-19 


The  Eff»ct  of  Changing  from  20%  to  30%  of  Income  for  HTIH) 

as  a  Basis  lor  Datermining  interest  Credt  Subsidy  In  ttie 

FmHA  Section  502  Home  Ownership  Loan  Program 

1 

Ohio 

'                                                           1 

A    Givens 

1          1  Mortgage 

$55,000 

2          1  Annual  Mortgage  Payment  9  1  %  for  38  years 

SI. 742 

3           i  Annual  Taxes  and  Insurance 

S600 

4            Annual  Heat  and  Utility 

SI. 020 

5           Annual  Maintenance  9  t%  of  Mortgage  (2) 

S550 

6           1  Annual  Family  Income 

S12.S00 

7          1  Annual  Mortgage  Payment  O  6.5% 

S3.914 

B.  Calculations                                                                                    20%forPm 

30%forPm 

1          1  Mortgage  Payment  O  6.5% 

S3.914 

S3,914 

2          'Taxes  and  Insurance 

S600 

S600 

3        !Pm 

S4,514 

S4.514 

A          1  Less  Allotted  %  of  Income 

S2500 

53.750 

5           Balance 

S2.014 

S764 

*      6            Actual  Mortgage  Payment  (3) 

SI. 900 

S3.150 

7          i  Heat,  Utilities  and  Maintenance 

SI. 570 

SI  570 

a            PmUM  (4) 

S4.070 

S5.320 

9           1  Percent  Income.  PITIUM 

32.6% 

42.6% 

10          :  Actual  payment  after  deferral  (5) 

n/o 

n/a 

1 1           Revised  PITI 

n/a 

n/a 

12           Revised  PITIUM 

n/o 

n/a 

13           Percent  Income,  PITIUM                                      '                 n/a 

n/a 

i                                       1 

i 

(1)  Principal.  Interest,  Taxes,  and  Insurance 

(2)  Conservative  estimate.  Actual  cost  probably  1 .25%  to  1 .5%. 

(3)  The  actual  payment  is  me  greater  of  1 )  the  dIfferetKe  behween  the  balance  and  mortgogepoyment  9  i.S% 

and  2)  the  rrxjrtage  payment ei% 

(4)  Principal,  Interest,  Taxes,  Insurance.  Utilities  (Incl.  heat)  and  Maintenance                                                   ' 

(5)  Delerrai  can  be  up  to  25%  o(  mort.  payment  ©  1  %  for  38  years.  Limited  to  fams.  with  Inc.  at  or  below  50%  of  median. 
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A-20 


Th«  Effact  of  Changing  fiom  20%  to  30%  o(  Inconw  lor  PITI  (1) 

at  a  Boslt  lor  Detorrnining  Inlsract  Crsdtt  Subddy  in  ttw 

Ohio 

A.  Givans 

1 

Mortgage 

S55XD0 

2 

Annual  Mortgage  Payment  e  1%  for  38  years 

SI  .742 

3 

Annual  Taxes  and  Insurance 

$600 

4 

Annual  Heat  and  Utility 

$1X)20 

S 

Annual  Maintenance  O  1%  of  Mortgage  (2) 

S550 

6 

Annual  Family  Income 

siiax) 

7 

Annual  Mortgage  Payment  O  6.5% 

S3,914 

B.  Calculations 

20%torPITI 

30%  for  PIT! 

1           1  Mortgage  Payment  O  6.5% 

S3.914 

S3.914 

2           1  Taxes  and  Insurance 

$600 

S600 

3 

pm 

S4514 

S4.514 

4 

Less  Allotted  %  of  Income 

S2.200 

S3;300 

5            Balance 

S2.314 

$1,214 

'    -6            Actual  Mortgogo  Payment  (3) 

$1,742 

$2,700 

7           1  Heat ,  Utilities  and  Maintenance 

$1570 

SI  570 

8           1  PfTIUM  (4) 

$3,912 

S4.870 

9           1  Percent  Income,  PdlUM 

35.6% 

44.3% 

10          1  Actual  payment  aftef  deferral  (5) 

SI  407 

n/a 

n          1  Revised  Pm 

$1,907     = 

n/a 

12          !  Revised  PITIUM 

$3/477 

n/a 

13          1  Percent  Income.  PITIUM                                                     31 .6% 

n/a 

- 

(1)  Principal,  Interest.  Taxas,  and  insuranca                          | 

(2)  Consanrottve  estirTKite    Actual  cost  probably  1  ^%  to  1  j%. 

(3)  Ttie  actual  poymant  is  tha  graotar  o(  1)  tta  dffaranca  batwaan  Iha  bolanca  and  mortgaga  paymant  9  6.5%             | 

and  2)  the  mortage  paymant  81  %                                   | 

(4)  Principal,  Interest,  Taxes,  lnsurar>ca,  Utflttlas  Oik:!,  haat)  arid  MalntarKinca 

(5)  Deferral  can  be  up  to  25%  ol  mort.  payment  S  1  %  tor  38  years.  Umttad  to  lam.  wtfh  inc.  at  or  balow  50%  ol  median.  | 
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A-21 


The  E(l»ct  of  Changing  from  20%  to  30%  of  Incom*  lor  PITI  (1) 

OS  a  Basis  for  Datsrmining  Inf»r9st  CrsdH  Subsidy  In  th« 

FmHA  S«c>ion  S02  Horns  Ownaohip  loan  Program 

!                  1 

1                                                                    1 

Charim  Mix,  SD 

' 

A    GWens 

1          1  Mortgage 

S36JX0 

) 

2          1  Annual  Mortgage  Payment  0  1  %  for  38  years 

SI. 140 

1 

3           ■  Annual  Taxes  and  Insurance                              i                S980 

4          i  Annual  Heat  and  Utilrly 

SI. 920 

5          1  Annual  Maintenance  9  1  %  of  Mortgage  (2) 

S360 

6            Annual  Family  Income 

S12XaD 

7           ■  Annual  Mortgage  Payment  O  6.5% 

S2i62 

B.  Calculations                                                                                    20%  for  PIT! 

30%  for  Pni 

i 
1 

1           !  Mortgage  Paymerrf  O  6.5% 

S2562 

S2i62 

2            Taxes  and  Insurance 

S980 

S980 

3           iPfTI 

S3A42 

S3 .542 

4           ,  Less  Allotted  %  of  Income 

S2/KD 

S3 ,600 

5           1  Balance 

$1,142 

(S58) 

'      6           1  Actual  Mortgage  Payment  (3)                           !              SM20 

S2,620 

7           >  Heat,  Utilities  and  Maintenance                                      32,280 

S2.280 

8           •  PmuM  (4) 

54,680 

S5.880 

9            Percent  Income,  PITIUM 

39.0% 

49.0% 

10           Actual  payment  after  deferral  (5) 

n/a 

n/a 

11          i  Revised  Pm                                                                       n/o 

n/a 

12           Revised  PfTIUM                                                                      n/a 

n/a 

13           Percent  Income,  PITIUM                                      i                 n/a 

n/a 

1 

1 
1 

(1)  Principal.  Int»r«$t.  Taxes,  and  Insuranca 

1 

(2)  Consenrotivsestimato.  Actual  cost  probably  1.25%  to  1.5%.                                                                     | 

(3)  The  octual  payment  is  the  greater  of  1 )  the  dHference  behveen  ttie  balance  ond  mortgage  payment  9  6.5% 

and2)  ttie  rTK)rtogepoyment©l%                                                                        i 

(4)  Principal.  Interest.  Taxes,  Insurance,  Utilities  (Incl.  tteot)  and  Maintenance 

(5)  Delerrol  can  be  up  to  25%  of  mort.  payment «  1  %  (or  38  years.  UnrHfed  to  tarns,  wtth  inc.  at  or  below  50%  of  median. 
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i 

as  a  icais  tor  Dafsrmlning  IntarMt  Cmdt  Subiicty  In  Ih* 

1 

FmHA  Section  S02  Home  Owneohlp  Loan  Program 

ChariM  Mix,  SD 

A.  G(v«ns 

I          I  Mortgaae 

S36J0OO 

2           1  Annual  Mortgoge  Payment  C  1%  for  38  yoois 

S1.140 

3           1  Annual  Taxes  and  Insurance 

S980 

4           i  Annuel  Heat  and  Ufilfty 

SI. 920 

5           1  Annual  Maintenance  C  1  %  of  Mortoage  (2) 

S3«) 

6           !  Annual  Fomily  Income 

SlOflXJ 

7          1  Annual  Mortgage  Payment  O  6.5% 

S2562 

1 

; 

B.  Calculations 

20%  lor  PIT! 

30%forPfTI 

1           1  Mortgage  Payment  O  6.5% 

$2,562 

$2562 

2           :  Taxes  and  Insurance 

3980 

$980 

3            P(TI 

S3  542 

$3542 

4          ,  Less  Allotted  %  of  Income 

S2XXD 

S3  XXX) 

5           '  Balance 

SI542 

$542 

'     6            Actual  Mortgage  Payment  (3) 

SI. 140 

S2D20 

7           Heat.  Utilities  and  Maintenance 

S2.280 

S2.280 

6           'PfTIUM(4) 

S4/«0 

S5.280 

9            Percent  Income.  PUIUM 

44.0% 

52.8% 

10           Actual  payment  after  deferral  (5) 

$855 

n/a 

11           Revised  Pm                                                                        SI. 835    ' 

n/o 

12            Revised  PITIUM 

S4.II5 

n/a 

13           Percent  Income.  PITIUM 

41.2% 

n/o 

1 

(1)  Principal,  Interest.  Taxes,  and  Insurance 

(2)  Consen/ative  estirryate.  Actual  cost  probably  1.25%  to  1J%. 

(3)  The  actual  payment  is  me  greater  of  1 )  Vie  dftorenca  between  ttw  bdoTKe  and  mortgage  payment  a  6.5% 

and  2)  ttie  rrxirtage  payment  91%                                      \                                                                               j 

(4)  Principal.  Interest.  Taxes,  Insurance.  UtiaitOT  Ond.  twat)  and  Maintenance 

(5)  Deterral  can  be  up  to  25%  of  mort.  payments  1%  for  36  yeoB.  Umlled  to  form,  wttti  Inc.  at  or  betow  50%  of  median. 
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The  E/t»ct  of  Changing  from  20X10  30%  o«  Income  (Of  PtTMl) 

as  a  Basis  (or  [>«t»m«ung  IntwMt  CrMit  Subsidy  in  m* 

FmHA  Section  502  Home  Ownanhip  Loan  Program 

i 

1 

Brown.  Tx. 

1                                                                         i 

1 

A    GWens 

1 

1           Mortgage 

S45xb00 

2            Annual  Mortgage  Payment  0  1%  for  38  years 

S1A45 

3           1  Annual  TcKas  and  Insurance                              i              SI,  130 

4           lAnnual  Heat  and  Utility                                       1              SI 560 

5          1  Annual  Maintenance  O  1  %  of  Mortgage  (2)                  S456 

6           1  Annual  Family  Income                                                     S12XXX3 

7           1  Annual  Mortgage  Payment  O  6.5% 

53,245 

1 

B    Calculations                                                                                    201t(otP(TI 

30%fOfPlTI 

1          ,  Mortgage  Payment  O  6.6% 

53,245 

53,245 

2           Taxes  and  Insurance 

$1,130 

51,130 

3            PITl 

S4J75 

S4J75 

4          ,  Less  Allotted  %  of  Income 

S2A)0 

53,600 

5            Balance 

SI, 975 

5775 

'     6           1  Actual  Mortgage  Payment  (3) 

51,445 

52^170 

7          1  Heat.  Utilities  and  Maintenance                                    S2X)16 

52,016 

8           lPmUM(4)                                                             1              S4591 

55,616 

9            Percent  Income.  PmUM                                      i               38.3% 

46.8% 

10          i  Actual  payment  after  deferral  (5) 

51,083 

n/a 

n          1  Revised  Pm 

52,213 

n/o 

12           Revised  PmuM 

54,229 

n/a 

13           Percent  Income.  PmUM                                      i               35.2% 

n/a 

\ 

1 

(1)  Principal.  Interest.  Taxes,  and  Insurance 

(2)  Coruervative  estimate.  Actual  cost  probobty  1 .25%  to  1  J%.                              i 

(3)  The  actual  paynwnf  is  the  greater  o(  1)  ttw  dfference  between  ttie  balance  and  nwrtgoge  paynrtent  S  6.5% 

and  2)  the  mortage  payment  ei%                                                                        ' 

(4)  Principal,  Interest.  Taxes.  Insurance.  Utilities  (incl.  heat)  and  Maintenance         i 

(5)  Deferral  can  be  up  to  25%  of  morf.  payment  ©  t  %  for  38  yean.  Limited  to  fams.  with  Inc.  at  or  below  50%  o(  median. 
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The  B(»ct  of  Changing  from  20%  to  30%  of  Inconrw  for  PITI  ( 1 ) 

OS  a  Basis  for  Datarmlning  Intarmt  CndH  Subsidy  In  th« 

FmHA  S«ctlon  502  Horrw  Ownmshlp  Loan  Program 

Brown,  Tx. 

A.  Glv«ns 

1 

Mortgage 

S45,600 

2 

Annual  Mortgage  Payment  O  1%  tor  38  years 

$1,445 

3 

Annual  Taxes  and  Insurance 

SI. 130 

4 

Annual  Heat  and  Utility 

S1A50 

5 

Annual  Maintenance  ©  1%  of  Mortgage  (2) 

S456 

6 

Annual  Family  Income 

S13,S00 

7 

Annual  Mortgage  Payment  9  6.5% 

S3.245 

B.  Calculations 

20%  for  PITI 

30%  for  PITI 

1 

Mortgage  Payment  O  6.5% 

S3.245 

S3 .245 

2 

Taxes  and  Insurance 

S1.130 

SI. 130 

3 

PITI 

S4.375 

S4.375 

4 

Less  Allotted  %  of  Income 

S2.700 

S4,050 

5 

Balance 

SI, 675 

S325 

'    6 

Actual  Mortgage  Payment  (3) 

SI. 570 

S2.920 

7 

Heat,  Utilities  and  Maintenance 

S2.016 

S2.016 

8 

PITIUM  (4) 

S4.716 

$6,066 

9           t  Percent  Income,  PITIUM 

34.9% 

44,9% 

10          1  Actual  payment  after  deferral  (5) 

n/a 

n/a 

11          1  Revised  Pdl 

n/a 

n/a 

12         1  Revised  PmuM 

n/a 

n/a 

13          1  Percent  Income,  PITIUM 

n/a 

n/a 

! 

' 

(1 )  Principal,  Interest.  Taxes,  and  Insurance 

(2)  Conservative  estlnxite.  Actual  cost  probably  1 .25%  to  1 .5%. 

(3)  The  actual  payment  is  the  greater  of  1)  the  difference  between  ttie  balance  and  nrtortgage  payment  0  6.5%             | 

and  2)  ttie  mortage  payment  9)%                                   \ 

(4)  Principal,  Interest,  Taxes,  Insurance,  Utilities  (Incl.  heat)  and  Maintenance 

(5)  Deferral  can  be  up  to  25%  of  morf  payment  e  1  %  for  38  years    Umlted  to  farm,  with  Inc.  at  or  below  50%  of  rf>edlan.  1 
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short  Summary 

Housing  and  Community  Development  Act  of  1994 

as  introduced  by 

Chairmcui  Henry  B.  Gonzalez 

Funding  Levels:  The  Housing  and  Community  Development  Act  of  1994 
authorizes  a  total  of  approximately  $29.6  billion  and  $30.4 
billion  for  fiscal  years  1995  and  1996,  respectively.  These 
programs  are  administered  through  the  Department  of  Housing  and 
Urban  Development  and  the  Farmers  Home  Administration.  The 
funding  levels  in  the  bill  represent  an  approximate  3%  increase 
above  the  levels  authorized  for  these  programs  in  fiscal  year 
1994.  Some  levels,  however,  have  been  inflated  by  3%  above  the 
amount  appropriated  in  FY  1994,  or  in  some  cases,  have  been 
increased  beyond  either  the  authorized  or  appropriated  levels.  Of 
the  $29.4  billion  authorized  for  fiscal  year  1995,  the  bill 
authorizes  approximately  $8.6  billion  for  HUD  piiblic  and  assisted 
housing  programs;  contains  a  such  sums  as  may  be  necessary 
authorization  for  Section  8  contract  renewals  and  amendments  in 
order  to  prevent  homelessness ;  provides  $2.2  billion  for  the  HOME 
Investment  Partnership  program;  provides  $558.8  million  for  the 
National  Homeownership  Trust;  authorizes  $685  million  for  the 
preservation  of  f ederally-sxibsidized  housing;  authorizes  $1.6 
billion  for  supportive  housing  for  elderly  and  disabled  persons; 
authorizes  $4.2  billion  for  the  Farmers  Home  Administration  rural 
housing  loan  and  grant  programs;  $4.5  billion  for  the  Community 
Development  Block  Grant  (CDBG)  program;  and  $1.3  billion  for  the 
McKinney  homeless  programs  under  the  Housing  Subcommittee's 
jurisdiction. 

Title  I  --  Housing  Assistance  --   Provides  various  revisions, 
clarifications,  and  technical  changes  to  existing  HUD  public  and 
assisted  housing  programs.   Program  changes  provided  for  in  the 
bill  include:  1)  disallowing  counting  as  earned  income  for  18 
months,  increases  in  income  due  to  the  employment  of  public 
housing  residents  who  were  previously  unemployed  for  a  year;  2) 
making  ceiling  rents  for  public  housing  units  reasonably  related 
to  the  rental  value  of  the  units;  3)  adding  "community  service 
activities"  by  residents  and  community  members,  as  an  eligible 
activity  for  planning  and  implementation  grants  under  the 
Revitalization  of  Severely  Distressed  Public  Housing  program,  and 
make  other  clarifying  changes  to  that  program;  4)  making  escrow 
savings  accounts  under  the  Family  Self  Sufficiency  program 
voluntary  instead  of  required.  Technical  changes  made  by  the  bill 
include:  1)  clarifying  the  definition  of  "families"  for  housing 
assistance  eligibility  purposes;  2)  eliminating  requirements 
under  the  Comprehensive  Improvement  Assistance  program  regarding 
identification  of  projected  replacement  needs  by  public  housing 
authorities;  3)  requiring  that  all  new  amendments  to  public 
housing  provisions  in  Title  I  of  the  United  States  Housing  Act  of 
1937  be  applicable  to  Indian  housing  authorities  and  Indian 
housing  unless  otherwise  stated. 
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Provides  for  the  merger  of  the  Section  8  certificate  and  voucher 
rental  assistance  programs  into  a  single  rental  assistance 
program.   Combines  and  restates  many  current  law  section  8 
provisions,  removes  outdated  provisions,  and  generally  clarifies 
and  streamlines  section  8  rental  assistance  provisions.   This 
provision:  1)  maintains  the  current  law  certificate  program 
requirement  that  a  low- income  tenant  cannot  pay  more  than  30%  of 
their  adjusted  gross  income  for  rent;  2)  strengthens  privacy 
protections  involving  income  reviews  of  low- income  families 
receiving  assistance;  3)  requires  the  lease  between  the  owner  and 
tenant  to  contain  terms  and  conditions  for  the  termination  of  a 
tenancy,  including  a  written  notice  requirement;   4)  eliminates 
the  current  law  limitation  that  PHAs  can  only  use  15%  of  their 
section  8  assistance  for  project-based  assistance;  5)  requires 
PHAs  to  provide  counseling  on  housing  opportunities  for  section  8 
recipient  families;  and  6)  revises  the  current  law  portability 
provisions  by  making  a  twelve  month  residency  requirement 
discretionary  with  a  PHA,  and  providing  additional  rental 
assistance  funds  for  portability  for  PHAs. 

Extends  the  authority  for  the  National  Homeownership  Trust  and 
authorizes  funding  for  the  HOPE  for  multifamily  and  single  family 
housing  programs.   Provides  HUD  the  authority  to  provide 
refinancing  incentives  for  section  235  mortgages.  Provides  an 
expanded  authorization  for  housing  counseling. 

Establishes  the  Community  Partnerships  Against  Crime  program, 
which  expands  the  current  public  and  assisted  housing  drug 
elimination  grant  program,  authorizing  HUD  to  issue  grants  to 
PHAs  and  owners  of  federally  assisted  low- income  housing  for 
efforts  directed  to  preventing  and  eliminating  all  types  of  crime 
in  and  around  public  and  other  federally  assisted  housing. 
Provides  that  grants  are  to  be  issued  for  two  years,  with  one- 
year  grants  renewable  for  an  additional  four  years  available  to 
PHAs  with  especially  severe  crime  problems. 

Establishes  a  separate  authorization  for  the  Public  Housing  Youth 
Sports  Program.   Provides  a  separate  authorization  for 
Youthbuild. 

Clarifies,  coordinates,  and  expands  requirements  under  the 
multifamily  planning  and  investment  strategies,  the  flexible 
subsidy  program,  the  capital  improvements  program,  and  loan 
management  set  aside  program  so  that  each  program  provides 
effective  tools  to  prevent  mortgage  defaults  on  HUD  insured  and 
HUD  assisted  projects. 

Title  II  --   Home  Investment  Partnerships  --   Establishes  a  flat 
match  of  25  percent  for  all  HOME  eligible  activities.   Provides 
technical  changes  to  the  HOME  Investment  Partnerships  Program 
which  are  intended  to  simplify  the  administration  of  the  program 
in  an  effort  to  increase  and  speed  up  usage  of  the  program, 
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including  adding  instrumentalities  of  state  agencies  as  eligible 
grantees;  simplifying  income  targeting,  clarifying  the  definition 
of  eligible  homebuyer  and  usage  of  recaptured  homeownership  grant 
funds;  clarifying  comprehensive  housing  af fordability  strategy 
certification  requirements;  repealing  separate  audit  requirement; 
defining  environmental  review  requirements  and  delegation  of 
review  requirements;  amd  clarifying  the  relationship  between  CDBG 
funds  and  HOME  funds  for  administration  and  service  delivery. 
Requires  a  GAO  study  of  HOME  program  fund  usage. 

Title  III  --  Supportive  Housing  Programs  --  Provides 
authorizations  for  the  supportive  housing  for  the  elderly  and 
supportive  housing  for  persons  with  disabilities;  the  elder 
cottage  housing  demonstration  program,  the  revised  congregate 
housing  services  program,  and  service  coordinators  in  mixed 
populations  buildings.   Establishes  the  elderly  independence 
demonstration,  separate  from  the  HOPE  program. 

Makes  several  changes  to  the  Housing  Opportunities  For  Persons 
with  AIDS  program,  including  making  non-profits  that  provide 
technical  assistance  eligible  for  nonformula  allocation  funding, 
and  requiring  grantees  to  estaiblish  and  implement  a  process  for 
ensuring  coordination  and  community  input  in  planning  for  and 
providing  services. 

Title  IV  --  Mortgage  Insurance  and  Secondary  Mortgage  Market  -- 
Authorizes  the  Secretary  to  enter  into  commitments  to  insure 
mortgages  under  the  National  Housing  Act  for  a  reauthorized 
amount  to  be  appropriated  for  FY  1995  and  FY  1996.   Extends  the 
Federal  Housing  Administration  Board's  date  of  termination  to 
January  1,  1997.   Extends  the  Secretary's  authority  to  insure 
home  equity  conversion  mortgages  for  the  elderly  until  September 
30,  1996.   Clarifies  the  requirements  of  the  multifamily  risk 
sharing  Demonstration  and  the  state  housing  finance  pilot 
program.   Reauthorizes  appropriations  for  the  Indian  Housing 
Guarantee  Loan  Program.   Establishes  aggregate  limits  for  GNMA 
guarantees  of  mortgage  backed  securities. 

Establishes  the  "Multifamily  Housing  Property  Disposition  Reform 
Act"  to  ensure  the  preservation  of  all  units  for  very  low  and  low 
income  tenants,  current  and  future,  and  to  accelerate  the 
disposition  of  the  inventory  of  HUD  held  mortgages  and  HUD  owned 
properties.  Provides  a  simpler  and  less  rigid  approach  than 
current  law,  placing  the  reforms  in  more  of  a  market  context; 
providing  required  section  8  assistance  and  rent  restrictions; 
providing  discretionary  assistance  including  short  term  loans,  up 
front  grants  and  loans,  discounted  sales  prices,  transfers  for 
public  housing  and  section  202  and  section  811  housing;  and 
alternative  uses  equal  to  5%  of  those  units  disposed  of  in  any 
one  fiscal  year;  and  providing  predictable  streams  of  income  for 
all  properties  either  through  section  8  assistance  or  flat  rents 
so  acquisition  and  rehabilitation  costs  can  be  financed  in  the 


400 


marketplace. 

Reauthorizes  appropriations  and  extends  the  Emergency  Homeowners 
Relief  Act  of  1975  for  FY  1995  and  1996.   Amends  the  program  to 
provide  mortgage  relief  to  single  family  homeowners,  upon  the 
Congress'  finding  that  homeowners  are  experiencing  severe 
economic  hardship  due  to  unemployment  or  income  reduction  that  is 
causing  them  to  default  on  their  mortgage. 

Title  V  --  Rural  Housing  --  Clarifies  requirements  for  moratoria 
and  for  reamortizing  section  502  single  family  loans  and  makes 
the  deferred  mortgage  program  permanent.   Establishes  a  technical 
assistance  program  for  Native  American  areas  to  enable  tribes  and 
members  of  tribes  to  apply  for  rural  housing  program  assistance. 
Establishes  a  streamlined  refinancing  program  for  the  section  515 
rural  rental  housing  program  and  provides  permanent  authorization 
for  the  section  515  program.   Provides  technical  and  clarifying 
changes  for  the  rental  housing  prepayment  program.   Extends  the 
designation  period  for  the  targeted  underserved  areas  program 
from  1  year  to  2  years,  except  on  tribal  lands  where  the 
designation  will  be  in  place  for  3  years  and  extends  the 
nonprofit  set  aside  for  the  section  515  program.   Establishes  a 
set  aside  for  new  projects  of  rental  assistance  and  provides  for 
operating  assistance  in  lieu  of  rental  assistance  for  migrant 
farmworker  housing.   Establishes  a  rural  community  development 
initiative  to  attract  foundation  and  other  private  funding  for 
capacity  building  for  nonprofit  intermediaries  in  rural  areas  and 
establishes  a  delegated  processing  demonstration  for  section  502 
loans  in  underserved  areas. 

Title  VI  --  Community  Development  --  Reauthorizes  the  following 
programs  to  be  appropriated  for  FY  1995  and  FY  1996:  (1)  the 
Community  Development  Block  Grant  (CDBG)  program,  (2)  the  section 
108  loan  guarantee  program,  (3)  Special  Purpose  Grants  for 
insular  areas,  historically  black  colleges,  states  or  units  of 
local  government  that  jointly  apply  for  a  grant  with  an 
institution  of  higher  learning  to  conduct  eligible  activities, 
work  study  grants  for  minority  and  economically  disadvantaged 
students,  state  and  local  governments  whose  initial  grant  was 
miscalculated,  technical  assistance,  planning  community 
development  and  economic  diversification  activities,  (4) 
Neighborhood  Reinvestment  Corporation,  (5)  John  Heinz 
Neighborhood  Development . 

Amends  the  CDBG  loan  guarantee  program  to  enable  CDBG  recipients 
participating  in  the  loan  program  to  apply  for  grants  that  will 
buy-down  interest  rates  or  create  loan  loss  reserves.   Provides 
that  funding  for  these  grants  will  be  acquired  from  monies 
recaptured  from  allocated,  but  not  expended.  Urban  Development 
Action  Grants.   Requires  that  the  grants  be  distributed  in 
conjunction  with  section  108  loans  to  applicants  proposing  to 
conduct  economic  development  activities  that  meet  the  existing 
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CDBG  criteria. 


Increases  activities  under  the  CDBG  loan  program  to  enable 
colonias  to  participate  in  the  loan  guarantee  program  in  order  to 
conduct  public  works  activities.   Extends  the  authority  of  the 
colonias  program  to  September  30,  1996. 

Title  VII  --  Regulatory  and  Miscellaneous  Programs  -- 
Reauthorizes  the  following  programs  to  be  appropriated  for  FY 
1995  and  FY  1996:  (1)  Fair  Housing  Initiatives  Program,  (2)  HUD 
Monitoring  and  Research,  (3)  HUD  Salaries  and  Expenses,  (4)  HUD 
Research  and  Development,  (4)  National  Institute  of  Building 
Sciences,  (5)  Lead  Based  Paint  Hazard  Reduction,  (6)  New  Towns 
Demonstration  Program,  and  (7)  National  American  Indian  Housing 
Council.  Authorizes  the  Housing  Assistance  Council.   Clarifies 
subsidy  layering  review  requirements. 

Title  VIII  --  Housing  Programs  under  Stewart  B.  McKinney  Homeless 
Assistance  Act  --  Reauthorizes  existing  McKinney  homeless 
programs  administered  by  HUD. 
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HOnSZNO  AMD  CQMMDNXTY  DSVELOPMKNT  ACT  OF  1994 
SBCnON-BT-SECTIQN  ANALYSIS 

Sec.  1.  Short  Tltl*  mnd  T«bl«  of  Contents. 

Provides  that  this  Act  may  be  cited  as  the  Housing  and  Conununity 

Development  Act  of  1994 . 

Sec.  2.  Effective  Date. 

Provides  that  the  provisions  and  amendments  made  by  this  Act  are 
to  take  effect  smd  apply  upon  enactment,  unless  the  provisions  or 
amendments  specifically  provide  for  effectiveness  or 
applicedjility  upon  another  date  certain. 

TITLE  I  --  HOnsmO  ASSISTANCE 

Subtitle  A  --  General  Provlsione 

Sec.  101.  Low- Income  Houaing  Authorization. 

Provides  additional  aggregate  budget  authority  for  the  subsidized 
housing  programs  authorized  under  Sec.  5(c)  of  the  1937  Housing 
Act  of  $8,603,634,603  for  Fiscal  Year  (FY)  1995,  and 
$8,860,274,842  for  Fiscal  Year  1996.   These  totals  include: 

public  housing  grants,  $891,772,592  for  FY  1995,  and  $ 

918,525,770  for  FY  1996  (of  which  $276,171,263  and  $284,456,401 
is  available  in  each  fiscal  year,  respectively,  for  Indian  public 
housing) ; 

Section  8  assistance,  $2,122,546,291  for  FY  1995,  and 

$2,186,222,680  for  FY  1996; 

Major  redesign,  reconstruction,  and  redevelopment  of  existing 

obsolete  public  housing  projects  and  buildings,  $122,776,000  for 
FY  1995,  and  $126,459,280  for  FY  1996; 

Comprehensive  improvement  assistance  grants  (public  housing 

modernization),  $  3,327,106,000  for  FY  1995,  and  $3,426,919,180 
for  FY  1996; 

Section  8  family  unification  assistance,  $107,326,000  for  FY 

1995,  and  $110,545,780  for  FY  1996; 

Assistance  for  section  8  portability  provisions,  $100,000,000 

for  FY  1995,  and  $103,000,000  for  FY  1996. 

Section  8  assistance  for  property  disposition,   $571,650,000 

for  FY  1995,  and  $588,799,500  for  FY  1996; 
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Section  8  assistance  for  losm  management,  $216,798,520  for  FY 

1995,  and  $223,302,476  for  FY  1996; 

Extensions  of  esqiiring  section  8  contracts,  such  sums  as  may 

be  necessary  for  FYs  1995  and  1996; 

Section  8  contract  amendments,  such  sums  as  may  be  necessary 

for  FYs  1995  and  1996; 

—  Adjustments  to  annual  contributions  contracts  for  public 
housing  and  section  8  assistance  for  the  costs  of  providing 
service  coordinators,  $93,112,000  in  FY  1995,  and  $95,905,360  in 
FY  1996; 

Public  housing  lease  adjustments  emd  amendments,  such  sums  as 

may  be  necessary  for  FYs  1995  and  1996; 

Section  18  assistance  for  replaceir.ent  housing  for  demolished 

or  disposed  of  units,  $200  million  for  FY  1995  and  $206  million 
for  FY  1996,  of  which  75%  shall  be  available  for  providing  public 
housing  units  and  25%  available  for  providing  Section  8  units  in 
each  fiscal  year; 

Conversions  from  Section  23  leased  housing  to  Section  8, 

$3,960,000  for  each  FY  1995  and  1996; 

Grants  under  section  24  for  revitalization  of  severely 

distressed  public  housing,  not  more  tham  $801,587,200  for  FY 
1995,  and  $825,634,816  for  FY  1996. 

Sec.  102.  Definition  of  Families. 

Makes  a  technical  change  to  the  definition  of  "families"  under 
section  3(b) (3) (B)  of  the  United  States  Housing  Act  of  1937  to 
clarify  that  families  eure  not  required  to  include  children  in 
order  to  be  eligible  for  housing  assistance. 

Sec.  103.  Family  Self  Sufficiency  Program 

Authorizes  to  be  appropriated  $26,677,000  in  fiscal  year  1995  and 
$27,477,310  in  fiscal  year  1996  for  service  coordinators  under 
the  family  self  sufficiency  program.   Also,  makes  various  chamges 
to  the  escrow  requirements  in  existing  law.  Makes  the  escrow 
savings  account  voluntary  instead  of  required.   Provides  that 
amounts  in  the  escrow  accounts  may  be  withdrawn  if  contract 
obligations  are  met  according  to  the  goals  and  terms  in  the 
contract  and  under  other  circumstances  as  determined  by  the 
public  housing  agency  with  the  approval  of  the  Secretary. 
Permits  a  housing  authority's  plan  to  require  the  establishment 
of  an  escrow  account,  to  describe  procedures  for  release  of 
escrowed  amounts,  and  any   other  incentives  designed  by  the 
housing  authority.  Repeals  the  incentive  award  allocation  of 
section  8  assistance. 
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Subtitle  B  --  P\:bllc  and  Indian  Bousing 

Sec.  111.   Disallowance  of  Earned  Income  For  Residents  Who  Obtain 
Sfi^loyi&ent . 

Amends  section  3  of  the  1937  Housing  Act  to  allow  formerly 
xinemployed  public  housing  residents  to  work  without  being 
penalized  by  rent  increases  due  to  increased  income.   Disallows 
covinting  as  earned  income,  for  18  months,  increases  in  income  due 
to  the  employment  of  public  housing  residents  who  become  employed 
after  having  been  unen^jloyed  for  at  least  a  year. 

Provides  that  to  the  extent  that  this  provision  results  in 
additional  costs,  the  provision  shall  be  effective  only  to  the 
extent  that  amounts  to  cover  such  additional  costs  are  provided 
in  advance  in  appropriations  Acts. 

Deletes  the  current  18  month  disallowance  provision  under  section 
3 ,  which  only  disallowed  counting  as  income  the  earnings  and 
benefits  of  any  public  housing  residents  resulting  from 
participation  in  various  Federal,  State  or  local  employment 
training  programs.   Provides  that  the  current  section  3  provision 
is  to  govern  public  housing  residents  currently  participating  in 
employment  training  programs. 

Conforms  section  957(a)  of  the  Crem.ston-Gonzalez  National 
Affordcible  Housing  Act,  to  the  change  made  by  this  section. 
Section  957(a)  limits  the  amount  per  year  that  rents  can  be 
increased  in  federally  assisted  housing  due  to  increases  in 
income  of  a  previously  unemployed  resident . 

Sec.  112.  Celling  Rents. 

Amends  section  3 (a)  of  the  1937  Housing  Act  to  make  ceiling  rents 
for  public  housing  units  reasonaJsly  related  to  the  rental  value 
of  the  units.   Specifically,  amends  section  3(a) (2) (A) (iii)  of 
the  1937  Housing  Act  to  provide  that  ceiling  rents  set  by  public 
housing  authorities  (PHAs)  may  not  exceed  a  maximum  amount  that 
is  not  less  than  the  reasonaible  rental  value  of  a  unit  as 
determined  by  HUD.   Deletes  the  current  requirement  that  ceiling 
rents  set  by  PHAs  may  not  exceed  a  maximum  amount  that  is  not 
less  than  the  average  monthly  amount  of  debt  service  and 
operating  expenses  attributaible  to  dwelling  units  of  similar  size 
in  public  housing  projects  owned  euid  operated  by  the  PHA. 

Provides  that  this  new  ceiling  rent  limitation  is  not  to  be 
applied  by  a  PHA  to  any  family  residing  in  a  public  housing 
project  who,  for  36  consecutive  months  (beginning  after  the  date 
of  enactment  of  this  Act) ,  has  an  income  exceeding  the  income  of 
a  low- income  family,  and  who  has  had  their  rent  determined  under 
the  new  ceiling  rent  limitation  during  that  period. 

Requires  HUD  to  issue  regulations  to  carry-out  this  new 
provision,  after  notice  and  opportunity  for  public  comment. 
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Sec.  113.   Major  Recozi«tructioa  of  Obsolate  Pro j acts. 

Amends  section  5(j) (2)  of  the  1937  Housing  Act  to  authorize  HDD 
to  provide  assistance  for  the  redesign,  reconstruction  or 
redevelopment  of  obsolete  public  housing.   Eliminates  the  current 
law  provision  authorizing  a  set -aside  for  such  assistance  from 
public  housing  development.   Requires  HDD  to  set-aside  5%  of 
amounts  authorized  in  FY  1995  and  FY  1996  for  the  redesign  and 
reconstruction  of  obsolete  projects  designated  for  occupancy  by 
dised)led  families. 

Sec.  114.   New  Construction  of  Projects  for  Disabled  Faailies. 
Requires  HDD  to  reserve  in  FY  1995  and  FY  1996  not  less  than  5\ 
of  any  amounts  appropriated  in  those  yeeirs  for  public  housing 
development  costs,  for  costs  for  development  or  acquisition  of 
public  housing  projects  or  buildings  designated  for  occupancy  by 
disabled  families  (section  5(j) (3) (A)  of  the  1937  Housing  Act) . 

Sac.  115.   Pviblie  Housing  Oparating  Subsidies. 

Authorizes  for  public  housing  operating  subsidies  (section  9(c) 
of  the  1937  Hovising  Act)  $2,750,000,000  for  FY  1995,  and 
$2,832,500,000  for  FY  1996. 

Authorizes  for  FY  1995  and  for  FY  1996,  such  sums  as  may  be 
necessary  to  provide  each  PHA  with  the  difference  between  those 
amounts  appropriated  to  the  PHA  in  each  of  those  years  and  all 
funds  for  which  the  PHA  is  eligible  to  xinder  the  performance 
funding  system  without  adjustments  for  estimated  or  unrealized 
savings . 

Authorizes  FY  1995  and  for  FY  1996,  such  sums  as  may  be  necessary 
for  the  costs  of  adjustments  to  income  and  adjusted  income  under 
sections  573 (b)  and  (c)  of  the  Cranston-Gonzalez  National 
Affordable  Housing  Act. 

Sec.  116.  Elimination  of  Requirement  to  Identify  CZAP  Replacement 
Needs . 

Deletes  sections  14(d) (2)  and  14(f) (1) (B)  of  the  1937  Housing  Act 
to  eliminate  requirements  under  the  Comprehensive  Improvement 
Assistance  program  (CIAP)  regarding  identification  of  projected 
replacement  needs  by  PHAs .   Makes  other  technical  conforming 
changes  to  sections  14(d)  and  14(f)  of  the  1937  Housing  Act. 

Sec.  117.  Public  Housing  Vacancy  Reduction. 

Extends  the  set -aside  of  funds  under  the  public  housing 
modernization  program  for  the  Public  Housing  Vacauicy  Reduction 
program  established  in  the  Cranston -Gonzalez  National  Affordable 
Housing  Act  of  1990. 
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Sec.  118.   Replacement  Housing  For  Demollahed  or  Disposed  Public 

Bousing . 

Amends  section  18(e)  of  the  1937  Housing  Act  to  authorize  HUD  to 
provide  assistance  for  replacement  housing  for  demolished  or 
disposed  of  units,  and  to  authorize  section  8  assistemce  for  such 
replacement  housing.   Eliminates  current  law  set -asides  for  such 
assistemce. 

Sec.  119.   Pxiblic  Housing  Resident  Management. 

Authorizes  $5  million  for  each  of  FY  1995  and  FY  1996,  for  the 
public  housing  resident  management  program  (section  20  of  the 
1937  Housing  Act) . 

Sec.  120.  Public  Housing  Family  Investment  Centers. 
Authorizes  $26,831,500  for  FY  1995,  and  $27,636,445  for  FY  1996, 
for  public  housing  family  investment  centers  (section  22  of  the 
1937  Housing  Act) . 

Sec.  121.  Revltallzatlon  of  Severely  Distressed  Public  Housing. 
Provides  various  amendments  to  section  24  of  the  1937  Housing 
Act,  the  Revitalization  of  Severely  Distressed  Public  Housing 
program.   Increases  the  maximum  plaiuiing  gremt  under  the  program 
from  $200,000  to  $500,000. 

Adds  as  an  eligible  activity  under  both  planning  emd 
implementation  grants,  community  service  activities  which  would 
be  carried  out  by  residents,  community  members,  and  other  persons 
willing  to  contribute  to  the  social,  economic,  or  physical 
improvement  of  the  community.   Adds  as  an  application 
requirement,  for  both  planning  and  implementation  grants,  a 
description  of  proposed  community  service  activities,  to  the 
extent  applicants  are  seeking  funds  for  such  activities. 

Increases  from  15%  to  20%  the  amount  of  implementation  funds 
which  may  be  used,  for  support  services.   Requires  that  an  amount 
equal  to  15%  of  the  amount  devoted  to  support  services  be 
contributed  from  non- federal  sources  in  the  form  of  cash, 
administrative  costs,  and  the  reasonable  value  of  in-kind 
contributions,  and  may  include  funding  under  the  Community 
Development  Block  Grant  program  (Title  I  of  the  Housing  and 
Community  Development  Act  of  1974) . 

Amends  the  implementation  grant  selection  criteria  to  include  the 
"quality  of  the  proposed"  revitalization  program,  and  eliminates 
from  the  criteria,  the  "potential  of  the  applicant  for  developing 
a  successful  and  affordable  revitalization  program." 

Simplifies  the  definition  of  "severely  distressed  public 
housing" .  Eliminates  certain  characteristics  which  must  be 
demonstrated  to  meet  the  definition  under  current  law. 
Eliminates  the  requirement  that  only  developments  in  PHAs  who  are 
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designated  as  "troubled"  under  section  6(j)(2)  of  the  1937 
Housing  Act  meet  the  definition. 

Defines  "support  services"  and  "comnninity  service"  for  purposes 
of  this  section. 

Sec.  122.    Applicability  of  Public  Hmislng  Amendnenta  to  TTl<^^»w 

Houaing. 

Requires  that  all  new  public  housing  provisions  (in  Title  I  of 
the  Housing  Act  of  1937)  be  applicable  to  Indian  housing 
authorities  and  Indian  housing  unless  otherwise  stated.  Requires 
that  this  change  will  not  affect  any  provisions  previously 
applied  or  not  applied  prior  to  enactment  of  this  change. 
Requires  that  certain  provisions  included  in  the  Housing  cuid 
Comminiity  Development  Act  of  1992  affecting  public  housing  apply 
to  the  Indian  housing  program:  certain  exclusions  from  income  of 
social  security  benefits;  change  in  tenant  preferences;  changes 
in  public  housing  operating  subsidies;  changes  to  demolition  and 
disposition  requirements;  changes  in  the  section  21  piiblic 
housing  homeownership  program;  piiblic  housing  consent  form;  and 
clarification  that  receipt  of  utility  allowances  in  Indian 
housing  will  not  affect  the  level  of  assistance  from  other  meems 
tested  programs  including  but  not  limited  to  the  Low  Income 
Housing  Energy  Assistance  Program. 

Sec.  123.   Pxibllc  Bousing  Early  Childhood  Development  Services. 

Authorizes  for  public  housing  early  childhood  development  grants 
(section  222  of  the  Housing  and  Urban-Rural  Recovery  Act  of 
1983),  $15  million  for  FY  1995  and  $15,450,000  for  FY  1996. 

Sec.  124.   Indian  Eouaing  Childhood  Development  Services. 

Authorizes  for  the  Indian  Public  Housing  Early  Childhood 
Development  Demonstration  Procpram  (section  518  of  the  Crauiston- 
Gonzalez  National  Affordable  Housing  Act)  $5,580,540  for  FY  1995, 
and  $5,747,956  for.  FY  1996. 

Sec.  125.   Public  Bousing  One-Stop  Perinatal  Services 

Demonstration. 

Authorizes  for  the  piiblic  housing  one-stop  perinatal  services 

demonstration  program  (section  521  of  the  Cranston-Gonzalez 

National  Affordable  Housing  Act)  $214,652  for  FY  1995,  and 

$221,092  for  FY  1996. 

Subtitle  C  --  Section  8  Aaaistance 

Sec.  141.   Moving  To  Opportunity  For  Fair  Bousing. 

Authorizes  an  additional  $176,387,500  in  FY  1995,  and  an 
additional  $181,679,125  in  FY  1996,  for  section  8  tenant-based 
assistance  to  carry  out  the  Moving  To  Opportunity  for  Fair 
Housing  program  (Section  152  of  the  Housing  and  Community 
Development  Act  of  1992) .   Provides  that  of  the  amount 
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appropriated  in  FY  1995  and  1996  under  section  106  (a)  of  the 
Housing  and  Urban  Development  Act  of  1968  (HDD  technical 
assistance  and  counseling  to  tenants,  homeowners,  and 
communities),  $500,000  is  to  be  available  for  counseling  and 
other  activities  under  the  Moving  To  Opportunity  for  Fair  Housing 
program • 

Sec.  142.  Coamninlty  Invastmant  Damons txmtion  Program. 

Authorizes  $103  million  for  FY  1995,  and  $106,090,000  for  FY  1996 
for  the  Section  8  Community  Investment  Demonstration  Program 
(section  6  of  the  HDD  Demonstration  Act  of  1993) . 

Sac.  143.   Restatamant  and  Revision  of  Section  8  Rental 
Assistance  Program. 

a)  General:  Amends  section  8  of  the  Dnited  States  Housing  Act  of 
1937  to  merge  the  certificate  and  voucher  rental  assistance 
programs  into  a  single  rental  assistance  program.   Combines  and 
restates  the  current  rental  assistance  procprams  under  section  8, 
removes  outdated  provisions,  and  streamlines  and  clarifies  this 
section. 

b)  Annual  Contributions  Contracts  for  Rental  AssisteUice: 
Maintains  current  law  authority  regarding  annual  contributions 
contracts  between  HDD  and  PHAs.   Maintains  HDD's  current  law 
authority  to  enter  into  contracts,  and  perform  other  functions  of 
PHAs,  where  there  is  no  PHA  or  HDD  determines  the  PHA  is  unable 
to  implement  this  section.   Maintains  current  law  restriction 
that  HUD  may  not  consider  receipt  by  a  PHA  of  assistance  for 
supportive  housing  for  the  disabled  in  approving  or  determining 
the  amount  of  assistance  under  this  section. 

c)  Assistance  Contracts:  Maintains  current  law  authority 
regarding  annual  assistance  contracts  between  PHAs  and  owners. 

d)  Maximum  Monthly  Rent:  Maintains  current  law  requirements 
regarding  the  establishment  of  maximum  monthly  rents  and  the 
annual  adjustment  of  rents.   Maintains  current  law  provision  for 
rent  adjustments  due  to  increases  in  expenses,  and  lead-based 
paint  reduction.   Expands  current  law  rent  adjustment  provision 
for  drug-related  criminal  activity  to  include  all  criminal 
activity.  Maintains  current  law  limitations  on  rent  adjustments 
and  requirements  for  HUD  rent  comparability  studies. 

e)  Fair  Market  Rentals:  Authorizes,  as  provided  under  current 
law,  the  esteiblishment  of  fair  market  rents  and  the  annual 
adjustment  of  such  rents. 

f)  Amount  of  Monthly  Assistance  Payment: 

Provides  that  the  monthly  assistance  payment  with  respect  to  a 
unit  is  the  difference  between  the  applicable  meucimum  monthly 
rent  and  30%  of  the  family's  adjusted  gross-income.   Provides, 
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therefore,  that  a  tenant  iinder  this  program  cannot  pay  more  than 
30%  of  their  adjusted  gross  income  for  rent. 

Maintains  current  law  HUD  requirement  to  ensure  timely  increases 
of  assistance  payments  to  cover  rent  increases  or  decreases  in 
family  incomes. 

Maintains  current  law  requirement  for  em  cumual  review  of  family 
incomes,  and  adds  new  provisions  applying  existing  law  privacy 
protections  to  such  reviews,  and  providing  that  interim  income 
reviews  are  only  to  be  made  to  ensure  that  the  family  is  not 
paying  more  than  30*  of  their  income  for  rent. 

g)  Eligibility  of  Units  for  Assistance:  Maintains  current  law 
requirements  on  units  eligible  for  assistance  payments,  with  a 
technical  claurification  prohibiting  the  costs  of  an  unoccupied 
unit  from  being  charged  to  or  paid  by  the  family  vacating  the 
unit. 

h)  Other  Provisions  of  Assistauice  Contracts:   Maintains  current 
law  requirements  on  the  term  of  an   assistamce  contract,  tenant 
preferences,  and  tenant  selection  criteria,  including  the 
prohibition  of  a  preference  for  persons  previously  evicted  for 
drug-related  criminal  activity. 

Maintains  current  law  lease  term  requirements  between  the  tenant 
and  the  owner.   Adds  a  new  requirement  that  the  lease  contain 
terms  and  conditions,  including  vnritten  notice  requirements,  for 
the  termination  of  a  tenancy.   Maintains  ciorrent  law  requirements 
for  inclusion  of  termination  of  tenancy  provisions  in  assistance 
contracts. 

Maintains  current  law  requirements  for  assistemce  contract 
provisions  regarding  standards  for  maintenance  and  replacement  of 
units.   Adds  a  new  requirement  of  assistance  contracts,  allowing 
PHAs  to  withhold  assistance  amounts  if  the  PHA  determines  that  an 
assisted  unit  fails  to  comply  with  housing  quality  standards,  and 
allowing  the  withheld  amounts  to  be  used  by  the  PHA  to  make 
necessary  repairs  or  to  reimburse  the  tenant  for  such  repairs . 

i)  Project -Based  Assistance:  Eliminates  the  current  law 
limitation  that  PHAs  can  only  use  15*  of  their  section  8 
assistance  for  project-based  assistance.   Maintains  current  law 
provisions  regarding  15  year  terms  for  project -based  assistemce, 
and  provisions  regarding  service  coordinators. 

j)  Termination  of  Assistamce  Contracts:   Maintains  current  law 
provisions  regarding  termination  of  assistance  contracts 
including  one -year  written  notice  to  tenemts  and  to  HUD  of  the 
termination  (90  days  in  the  case  of  tenant-based  assistance) ,  emd 
review  of  the  legality  of  the  termination  by  HUD.   Requires  the 
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owner  to  provide  written  notice  to  the  tenants  of  the  HUD 
decision,  as  required  \inder  current  law,  and  adds  a  new 
requirement  that  HDD's  written  findings  also  be  provided  by  the 
owner  to  the  tenamt.   Adds  a  new  requirement  that  HDD,  in  the 
case  of  project -based  assistamce,  complete  its  review  of  the 
termination  and  issue  written  findings  within  9  months  after 
notice  of  such  termination  by  the  owner. 

k)  Rental  Assistance  for  Manufactured  Housing:  Maintains  current 
law  provisions  regarding  rental  assistance  for  low- income 
families  living  in  manufactured  homes. 

1)  Single  Room  Occupancy  Facilities:  Maintains  current  law 
provision  allowing  HDD  to  provide  assisteuace  to  single  room 
occupancy  facilities. 

m)  Housing  for  Elderly  and  Disabled  Families:   Maintains  current 
law  with  regard  to  section  8  assistance  for  elderly  and  disabled 
families,  including  shared  housing,  the  priority  for  non-elderly 
disabled  families,  preferences  for  the  elderly  and  the 
reservation  of  units  for  the  disabled. 

n)  Administrative  Fees:  Maintains  current  law  requirements  for 
HDD  establishment  of  fees  for  costs  incurred  by  PHAs  in 
administering  the  rental  assistance  program,  including  costs  for 
employing  service  coordinators.   Freezes  administrative  fees  for 
FY  1995  and  FY  1996  at  FY  1994  levels. 

o)  Portability  of  Assistance:   Changes  current  law  requirements 
regarding  portability  of  tenaint -based  rental  assistance  to  give 
a  PHA  the  discretion  to  require  that  a  family  may  only  use  such 
assistance  to  rent  an  eligible  unit  located  outside  the 
jurisdiction  of  the  PHA  approving  the  assistance  if  the  family 
has  rented  and  occupied  a  unit  within  the  jurisdiction  of  the 
original  PHA  for  not  less  them  12  consecutive  months. 

Provides  that  a  PHA  that  provides  tenant -based  rental  assistance 
to  more  than  300  families  and  that  elects  to  restrict  the 
portability  of  assistance  with  the  12  month  residency  requirement 
may  not  apply  the  restriction  with  respect  to  assistance  provided 
on  behalf  of  10  percent  of  the  number  of  families  receiving  such 
assistance  that  exceeds  300. 

Provides  additional  rental  assistance  funds  to  those  PHAs  into 
which  jurisdiction  section  8  tenants  have  moved  after  being 
provided  such  assistance  by  smother  PHA.   Provides  that  such 
additional  amounts  may  only  be  provided  to  the  PHA  in  em  amount 
equal  to  the  lesser  of:  1)  5  percent  of  the  total  amount  section 
8  assistance  received  by  the  PHA  for  the  fiscal  year;  or  2)  the 
amount  necessary  to  assist  25  percent  of  the  of  the  average 
annual  number  of  families  previously  assisted  by  the  PHA  who 
relinquish  such  assistance  in  a  year. 
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p)  Prohibition  of  Discrimination:  Maintains  ciirrent  law 
restrictions  prohibiting  PHAs  from  discriminating  against 
families  who  reside  in  public  housing  in  providing  section  8 
assistance,  and  restrictions  prohibiting  rental  discrimination  by 
owners  who  participate  in  the  program  against  families  who  have 
been  approved  for  section  8  assistance. 

q)  Special  Dses  Rental  Assistance:   Maintains  current  law 
requirements,  with  technical  corrections,  on  the  provision  of 
tenant  based  assistance  to  low- income  families  living  in 
rehabilitated  projects  who  are  required  to  move  out  of  their 
units  because  of  rehabilitation  or  overcrovrding,  or  who  because 
of  such  rehabilitation  mxist  pay  more  than  30%  of  their  income  for 
rent. 

Maintains  current  law  provisions  regaxding  loan  management 
assistance. 

Maintains  current  law  requirements  regaurding  use  and  allocation 
of  funds  for  family  unification  assistance. 

r)  Renewal  of  E^qpiring  Contracts  --  Maintains  cvirrent  law 
provision  on  the  renewal  of  expiring  section  8  contracts. 

s)  General  Provisions  --  Maintains  current  law  prohibition  on 
high-rise  elevator  projects  for  families  with  children,  emd 
current  law  provision  allowing  an  o%«ner  to  offer  an  assistance 
contract  as  security  for  a  loan  for  constructing  or 
rehabilitating  section  8  housing. 

Establishes  a  new  requirement  that  PHAs  that  provide  Section  8 
rental  assistance  to  low  income  families  are  to  make  available  to 
such  families  counseling  and  assistance  regarding  housing 
opportunities  in  the  PHA' s  area  of  jurisdiction,  including 
assistance  in  obtaining  new  rental  residences. 

t)  Homeownership  Option  --  Maintains  current  law  provisions,  with 
technical  conforming  changes,  authorizing  the  use  of  section  8 
assistance  for  homeownership  by  a  family  that  meets  certain 
eligibility  criteria. 

u)  Definitions:   Defines,  for  purposes  of  this  section,  annual 
contributions  contract,  assistance  contract,  debt  service,  drug- 
related  criminal  activity,  owner,  participating  jurisdiction, 
project  based  assistsmce,  rent,  rental  assistance,  and  tenemt 
based  assistance. 

Transition:   Provides  that  this  new  section  8  provision  is  to 
only  apply  to  assisteuice  contracts  entered  into  or  renewed  during 
FY  1995  or  thereafter.   Provides  that  current  law  is  to  apply  to 
assistance  contracts  entered  into  before  FY  1995 .   Requires  HUD 
to  take  any  action  necessary  to  ensure  that  section  8  assistance 
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currently  received  by  families  is  not  interrupted  by  the 
enactment  of  this  new  section  8  provision. 

Conforming  Amendments :   Makes  technical  conforming  amendments  to 
housing  statutes  referencing  section  8. 

Subtltl*  D  --  HaoMownarshlp  Assist«ne« 

Sec.  151.  HOPE  Eamaownerahip  Prograns. 

Authorizes  for  appropriation  $100  million  in  each  fiscal  year 
1995  and  1996  for  grants  under  the  HOPE  for  multifamily  housing 
and  HOPE  for  single  family  housing  programs.   Establishes  a 
required  match  of  25  percent  instead  of  33  percent  for  the  HOPE 
programs . 


Sec.  152.   National  Haneownerahlp  Trust 

Extends  the  authority  of  the  Trust  until  September  30,  1996. 
Authorizes  $558,809,562  for  FY  1995,  ouad  $575,573,849  for  FY  1996 
to  be  used  to  provide  dovmpayment  assistsuice  or  interest  rate 
buydowns  for  first -time  homebuyers. 

Sec.  153.  Section  235  Mortgage  Refinancing 

Amends  section  235 (r)  of  the  National  Housing  Act  (the 
refinancing  program  for  section  235  mortgages)  to  authorize  HUD 
to  do  the  following:  (1)  insure  a  section  235  mortgage  that 
includes  am  amount  covering  the  cost  of  refinancing  that  mortgage 
(section  235 (r) (2) (C) ) ,  (2)  provide  incentives  to  mortgagees,  in 
addition  to  incentives  already  permitted  for  mortgagors  under 
current  law,  to  refinouice  section  235  mortgages,  and  (3)  use 
funds  recaptured  from  assistance  payments  contracts  relating  to 
the  refinanced  mortgages  to  pay  mortgagors  amd  mortgagees  for 
refinancing  costs  auid  incentives. 


-Subtitle  E  --  Other  Progri 

Sec.  161   Comnrunity  Partnerships  Against  Crime 

General:  Revises  sections  5121,  5122  and  5123  of  the  Anti-Drug 
Abuse  Act  of  1988  to  establish  the  "Community  Partnerships 
Against  Crime  Act  of  1994." 

Purposes:   Provides  that  the  purposes  of  this  Act  are  to:  1) 
substantially  expand  amd  enhance  the  Federal  government's 
commitment  to  eliminating  crime  in  euid  around  public  housing  and 
other  federal  assisted  housing  projects;  2)  broaden  the  scope  of 
current  law  "to  apply  to  all  types  of  crime,  and  not  simply  crime 
that  is  drug-related";  3)  target  opportunities  for  long-term 
commitments  of  funding  primarily  to  public  housing  agencies  with 
serious  crime  problems;  4)  encourage  the  involvement  of  a  broad 
range  of  community-based  groups  and  residents  of  neighboring 
housing  that  is  owned  or  assisted  by  HDD,  in  the  development  of 
an  implementation  of  anti -crime  pleuis;  5)  expsmd  community- 
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oriented  policing  activities  and  problem  solving  in  public 
housing;  6)  provide  training,  information  services  and  other 
technical  assisteuice;  and  7)  "estedDlish  a  stemdardized  assessment 
system  to  evaluate  need  among  public  housing  agencies,  and  to 
measure  progress  in  reaching  crime  reduction  goals . " 

Authority  to  Make  Grants:   Authorizes  HDD  to  make  grauits  under 
this  Act  to  public  housing  agencies  (including  Indiam  housing 
authorities)  amd  private,  for  profit,  and   non-profit  owners  of 
federally  assisted  low-income  hoxising  projects.   Requires  the  HUD 
Secretary  to  consult  with  the  Attorney  General  in  designing  the 
program . 

Provides  that  a  grant  is  to  be  for  a  period  of  up  to  two  years. 

Authorizes  HDD  to  make  one  yeau:  grants,  rene%»able  annually  for  an 
additional  four  years,  to  public  housing  agencies  having 
especially  severe  crime  problems.  Provides  that  renewal  of  grants 
for  severe  crime  problems  are  subject  to  amounts  in 
appropriations  Acts,  and  a  finding  by  HDD,  after  an  annual 
performance  review,  1)  that  the  PHA  is  carrying  out  the  grant  in 
a  satisfactory  manner,  and  2)  that  a  need  for  such  assistance 
continues  to  exist.   Requires  HDD  to  estaiblish  criteria,  by 
regulation,  for  determining  those  PHAs  with  especially  severe 
crime  problems . 

Eligible  Activities:   Expauids  the  list  of  eligible  activities 
provided  under  current  law  that  grants  may  be  used  for  to  include 
prevention  of  all  crime,  rather  than  only  drug-related  crime, 
and:  1)  security  improvements  such  as  fencing,  lighting,  locking 
and  surveillance  systems;  2)  community  policing;  3)  youth 
initiatives  involving  training,  education  euid  after  school 
programs,  cultural  programs,  recreation  and  sports,  career 
planning,  amd  entrepreneurship  and  en^loyment;  amd  4)  resident 
service  programs,  such  as  job  training  emd  education  programs. 

Maintains  current  law  provision  allowing  gremts  to  be  used  by  a 
PHA  for  non-p\iblic  housing  owned  by  the  PHA,  and  expands  the  use 
of  such  grants  to  include  elimination  of  all  crime  in  cuid  around 
such  housing  rather  than  only  drug-related  crime  as  provided 

under  current  law. 

Applications:  Requires  a  PHA  or  em  owner  of  federally-assisted 
low- income  housing  to  submit  em  application  to  HDD  to  receive  a 
grant .   Requires  the  application  to  include  a  plsm  for  addressing 
the  problem  of  crime  in  and  around  the  property  for  which  the 
application  is  being  submitted,  and  the  period  during  which  any 
grant  amounts  received  are  to  be  used. 

Expands  the  criteria  on  which  HDD  is  to  base  its  approval  of 
grant  applications  to  include  the  extent  of  all  types  of  crime  in 
a  public  or  federally  assisted  housing  project,  rather  than  only 
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drug-related  crime. 

Provides  that  HUD  may  give  a  preference  in  awarding  grants  to  an 
applicant  for  a  grant  that  is  to  be  used  to  continue  or  expand 
activities  assisted  vinder  a  gramt  that  had  previously  been  made. 
Provides,  however,  that  this  preference  can  only  be  made  if  HUD 
determines  that  the  program  carried  out  under  the  previous  grant 
is  being  managed  soundly  and  demonstrates  success,  and  that  a 
need  for  such  assistance  continues  to  exist. 

Definitions:  Makes  technical  conforming  changes  to  the 
definitions  section  under  this  Act. 

Implementation:   Provides  for  the  issuance  of  regulations  to 
implement  this  Act  within  180  days  after  enactment. 

Reports :   Makes  technical  conforming  changes  to  the  reports 
required  to  be  filed  under  this  Act. 

Authorization  of  Appropriations:   Authorizes  $272,950,000  for  FY 

1995  and  $281,138,500  for  FY  1996  for  this  Act.   Maintains 
existing  law  requirement  that  not  more  than  6.25%  of  amounts 
appropriated  in  emy  fiscal  year  is  to  be  for  grsmts  for  federally 
assisted,  low  income  housing.   Eliminates  existing  law  5%  set- 
aside  for  public  housing  youth  sports  programs. 

Technical  Assistance:   Provides  that  $10  million  of  the  amounts 
appropriated  in  both  FY  1995  amd  FY  1996  may  be  used  by  HUD  for 
training,  information  services,  and  other  technical  assistance  to 
public  housing  agencies  and  other  entities  with  respect  to  their 
participation  in  the  program. 

Conforming  Amendments:   Makes  technical  conforming  amendments  to 
the  Anti-Drug  Abuse  Act  of  1988,  and  the  Cramston- Gonzalez 
National  Affordable  Housing  Act. 

Sec.  162.   Public  Housing  Youth  Sports  Progrram. 

Establishes  a  separate  authorization  for  the  Public  Housing  Youth 
Sports  Program  (section  520  of  the  Cranston-Gonzalez  National 
Affordable  Housing  Act) ,  and  eliminates  the  current  funding  set- 
aside  from  the  Anti-Drug  Abuse  Act  of  1988.   Authorizes 
$13,647,000  for  FY  1995,  and  $14,056,925  for  FY  1996,  for  grants 
for  this  program. 

Sec.  163.   Low-incoo&e  Housing  Preservation. 

Authorizes  to  be  appropriated  for  assistamce  and  incentives  under 
the  preservation  program  $685,011,183  in  fiscal  year  1995  and 
$705,561,518  in  fiscal  year  1996.   Authorizes  for  appropriation 
for  grants  not  more  than  $50  million  in  each  fiscal  year  1995  and 

1996  of  the  amounts  made  availsdile  for  assistamce  and  incentives. 
Requires  HUD  to  use  not  more  than  $25  million  in  each  fiscal  year 
1995  and  1996  for  technical  assisteuice  and  capacity  building. 
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Sec.  164.  Flexible  Subsidy  Prograa 

Authorizes  for  the  flexible  subsidy  program  $56 , 024 , 172  for 
fiscal  year  1995  and  $57,704,897  for  fiscal  year  1996.   Extends 
the  transfer  of  excess  section  236  rents  to  the  flexible  subsidy 
program  through  fiscal  year  1996 . 

Sec.  165.   Eoualng  Counseling 

Authorizes  $50  million  for  FY  1995  and  $51.5  million  for  FY  1996 
to  be  used  by  public  and  private  organizations  to  inform,  advise 
and  technically  assist  tenants  and  homeo%mers  in  regards  to 
housing. 

Authorizes  $7,512,820  for  FY  1995,  and  $7,738,205  for  FY  1996  in 
order  to  provide  grants  to  nonprofit  organizations  to  provide 
housing  counseling  services.  Allocates  $1  million  of  the 
appropriated  amount  for  the  purpose  of  distributing  information 
about  counseling  services  and  monitoring  the  compliance  of 
creditors.   Extends  counseling  program  (section  106(c)  of  the 
Housing  and  Urbem  Development  Act  of  1968)  to  September  30,  1996. 

Authorizes  $391,740  for  FY  1995,  and  $403,492  for  FY  1996  to  be 
used  to  provide  pre -purchase  and   foreclos\ire -prevent  ion 
counseling  for  those  applying  for  locuis  insured  vmder  the  Federal 
Housing  Administration's  single  family  loan  program  (section 
106 (d)  of  the  Housing  suid  Urban  Development  Act  of  1968) . 
Extends  the  counseling  program  (section  106(d)  of  the  Housing  and 
Urban  Development  Act  to  1968)  to  FY  1996. 

Authorizes  $2,146,520  for  FY  1995,  and  $2,210,916  for  FY  1996  to 
be  used  to  provide  training  to  homeovmership  and  rental 
counselors  under  section  106(f) (7)  of  the  Housing  and  Urban 
Development  Act  of  1968.   Extends  the  counseling  program  (section 
106(f)  of  the  Housing  and  Urban  Development  Act  of  1968)  to 
September  30,  1996. 

Sec.  166.  Preventing  Mortgage  Default  on  Multlfamily  Housing 

Projects. 

(a)  Amends  the  requirements  for  multifamily  housing  planning  and 
investment  strategies  by  requiring  that  ciny  assessment  may  not  be 
conducted  by  a  party  with  an  identity  of  interest  with  the  oumer 
of  the  project.  Amends  the  schedule  for  completing  assessments  by 
providing  that  to  ensure  completion  of  such  assessments  by  the 
end  of  fiscal  year  1997,  requiring  the  Secretary  to  require  all 
owners  of  covered  properties  to  submit  assessments  as  follows:  in 
fiscal  year  1994,  10  percent  of  the  properties,  in  fiscal  years 
1995,  1996,  and  1997,  an  additional  30  percent  of  the  aggregate 
of  covered  properties.  Clarifies  the  review  requirements  for 
assessments  by  requiring  HUD  to  review  such  assessments  for 
completeness  and  adequacy  within  90  days  of  submission  and  notify 
the  owner  of  the  findings  of  the  review  including  whether  it  was 
incomplete  or  inadequate  and  requiring  the  owner  within  30  days 
to  respond  to  any  noted  deficiencies. 
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Authorizes  HUD  to  allocate  operating  assistsmce,  capital 
improvements  assistance,  and  section  8  loan  management  assistance 
on  a  non  competitive  basis  to  owners  of  covered  properties  on  the 
basis  of  the  needs  identified  in  the  assessments.   Requires  HUD 
to  use  criteria  established  for  the  operating  assistance  and 
capital  improvements  procfram  for  such  allocation.   Permits  HUD  to 
provide  funding  for  all  or  a  portion  of  the  needs  identified  in 
such  assessments . 

(b)  Under  the  flexible  subsidy  program,  strikes  the  requirements 
for  utility  costs  and  repeals  the  mandatory  contribution  by 
owners  for  receiving  flexible  subsidies.   Rewrites  the 
requirements  for  the  allocation  of  assistance  to  require  a  set 
aside  of  flexible  subsidy  as  determined  by  HUD  to  cover  the  costs 
of  incentives  under  the  preservation  program  enacted  in  1987;  and 
to  require  that  assistance  may  be  provided  on  a  non- competitive 
basis  on  the  basis  of  the  extent  to  which  the  project  is 
physically  or  financially  troubled  based  on  a  needs  assessment 
and  the  extent  to  which  such  assistamce  is  necessary  euid 
reasonable  to  prevent  default,  except  that  flexible  subsidy  may 
be  provided  to  projects  which  have  not  cotrqsleted  the  needs 
assessment  based  on  the  extent  to  which  the  assistemce  is 
necessary  to  prevent  imminent  foreclosure,  the  extent  to  which 
the  projects  present  em  imminent  threat  to  life,  health  and 
safety  of  residents;  or  any  other  criteria  defined  by  HUD  by 
regulation  or  notice.   Requires  HUD  to  consider  the  extent  to 
which  residents  will  have  significemt  opportunities  to 
participate  in  mauiagement  and  the  extent  to  which  the  owner  has 
provided  competent  management  and  complied  with  all  regulations 
and  handbooks.   Repeals  the  requirement  that  owners  and  projects 
can  receive  either  flexible  subsidy  or  preservation  incentives, 
not  both. 

(c) Requires  HUD  to  publish  by  notice  for  effect  interim 
regulations  as  needed.   Requires  that  public  comment  be  invited 
and  that  final  regulations  be  issued  not  later  than  12  months 
after  the  first  notice  is  published. 

(d)  Requires  HUD  to  implement  a  streamlined  refinancing  program 
as  soon  as  practiccdale  under  section  223  of  the  National  Housing 
Act  to  prevent  defaults  of  mortgages  insured  by  the  FHA  and 
covered  by  the  property  disposition  program. 

(e)  Requires  GAO  to  complete  a  study  of  preventing  defaults  for 
the  House  cuid  Senate  Banking  Committees  no  later  than  September 
1,  1995  including  an  evaluation  of  the  adequacy  of  the  loan  loss 
reserves  in  the  General  Insuramce  euid  Special  Risk  Insurance 
Funds  and  any  recommendations  to  prevent  such  losses. 

Sec.  167.   Youthbulld  Program. 

Amends  section  4  02  of  the  Cranston-Gonzalez  National  Affordable 
Housing  Act  to  authorize  $50  million  in  FY  1995  and  $51.5  million 
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in  FY  1996  for  the  Youthbuild  program.   Amends  subtitle  D  of 
Title  IV  of  the  Cranston -Gonzalez  National  Affordable  Housing  Act 
to  rename  the  "Hope  for  Youth"  program  "Youthbuild." 

TITLE  II  —  BOMB  IKVSSTMEMT  PARTNERSHIPS 

Sec.  201.  Authorization  of  ^>propriations 

Authorizes  for  appropriation  $2,238,820,360  for  fiscal  year  1995 
and  $2,305,984,971  for  fiscal  yeeur  1996.   Requires  that  not  more 
than  $25  million  in  each  fiscal  year  1995  and  1996  be  available 
for  the  community  housing  psurtnership  activities;  and  not  more 
than  $22  million  in  each  fiscal  year   1995  and  1996  be  available 
for  activities  in  support  of  state  and   local  housing  strategies. 

Sec.  202.  Participation  by  State  Agencies  or  Ins trxsnen tali ties. 

Clarifies  that  the  term  "state"  includes  any  agency  or 
instrumentality  of  the  State  that  is  established  by  legislation 
and  designated  by  the  chief  executive  to  act  on  behalf  of  the 
State. 

Sec.  203.   Sinplification  of  Program-wide  Income  Targeting  for 
Rental  Hoiising 

Simplifies  the  targeting  rules  for  rental  housing  assisted  by 
HOME  funds  to  provide  that  the  targeting  of  HOME  rental 
assistance  shall  be  determined  by  \inits  produced  euid  occupied  by 
eligible  families  rather  than  determining  whether  the  targeting 
requirements  for  rental  housing  are  being  met  based  on  program 
funds  invested. 

Sec.  204.   Hameownership  Units. 

Strikes  the  requirement  that  eligible  recipients  of  HOME  funds 
for  homeownership  be  first  time  homebuyers  and  clarifies  that 
HOME  funds  invested  in  homeovmership  that  are  recaptured  upon 
resale  may  be  used  for  any  HOME  eligible  activity,  not  just 
homeownership. 

Sec.  205.  Conprehensive  Affordable  Housing  Strategy. 

Clarifies  that  a  participating  jurisdiction  may  draw  funds 
against  its  HOME  investment  trust  fund,  if  it  certifies  that  it 
is  complying  with  a  current  Comprehensive  Housing  Af f ordaJaility 
Strategy  approved  by  HUD,  in  addition  to  other  specified 
requirements . 

Sec.  206.  Simplification  of  Matching  Requirements. 

Provides  for  a  flat  match  of  25%  for  all  eligible  activities 
under  the  HOME  program. 

Sec.  207.  Repeal  of  Separate  Audit  Requirement. 

Renames  the  section  to  require  audits  only  by  the  Comptroller 
General  and  strikes  the  requirement  that  HUD  contract  for  a 
separate  independent  audit  of  the  HOME  program. 

16 


418 


Sac.  208.  Envlrosmental  Review  Requirements 

Expsmds  definition  of  participating  jurisdictions  each  place  it 
appears  to  include  jurisdictions,  Indian  tribes,  or  insular 
areas.   Requires  that  environmental  review  regulations  issued  by 
the  Secretary  shall  provide  for  monitoring  of  the  performance  of 
such  reviews;  for  discretion«ury  training  for  the  performance  of 
such  reviews;  amd  suspension  or  end  of  such  reviews  by 
jurisdictions,  Indism  tribes,  or  insular  areas  in  lieu  of  the  HUD 
reviews.  Provides  a  rule  of  construction  that  HXJD's  reviews  and 
monitoring  does  not  limit  or  reduce  amy  responsibility  assumed  by 
a  state  or  unit  of  general  local  government.  Clarifies  that 
certain  environmental  review  requirements  apply  to  assistance  to 
units  of  general  local  government  from  a  State. 

Sec.  209.  Use  of  CDBG  Funds  for  Hone  Program  Expenses. 

Amends  the  CDBG  eligible  expenses  to  include  reasonable 
administrative  costs  and  charges  related  to  administering  the 
HOME  program.  Amends  CDBG  eligible  project  delivery  costs  by 
defining  housing  counseling  as  counseling  in  connection  with 
tenant  based  rental  assistance  and  affordedsle  housing  under  the 
HOME  program.  Strikes  the  requirement  that  project  delivery  costs 
are  subject  to  the  20%  Administrative  cap. 

See.  210.  QAO  Study  of  Use  of  EQMB  Program  Funds 

Requires  GAO  to  conduct  a  study  of  HOME  program  fund  usage  as  to 
type  of  housing  assisted  and  to  report  to  Congress . 

Sec.  211.   Capacity  Building  for  Community  Development  and 
Affordable  Housing 

Authorizes  $25  million  out  of  the  HOME  program  in  each  fiscal 
year  1995  and  1996  for  section  4 (e)  of  the  HDD  Demonstration  Act 
of  1993  in  order  to  provide  capacity  building  for  community 
development  and  affordable  housing. 

Sec.  212.   Applicability  and  Regiilatlons . 

Requires  that  the-  provisions  of  this  Title  apply  to  funds  made 
available  after  the  date  of  enactment  and  any  unobligated  amounts 
made  available  prior  to  enactment.   Requires  HUD  to  issue 
regulations  not  later  than  45  days  after  enactment  of  this  Act. 
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TITLE  III  --  SUFFOKTIVE  BOUSING  PROGRAMS 

Sec.  301.  Funding  for  Supportive  Housing  for  the  Elderly  and  for 
Peraona  with  Diaabilitiea 

Authorizes  for  appropriation  for  the  purpose  of  providing  capital 
grants  and  operating  assistance  for  housing  for  the  elderly  and 
housing  for  persons  with  disabilities  an  aggregate  amount  of 
$1,591,350,000  in  fiscal  year  1995  and  $1,639,090,500  in  fiscal 
year  1996 . 


Sec.  302.  Elder  Cottage  Housing  Danonstration  Program 

Requires  HDD  to  provide  funding  for  capital  grants  and  operating 
assistance  for  no  less  than  100  units  of  section  202  housing  for 
the  elderly  in  each  of  fiscal  years  1995  and  1996  for  the  elder 
cottage  housing  demonstration  program.   Extends  the  date  to 
January  1,  1995  for  submission  of  an   interim  report  on  the 
demonstration . 

Sec.303.Reviaad  Congregate  Sarvieea 

Authorizes  for  appropriation  for  the  revised  congregate  services 
program  $25,750,000  in  fiscal  year  1995  and  $26,522,500  in  fiscal 
year  1996. 

Sec.  304.  Elderly  Independence  Demonatration 

Authorizes  an  increase  in  section  8  budget  authority  of 
$41,092,979  on  or  after  October  1,  1994  and  $42,325,768  on  or 
after  October  1,  1995  for  the  elderly  independence  demonstration. 
Authorizes  for  appropriation  $  $10,732,600  in  fiscal  year  1995 
and  $11,054,578  in  fiscal  year  1996  for  supportive  services 
funding.  Strikes  the  name  "HOPE"  from  the  demonstration's  title. 

Sec.  305.  Housing  Opportunitiea  For  Peraona  With  AIDS. 

Authorizes  for  $250  million  FY  1995,  and  $257.5  million  for  FY 
1996  for  AIDS  housing  programs  (Title  VIII,  svibtitle  D  of  the 
Cranston-Gonzalez  National  Affordable  Housing  Act) . 

Adds  to  those  entities  eligible  for  non- formula  allocation 
funding  under  these  programs,  nonprofit  organizations  that 
provide  technical  assistcmce  on  a  national,  regional  or  State- 
wide basis  to  nonprofit  organizations  that  carry  out  program 
activities.   Limits  this  funding  to  such  non-profit  orgemizations 
to  2%  of  the  amounts  available  in  any  fiscal  year  under  the  non- 
formula  allocation. 

Expands  the  current  law  responsibilities  of  grantees  in  providing 
assistance,  to  require  the  gremtees  to  estaOslish  and  implement  a 
process  for  ensuring  coordination  and  community  input  in  planning 
for  and  providing  services .   Requires  the  planning  process  to 
include  consultation  and  coordination  with  relevant  State  and 
local  government  agencies,  and  public  and  private  organizations, 
responsible  for  providing  services  to  eligible  persons.   Requires 
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a  description  of  the  activities  to  be  taken  to  fulfill  these 
grantee  responsibilities  in  the  grant  application. 

Makes  a  technical  change  eliminating  staff  costs  from  the  limit 
on  use  of  greuit  funds  for  administrative  costs  by  project 
sponsors . 

Sec.  306.  Sarvic*  Coordinators. 

Authorizes  an  increase  in  annual  contributions  for  public  housing 
agencies  to  provide  service  coordinators  for  elderly  persons  emd 
persons  with  disabilities  to  the  extent  that  operating  siibsidies 
under  section  9(c)  are  increased.   Authorizes  such  sums  as  may  be 
necessary  in  FY  1995  cuid  FY  1996  to  cover  the  costs  of  service 
coordinators  in  other  federally  assisted  multifamily  housing. 


TITLE  IV  --  MORTGAGE  INSXJKAMCE  AND  SBCONDAST  MORTGAGE  MARKET 
Sxibtitle  A  --  Mortgage  Insurance  and  Loan  Guarantee  Prograna 

Sec.  401.   Limitation  on  Inaurance  Authority 

Authorizes  the  Secretary  to  enter  into  commitments  to  insure 
mortgages  under  the  National  Housing  Act  with  an   aggregate 
principal  amount  of  $105  billion  in  each  FY  1995  amd  FY  1996. 

Sec.  402.   Federal  Housing  Administration  Advisory  Board 

Extends  the  date  of  termination  for  the  Advisory  Board  to  January 
1,  1997  (section  202(b)  of  the  National  Housing  Act). 

Sec.  403.   Home  Eqxiity  Conversion  Mortgages  For  Elderly 
Homeowners  Extends  the  date  of  termination  for  the  demonstration 
program  that  provides  mortgage  insuremce  for  home  equity 
conversion  loans  for  the  elderly  (section  255  of  the  National 
Housing  Act)  until  September  30,  1996. 

Sec.  404.  Multifamily  Housing  Financing  Programs. 

(a)  Amends  the  multifamily  risk  sharing  pilot  program  to  extend 
the  authority  through  fiscal  year  1996  euid  the  expeUid  the  number 
of  units  by  15,000.   Amends  the  state  housing  finance  agency 
pilot  program  by  extending  the  pilot  program  through  fiscal  year 
1996  and  expand  the  number  of  units  by  10,000. 

(b)  Amends  the  risk  sharing  pilot  program:  (1)  by  clarifying  the 
purpose  of  the  pilot  program  with  qualified  participating 
entities.   Requires  HUD  to  use  the  pilot  program  to  determine  the 
effectiveness  of  Federal  credit  enhancement  for  affordable 
housing  through  risk  sharing  agreements . 

(2)  Establishes  and  specifies  new  program  requirements  as 
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follows:  (A)  In  general  requires  HDD  to  enter  into  risk  sharing 
agreements;  (B)  Authorizes  insuramce  and  reinsurance  for 
mortgages  of  c[ualified  participating  entities;  provides  that  HUD 
may  give  preference.   Permits  HUD  to  provide  a  preference  for 
mortgages  not  already  in  the  portfolios  of  entities.   (C) 
Requires  that  the  risk  sharing  agreement  specify  the  p>ercentage 
of  loss  that  each  party  will  assume  in  the  event  of  default  and 
that  the  parties  share  in  the  losses  according  to  the  agreement. 
(D)  Requires  that  the  agreement  provide  evidence  acceptable  to 
HUD  of  the  capacity  of  such  entity  to  fulfill  reimbursement 
obligations.   Specifies  that  evidence  may  include  a  full  faith 
and  credit  pledge,  pledged  or  otherwise  restricted  reserves, 
funds  pledged  through  a  State  or  local  guarantee  fund,  or  any 
other  form  acceptable  to  HUD.   (E)  Requires  HUD  to  allow  any 
entity  to  underwrite  loans  using  their  ova   criteria,  terms  cmd 
conditions,  except  the  HUD  may  impose  additional  criteria,  terms 
and  conditions  where  HUD  retains  more  than  50  percent  of  the  risk 
of  loss.   Requires  that  the  insured  mortgage  be  in  first 
position.   (F)  Authorizes  HUD,  if  requested,  to  insure  or 
reinsure  or  to  make  commitments  to  insxire  or  reinsure  any 
mortgage,  advemce,  loan,  or  pool  of  mortgages  pursuant  to  a  risk 
sharing  agreement  as  long  as  the  entity  carries  out  a  review, 
with  or  without  compensation,  subject  to  audit  and   review,  the 
underwriting  and  loan  servicing  functions  that  HUD  typically 
requires  and  approves .   Requires  that  appraisals  conform  to  the 
Uniform  Standards  of  Professional  Practice.   (G)  Requires 
entities  to  make  available  to  HUD  finemcial  euid  other  records 
that  HUD  deems  appropriate.   (H)  Prohibits  any   loans  or  mortgages 
under  this  program  from  covering  rental  housing  that  is  transient 
housing  or  hotels.  Defines  rental  housing  for  transient  or  hotel 
purposes  as  housing  with  rental  periods  less  than  30  days. 

(2)  Clarifies  that  HUD  is  required  to  establish  and  enforce 
standards  for  eligibility  of  qualified  participating  entities. 

(3)  Extends  the  risk  sharing  demonstration  for  fiscal  years  1995 
and  1996. 

(4)  Clarifies  that  HUD  is  required  to  take  any  administrative 
actions  necessary  to  implement  the  risk  sharing  program,  rather 
than  providing  a  specific  time  frame. 

(5)  Requires  that  in  the  case  of  tax  credit  projects,  state  teuc 
credit  allocating  agencies  certify  that  no  more  federal 
assistance  is  provided  thsm  is  necessary  to  the  feasibility  of 
the  project. 

(6)  Prohibits  the  Government  National  Mortgage  Association  from 
securitizing  any  loans  under  this  risk  sharing  program. 

(7)  Requires  that  housing  shall  qualify  as  affordable  housing 
only  if  it  meets  tax  credit  project  eligibility  for  families 
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residing  in  the  project. 

(c)  Amends  the  Housing  Finance  Agency  Pilot  Program.   (1) 
Clarifies  that  qualified  housing  fineuice  agencies  include 
entities  of  States  that  provide  mortgage  insursmce.   (2) 
Clarifies  that  risk  apportionment  shall  be  in  accordance  with 
risk  sharing  agreements  that  govern  each  transaction.  Requires 
that  the  insured  mortgage  be  in  first  position.  Requires  entities 
to  make  available  to  HUD  finamcial  and  other  records  that  HUD 
deems  appropriate.  (3)  Makes  technical  changes  to  the 
qualification  as  affordable  housing. 

(4)  (A)  Environmental  reviews  --  Authorizes  HUD  to  delegate 
reviews  under  the  National  Environmental  Policy  Act  of  1969  in 
accordouice  with  regulations  and  detailed  procedures,  including 
required  certifications,  prescribed  by  the  Secretary  in 
consultation  with  the  Council  on  Environmental  Quality  and 
subject  to  HUD  monitoring  requirements,  except  that  monitoring 
shall  not  siibstitute  for  state  or  local  reviews  and 
certifications  in  the  event  that  states  and  localities  fail  to 
complete  reviews  that  have  been  delegated.  (B)  Lead  based  paint 
reviews  --  The  amendments  also  provide  for  delegation  of  any 
duties  required  of  HUD  to  implement  section  302  of  the  Lead  Based 
Paint  Poisoning  Prevention  Act.   (C)  Subsidy  layering 
certifications  --  Requires  that  housing  shall  qualify  as 
affordedale  housing  only  if  it  meets  teuc  credit  project 
eligibility  for  families  residing  in  the  project. 

(d)  Defines  "multifamily  housing",  "first  mortgage",  "mortgage", 
"qualified  participating  entity",  "unit  of  general  local 
government " ,  and  " state . " 

(e)  Authorizes  for  appropriation  $6,439,560  in  fiscal  year  1995 
and  $6,632,747  in  fiscal  year  1996  for  the  National  Interagency 
Task  Force  on  Multifamily  Housing. 

Sec.  405.  Indian  Housing  Loan  Guarantees. 

Extends  the  authorization  for  the  Indian  Housing  Loan  Guarantee 
program  through  fiscal  year  1996.   Authorizes  appropriations  for 
the  Guarantee  Fund  of  $50  million  in  each  fiscal  year  1995  and 
1996. 

Subtitle  B  --  Multifamily  Property  DiBposition 

Sec.  431.  Short  Title 

Establishes  this  subtitle  as  the  "Multifamily  Housing  Property 

Disposition  Reform  Act." 

Sec.  432.  Disposition  of  Multifamily  Housing  Projects  Owned  by 

HUD 

(a)  Findings:  Provides  Congressional  findings  that  --  1)  the 
portfolio  of  multifamily  housing  project  mortgages  insured  by  the 
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FHA  is  severely  troxibled  and  at  risk  of  default;  2)  the  inventory 
of  HDD-owned  raultifamily  housing  projects  is  rapidly  increasing; 
3)  the  Federal  cost  of  ovnaing  euid  maintaining  multifamily  housing 
projects  is  escalating;  4)  the  inventory  of  multifamily  housing 
projects  subject  to  HDD-held  mortgages  has  increased 
dramatically;  5)  the  inventory  of  insured  and  formerly  insvired 
multifamily  housing  projects  is  rapidly  deteriorating;  6)  many  of 
the  more  than  5  million  families  with  a  critical  need  for 
affordable  and  habitable  housing  could  benefit  from  disposition 
of  the  HDD  inventory;  and  7)  the  ciirrent  statutory  framework  for 
disposition  of  multifamily  housing  projects  impedes  the 
Government's  eibility  to  dispose  of  properties. 

(b)  Amends  section  203  of  the  Housing  and  Community  Development 
Amendments  of  1978  to  provide  the  following: 

Goals:   Provides  that  HDD  is  to  msmage  or  dispose  of  multifamily 
housing  projects  that  are  HDD-owned  or  subject  to  a  HDD-held 
mortgage  in  a  manner  consistent  with  this  section  that  is  --  1) 
consistent  with  the  National  Housing  Act;  2)  will,  in  the  least 
costly  fashion  among  reasonable  alternatives,  preserve  housing 
for  low- income  persons;  3)  will  protect  Federal  financial 
interests;  emd  4)  will,  in  the  least  costly  fashion  among 
reasonable  alternatives,  further  the  following  goals:  preserve 
and  revitalize  residential  neighborhoods;  maintain  existing 
housing  stock  in  a  decent,  safe,  and  sanitary  condition;  minimize 
the  involuntary  displacement  of  tenants;  maintain  housing  for  the 
purpose  of  providing  rental  housing,  cooperative  housing,  and 
homeownership  opportunities  for  low- income  persons;  suid  minimize 
the  need  to  demolish  multifamily  housing  projects.   Provides  that 
HUD  may  balance  competing  goals  relating  to  individual  projects 
in  a  manner  that  will  further  the  purposes  of  this  section. 

Definitions:  Defines,  for  purposes  of  this  section: 

1)  Multifamily  housing  project  --  Any  multifamily  rental  housing 
project  which  is,  or  prior  to  acquisition  by  HDD,  was  assisted  or 
insured  under  the  National  Housing  Act,  or  subject  to  a  loan 
under  section  202  of  the  Housing  Act  of  1959. 

2)  Assisted  project  --a  multifamily  housing  project  that  prior 
to  mortgage  assignment  or  acquisition  by  HDD  was  receiving 
assistance  in  the  form  of  --  i)  rent  supplement  payments  vinder 
section  101  of  the  Housing  and  Urban  Development  Act  of  1965;  ii) 
additional  assistance  payments  under  section  236(f) (2)  of  the 
NHA;  iii)  housing  assistance  payments  under  section  23  of  the 
United  States  Housing  Act  of  1937;  or  iv)  section  8  housing 
assistance  (excluding  tenant  based  assistance) , 

3)  Affordable  --  A  unit  is  to  be  considered  affordable  if: 

A)  for  units  occupied  --  i)  by  for  very  low  income  families,  the 
rent  does  not  exceed  30  percent  of  50  percent  of  the  area  mediem 
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income,  as  determined  by  HUD,  with  adjustments  for  smaller  or 
larger  families  --  except  that  HDD  can  estedslish  the  rent  based 
on  an  amoxint  higher  or  lower  than  50  percent  based  on  HUD 
findings  that  this  is  necessary  because  of  prevailing  levels  of 
construction  costs  or  fair  market  rents,  or  unusually  high  or  low 
family  incomes;  and  ii)  by  low  income  families  other  than  very 
low- income  tenants,  the  rent  does  not  exceed  30  percent  of  80 
percent  of  the  area  mediem  income,  as  determined  by  HUD  --  except 
that  HUD  Ccui  establish  income  ceilings  higher  or  lower  than  80 
percent  based  on  the  same  HUD  findings  described  in  subparagraph 
(A)  above;  or  B)  the  xinit,  or  the  family  residing  in  the  \init,  is 
receiving  Section  8  assisteuice. 

4)  Date  of  disposition  --  With  respect  to  a  multifamily  property 
subject  to  these  provisions,  the  date  on  which  the  project  is 
acquired  by  a  purchaser  other  than  HUD  at  foreclosure  or  from 
HUD. 

5)  Low- income  families  and  very-low  income  families  --  Have  the 
same  meaning  as  under  section  3(b)  of  the  1937  Act. 

6)  Preexisting  teneuit  --  With  respect  to  a  multifamily  housing 
project,  a  family  that  resides  in  a  unit  in  the  project  before 
the  date  of  disposition. 

7)  Market  area  --  A  market  area  determined  by  HUD  for  purposes  of 
establishing  fair  market  rentals  iinder  section  8  of  the  1937  Act. 

8)  Secretary  --  The  Secretary  of  Housing  and  Urban  Development. 

Management  or  Disposition  of  Property:  1)  Disposition  to 
purchasers  --  Authorizes  HUD  to  dispose  of  a  HUD-owned 
multifamily  housing  project  on  a  negotiated,  competitive  bid,  or 
other  basis  deemed  appropriate,  considering  the  low- income 
character  of  the  project,  the  housing  market  area,  and  the 
requirements  of  this  section,  to  a  purchaser,  determined  by  HUD 
to  be  capable  of :  A)  satisfying  the  conditions  of  the 
disposition;  B)  implementing  a  sound  financial  and  physical 
management  program  to  ensure  that  the  property  remains  in  a 
decent,  safe  and  sanitary  condition;  C)   responding  to  tenant 
needs;  D)  providing  adequate  organizational  staff  amd  financial 
resources;  and  E)  meeting  such  other  requirements  as  determined 
by  HUD. 

2)  Contracting  for  management  services  --  Authorizes  HUD  to 
contract  for  management  services  for  HUD-owned  multifamily 
projects,  or  projects  with  HUD-held  mortgages,  on  a  negotiated, 
competitive  basis,  with  a  manager  HUD  has  determined  is  cape^Dle 
of :  A)  implementing  a  sound  financial  and  physical  management 
program;  B)  responding  to  tenant  needs;  C)  providing  adequate 
organizational,  staff  and  other  resources;  and  D)  meeting  such 
other  requirements  as  deteirmined  by  HUD.   Provides  that  HUD  Ccui 
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require  the  owner  of  a  project  subject  to  a  HOD-held  mortgage  to 
similarly  contract  for  management  services.   Provides  that  HDD 
may  contract  for  management  services  with  nonprofit  organizations 
and  public  agencies,  including  public  housing  authorities. 

Maintenance  of  Housing  Projects:  1)  Housing  projects  ovmed  by  the 
Secretary  (or  where  HDD  is  mortgagee  in  possession)  --  Requires 
HDD  to:  A)  to  the  greatest  extent  possible,  maintain  occupied 
projects  in  a  decent,  safe  and  saniteu^r  condition;  B)  to  the 
greatest  extent  possible,  maintain  full  occupamcy  in  such 
projects;  and  C)  maintain  such  projects  for  rental  and 
cooperative  housing  pxirposes. 

2)  Housing  projects  sxibject  to  a  HDD- held  mortgage  --  Requires 
the  owner  of  the  project  to  carry  out  the  requirements  of 
paragraph  ( 1 )  above . 

3)  Housing  standards  --  Requires  HDD,  in  disposing  of  any 
multifamily  housing  project  under  this  section,  to  enter  into  an 
agreement  with  the  purchaser  under  which  the  purchaser  agrees 
that  the  project  will  be  rehabilitated,  and  maintained  in 
compliance  with,  any   standairds  under  applicable  State  or  local 
laws,  rules,  ordinances  or  regulations  relating  to  the  physical 
condition  of  the  housing,  and  amy  such  stamdards  established  by 
HUD. 

Required  Assistance  for  Assisted  Projects:  Requires  HDD,  in 
disposing  of  any   multifamily  housing  property  that  is  acquired  by 
a  purchaser  other  than  HDD  at  foreclosure  or  after  sale  by  HDD, 
to  contract  with  the  owner  of  an   assisted  project  for  project - 
based  section  8  contracts,  to  the  extent  budget  authority  is 
available,  with  the  owners  of  multifamily  housing  projects.   Such 
assistance  is  sxibject  to  the  following  requirements: 

1)  Number  of  units  assisted  --  Requires  the  contract  to  be 
sufficient  to  assist  at  least  all  units  covered  by  a  project- 
based  re.ital  assistance  contract  (rent  supplement  payments, 
assistance  payments  under  section  236(f) (2)  of  the  NHA,  housing 
assistance  under  section  23  of  the  1937  Housing  Act,  and  section 
8  assistance  (excluding  teneuit-based  assistance) ) ,  immediately 
prior  to  date  of  disposition. 

2)  Vacancies  --  Requires  the  contract  to  provide  that,  when  a 
vacancy  occurs  in  any  unit  requiring  project-based  rental 
assistance  under  this  subsection  that  is  occupied  by  a  family  who 
is  not  eligible  for  Section  8  assistance,  the  owner  must  lease 
the  unit  to  a  Section  8  eligible  family; 

Option  to  Substitute  Tenant  Based  Assistance  in  Soft  Markets 
1)  Authority  --  Where  HDD  determines  that  there  is  available  an 
adequate  supply  of  habitable,  affordable  housing  for  very  low  cuid 
low  income  families,  HDD  may  provide  tenant  based  section  8 
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assistance  for  families  otherwise  required  to  receive  project 
based  section  B  assistance,  instead  of  project  based  assistance 
for  the  unit. 

2)  Family  assisted  --  Notwithstanding  any  other  provision  of  law, 
the  tenamt  based  assistance  provided  under  this  paragraph  shall 
only  be  provided  on  behalf  of  a  preexisting  tenant  until  the 
earlier  of  the  expiration  of  the  term  of  the  housing  assistance 
payments  contract  or  when  the  family  first  fails  to  qualify  for 
section  8  assistcmce.   If  the  assistance  is  terminated  for  the 
preexisting  tenant,  the  public  housing  agency  administering  the 
assistance  may  tremsfer  the  assistcmce  to  euiother  eligible 
family. 

3)  Assistcmce  contract  --  Requires  that  tenant  based  assistcmce 
be  provided  pursuant  to  a  contract  between  HDD  and  the 
appropriate  public  housing  agency. 

4)  Applicability  of  restrictions  --  Requires  that  the 
restrictions  under  subsection  (g)  apply  to  emy  xinit  in  an 
assisted  project  where  tenant  based  assistance  has  been 
substituted  for  project  based  assistcmce. 

Required  Availcibility  amd  Affordedaility  Restrictions  for 
Unassisted  Units  --   1)  In  general  --  Provides  that  HUD  require 
purchasers  of  multifamily  housing  sold  pursuant  to  this  section 
to  establish  use  or  rent  restrictions  for  units  not  receiving 
section  8  assistcmce  to  ensure  compliemce,  for  the  remaining 
useful  life  of  the  project,  with  the  following  requirements:   A) 
that  any  xmit  not  receiving  section  8  assistance  be  available  and 
affordable  only  to  low  income  families;  6)  that  not  less  them  40% 
of  the  units  have  rent  restrictions  affordeUole  to  very  low  income 
families;  C)  that  amy  preexisting  tenant,  not  receiving  section  8 
assistance,  but  residing  in  a  rent  restricted  unit,  may  not  pay 
more  than  30%  of  adjusted  income  for  rent  beginning  on  the  date 
of  disposition  until  the  family  no  longer  cpaalifies  as  a  low 
income  family;  and  D)  that  rent  increases  of  30%  or  more  for  very 
low  income  families  who  prior  to  disposition  are  paying  less  them 
3  0%  of  income  will  be  phased  in  over  not  less  than  three  years. 

2)  Assistance  for  very  low  income  tenants  --   Requires  HUD  to 
provide  section  8  assistance  for  preexisting  very  low  income 
tenants  residing  in  rent  restricted  units  if  the  rent  for  the 
unit  is  greater  than  30%  of  the  tenant's  adjusted  income. 

3)  Definition  of  "unassisted  very  low  income  family"  --  For 
purposes  of  this  section,  provides  that  em  "unassisted  very  low 
income  family"  is  a  family  not  receiving  section  8  assistance. 

Discretionary  Actions  and  Assistance  --  Provides  that  HUD  may 
take  one  or  more  discretionary  actions  in  addition  to  the 
required  actions  including:  1)  Discounted  sales  price  --  Provides 
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that  HUD  may  reduce  the  selling  price  of  euay  project  so  that  the 
price  reflects  the  intended  use  of  the  project  after  sale, 
necessary  rehedailitation,  rents  for  units  that  can  be  supported 
by  the  market,  the  amount  of  section  B  rental  assistance 
available,  and   the  occupsmcy  profile. 

2)  Short-term  loans  --  Authorizes  HDD  to  provide  short-term  loans 
to  facilitate  the  sale  of  projects,  provided  that:  A)  authority 
is  provided  in  advance  in  appropriations;  B)  the  locuis  are  for  a 
term  of  not  more  than  5  years;  C)  HDD  has  obtained  a  commitment 
of  permanent  finamcing  to  replace  the  short-term  loan  from  a 
lender  who  meets  stamdards  established  by  HDD;  and  D)  the  loan 
terms  are  consistent  with  prevailing  practices  in  the 
marketplace,  or  will  result  in  no  cost  to  the  Government. 
Authorizes  an  appropriation  in  each  of  fiscal  years  1995  and  1996 
of  $50  million  to  cover  such  loeuis  euid  the  cost  of  such  loans. 

3)  Up- front  grauits  smd  loems:  A)  In  general  --  Authorizes  HUD  to 
utilize  the  budget  authority  provided  for  project-based  Section  8 
contracts  issued  iinder  this  section,  to  i)  provide  up-front 
grants  and  loans  to  non-profit  organizations  or  p\iblic  housing 
agencies  for  the  necessary  cost  of  rehabilitation  and  other 
related  development  costs;  or  ii)  pay  smy  cost  to  the  Government 
for  such  loans.  B)  Appliceibility  of  use  restrictions  --   Provides 
that  the  rent  restrictions  smd  use  restrictions  of  subsection  (g) 
shall  apply  to  projects  receiving  an  up  front  grant  or  loan. 

C)  Authorization  of  ^propriation  --  Authorizes  am  appropriation 

for  fiscal  years  1995  amd  1996  of  $300  million  in  each  year  to 

cover  the  costs  of  the  gramts  and  loans  amd  the  costs  of  such 
loans. 

4)  Alternative  uses  --  A)  In  general  --  Authorizes  HUD,  after 
providing  notice  and  an  opportiinity  to  comment  by  existing 
tenants,  to  allow  not  more  than  5%  of  the  total  number  of  units 
in  projects  disposed  of  by  HUD  each  year  to  be  made  available  for 
i)  non- rental  or  non-cooperative  uses,  including  low- income 
homeownership ,  community  space,  office  space  for  tenant  or 
housing -related  service  providers  or  security  programs,  or  small 
business  uses,  if  such  uses  benefit  the  project  tenants;  and  ii) 
any  other  uses  if  HUD  and  the  local  government  or  area  wide 
governing  body  determine  that  the  use  will  further  fair  housing, 
community  development,  and  neighborhood  revitalization  goals.   B) 
Displacement  protection:   Provides  that  HUD  may  only  take  the 
actions  described  in  subparagraph  (A)  aibove  if:  i)  tenant-based 
assistance  is  made  availadsle  to  eligible  tenants  displaced  due  to 
actions  under  subparagraph  (A)  aibove;  and  ii)  HUD  determines  that 
sufficient  habitable,  affordable  rental  housing  is  available  in 
the  market  area  to  allow  such  use  of  tenamt -based  assistance. 

5)  Transfer  for  use  under  other  programs  of  the  secretary: 

A)   In  general  --  Provides  that  HUD  may  transfer  a  multifamily 
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housing  project  --i>  to  a  public  housing  agency  for  use  of  the 
project  as  public  housing;  or  ii)  to  an  entity  eligible  to  own  or 
operate  housing  under  assisted  section  202  of  the  Housing  Act  of 
1959,  or  section  811  of  the  Cremston-Gonzalez  National  Affordable 
Housing  Act,  for  use  as  supportive  housing.   B)  Requirements  of 
agreement  --  Recjuires  an  agreement  providing  for  the  transfer 
described  in  subparagraph  (A)  above  to  --i)  contain  such  terms, 
conditions  and  limitations  as  HDD  determines  to  be  appropriate, 
including  requirements  to  ensure  use  of  the  project  as  public 
housing  or  supportive  housing,  under  applicable  law;  and  ii) 
ensure  that  no  tenant  will  be  displaced  by  actions  taken  \inder 
this  paragraph. 

Contract  Requirements:  Requires  that  contracts  for  project -based 
assistance  be  provided  subject  to  the  following  requirements: 

1)  Contract  term  --  Requires  the  contract  to  have  a  term  of  15 
years,  except  that:  A)  the  term  may  be  less  than  15  years  to  the 
extent  that  HUD  finds,  based  on  rental  charges  and   financing  for 
the  project,  that  the  project's  financial  viability  can  be 
maintained;  B)  HUD  must  require,  to  the  extent  that  units  receive 
project -based  assistsmce  for  a  term  of  less  thein  15  years,  that 
rents  charged  to  the  project's  tenants  for  such  units  not  exceed 
the  amount  of  rent  paysJsle  \inder  section  3  (a)  of  the  1937  Act 
(ie.,  30V  of  adjusted  income  of  the  family);  and   C)  the  term  may 

be  less  them  15  years  if  the  assistance  is  provided  under  a 
contract  authorized  under  section  6  of  the  HUD  Demonstration  Act 
of  1993  (ie.,  the  Community  Investment  Demonstration  Program), 
and  pursuant  to  a  disposition  plem  in  compliance  with  this 
section. 

2)  Contract  rent  --  Requires  HDD  to  establish  contract  rents  for 
project -based  rental  contracts,  issued  under  this  section,  at 
levels  that  provide  sufficient  amounts  for  the  necessary  costs  of 
rehabilitating  and  operating  the  multifamily  housing  project  and 
do  not  exceed  144  percent  of  the  existing  fair  mar)cet  rentals  for 
the  marlcet  area. 

Disposition  Plan:  1)  In  general  --  Requires  HUD,  prior  to  the 
sale  of  a  multifamily  housing  project  that  is  HUD-owned,  to 
develop  an  initial  disposition  plan  for  the  project  that 
specifies  HUD's  minimum  terms  and  conditions  for  disposition  of 
the  project,  HUD's  initial  acceptable  sales  price,  and  the 
assistance  that  HUD  plans  to  ma)ce  availadsle  to  a  prospective 
purchaser. 

2)  Mar)cet-wide  plans  --  Requires  HUD  to  coordinate  disposition  of 
properties  within  the  same  market  area  as  appropriate  to  carry 
out  the  goals  of  the  property  disposition  provisions. 

3)  Sales  price  --  Requires  that  the  price  reflect  the  intended 
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use  of  the  project  after  sale,  necessary  rehadsilitation,  rents 
for  units  that  can  be  supported  by  the  market,  the  amount  of 
section  8  rental  assistomce  availeUale,  and  the  occupancy  profile. 

4)  Community  and  tenant  input  --  Requires  HUD  to  develop 
procedures:  A)  to  obtain  appropriate  and  timely  input  into 
disposition  plans  from  officials  of  the  local  government  and 
State  agency  affected,  the  community  where  the  project  is 
located,  amd  the  project's  tenants;  amd  B)  to  facilitate  the  sale 
of  projects  to  existing  tenant  organizations  with  demonstrated 
capacity,  to  public  euid  nonprofit  entities  which  represent  or  are 
affiliated  with  existing  teneuat  organizations,  or  to  other  public 
or  nonprofit  entities. 

5)  Technical  assistance  --  Authorizes  HDD,  to  carry  out 
procedures  under  paragraph  (4)  above,  to  provide  technical 
assistance,  euid  to  use  amovmts  available  for  technical  assistance 
in  specified  existing  law.   Permits  recipients  of  technical 
assistance  funding  to  make  availaOale  technical  assisteuice  to  the 
extent  of  such  funding,  notwithstanding  the  source  of  the 
funding. 

Right  of  First  Refusal  for  Local  and  State  Government  Agencies: 

1)  Notification  of  acquisition  of  title  --  Requires  HUD,  30  days 
after  acquiring  title  to  a  multifamily  housing  project,  to  notify 
the  local  government  (which  includes  the  public  housing  agency) 
and  the  designated  State  agency,  where  the  project  is  located,  of 
the  acquisition. 

2)  Right  of  first  refusal  --  Provides  that  HUD,  for  a  period  of 

4  5  days  from  the  time  its  acquires  title  to  a  project,  may  offer 
to  sell,  and  may  sell,  the  project  to  the  local  government  or 
State  agency. 

3)  Expression  of  interest  --  Provides  that  the  local  government 
or  State  agency  may  submit  to  HUD  a  preliminary  expression  of 
interest  in  a  project  not  later  than  45  days  after  receiving  the 
notification  of  acquisition  by  HUD  of  the  project  described 
subparagraph  (1)  above.   Provides  that  HUD  may  require 
substantiation  of  this  expression  of  interest. 

4)  Timely  expression  of  interest  --  Provides  that  if  a  timely 
expression  of  interest,  euid  substeuitiation  of  such  interest,  if 
requested,  is  made  by  the  local  government  or  State  agency,  HUD 
must,  upon  approval  of  a  disposition  plem:  A)  notify  the  local 
government  and  State  agency  of  the  plan;  and  B)  for  90  days  after 
such  notification,  provide  that  only  the  local  government  or 
State  agency  may  make  an  offer  to  purchase  the  project. 

5)  Failure  to  timely  express  interest  --  Provides  that  if  the 
local  government  or  State  agency  does  not  timely  express  and,  if 
requested,  substantiate  their  interest  in  a  project,  HUD  may 
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offer  the  project  for  sale  to  any  interested  person  or  entity 
upon  approval  of  the  disposition  plan. 

6)  Acceptance  of  offers  --  Provides  that  if  the  local  government 
or  State  agency  expresses  and,  if  requested,  substantiates 
interest  in  a  project,  HOD  must  accept  an  offer  for  the  project, 
made  by  such  entity  during  the  90  day  period  referred  in 
subparagraph  (4) (B)  above,  that  complies  with  the  disposition 
plan  of  the  project.   Provides  that  HDD  may  accept  an  offer  that 
does  not  comply  with  the  disposition  plan,  if  it  determines  that 
the  offer  will  further  the  goals  of  this  section  by  actions  that 
include  extending  the  duration  of  low-income  affordability 
restrictions,  or  enhancing  the  long-term  affordability  for  low- 
income  persons.   Authorizes  HOD  to  reduce  the  initial  sales  price 
in  exchange  for  the  extension  of  low- income  affordedsility 
restrictions,  and  to  facilitate  affordable  rents. 

7)  Failure  to  sell  to  local  or  state  government  agency  -- 
Provides  that  if  HOD  amd  the  local  government  or  State  agency 
cannot  reach  agreement  on  the  offer  to  purchase  within  the  90  day 
period,  HOD  may  offer  the  project  for  sale  to  the  general  public. 

8)  Purchase  by  vinit  of  general  local  government  or  designated 
state  agency  --  Provides  that  a  local  government  or  State  agency 
may  purchase  a  subsidized  or  formerly  subsidized  project. 

9)  Applicability  --  Provides  that  this  subsection  is  to  apply  to 
projects  acquired  on  or  after  the  effective  date  of  this 
subsection.   Provides  that  HOD,  with  respect  to  projects  acquired 
before  such  effective  date,  may  apply  existing  law,  or,  under 
certain  circumstances,  the  requirements  in  this  section. 

10)  Transfer  by  local  or  state  government  agency  purchasers  -- 
Requires  HOD  to  permit  a  local  government  or  State  agency  to 
transfer  projects  acquired,  under  the  right  of  first  refusal 
under  this  subsection,  to  a  private  entity,  as  long  as  the  local 
government  or  State  agency  identifies  to  HOD  whether  it  may 
transfer  the  project  after  acquisition  and  before  the  project  is 
transferred,  identifies  the  date  of  transfer  and  the  name  of  the 
transferee . 

Displacement  of  Tenants  and  Relocation  Assisteuice:   1)  In  general 
--  Requires  HOD  to  identify  tenants  who  will  be  displaced  by  the 
disposition  of,  or  repairs  to,  a  multifamily  housing  project  that 
is  HOD- owned,  or  for  which  HOD  is  mortgagee  in  possession,  smd  to 
notify  those  tenants  of  their  pending  displacement  and  of 
available  relocation  assistance.   Provides  that  where  a  project 
is  not  HOD  owned,  and  HOD  is  not  mortgagee  in  possession,  HOD  is 
to  require  the  owner  of  the  project  to  carry  out  the  requirements 
of  this  paragraph. 

2)  Rights  of  displaced  tenants  --  Requires  HOD  to  ensure,  for  any 
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displaced  tenant,  the  right:  A)  to  return,  whenever  possible,  to 
a  repaired  unit;  B)  to  occupy  a  unit  in  amother  HDD-owned 
project;  C)  obtain  housing  assistance  under  the  1937  Act;  or  D) 
to  receive  amy  other  available  relocation  assistamce  HUD 
determines  to  be  appropriate. 

Mortgage  and  Project  Sales  --  1)  In  general  --  Prohibits  HUD  from 
approving  a  sale  of  any  loan  or  mortgage  held  by  HUD  (including 
GNMA) ,  on  any  subsidized  project  or  formerly  subsidized  project, 
unless  the  sale  is  made  a  part  of  a  transaction  that  ensures  that 
the  project  will  continue  to  provide  rental  housing  on  terms  at 
least  as  advantageous  to  existing  and  future  tensmts  as  was 
required  by  the  original  subsidy  program  under  which  the  loeui  or 
mortgage  was  made  or  insured. 

2)  Sale  of  certain  projects  --  Prohibits  HUD  from  approving  the 
sale  of  any  subsidized  project:  A)  that  is  subject  to  a  HUD-held 
mortgage;  or  B)  if  the  transaction  involves  am  additional  HUD 
subsidy,  or  a  recasting  of  the  mortgage,  unless  the  sale  is  part 
of  a  tramsaction  that  will  ensure  the  project's  continued 
operation  as  rental  housing  on  terms  at  least  as  advantageous  to 
existing  and  future  tenants  as  xmder  the  original  subsidy 
program . 

3)  Mortgage  sales  to  state  and  local  governments  --  Authorizes 
HUD,  notwithstanding  existing  law,  to  negotiate  sales  of 
subsidized  or  formerly  subsidized  mortgages  held  by  HUD,  without 
the  competitive  selection  of  purchasers  or  intermediaries,  to 
local  governments  and  State  agencies,  or  groups  of  investors  that 
include  a  unit  of  local  government  or  State  agency,  if 
negotiations  are  conducted  with  such  agencies,  except  that:  A) 
the  purchasing  agency  or  local  government  or  State  agency  must 
agree  to  act  as  mortgagee  or  owner  of  a  beneficial  interest, 
consistent  with  maintaining  projects  for  occupancy  by  the  general 
tenant  group  intended  to  be  served  by  the  applica±)le  mortgage 
program;  and  B)  the  sales  prices  for  such  mortgages  shall  be,  as 
determined  by  HUD,  the  best  prices  that  may  be  obtained  for  such 
mortgages  from  a  local  government  or  State  agency,  consistent 
with  the  retention  of  the  projects  for  original  use. 

4)  Sale  of  mortgages  covering  unsubsidized  projects  -- 
Authorizes  HUD  to  sell  mortgages  held  on  unsubsidized  projects  on 
such  terms  and  conditions  as  HUD  may  prescribe. 

5)  Definitions  --  Defines  "subsidized  project",  "formerly 
subsidized  project",  and  "unsubsidized  project"  of  this 
subsection. 

HUD  Disposition  Team:  1)  In  general  --  Requires  HUD  to  establish 
and  maintain  within  HUD  a  multifamily  housing  disposition  team  to 
direct  and  assist  in  the  disposition  of  the  inventory  of  HUD 
owned  or  HUD  held  properties  at  the  time  of  enactment  until  such 
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time  as  the  inventory  is  eliminated  or  substantially  reduced. 

2)  Duties  --  Requires  that  the  sole  responsibilities  of  the 
team  are  to  facilitate  the  disposition  of  the  properties  subject 
to  the  reformed  property  disposition  program. 

3)  Activities  --  Requires  the  team  to  A)  review  the  inventory;  B) 
determine  where  the  most  inventory  properties  are  located;  C) 
make  on  site  visits  to  HOD  offices,  giving  priority  to  those 
offices  identified  as  those  where  the  most  inventory  properties 
are  located;  and  D)  assist  local  HDD  staff  establish  schedules 
and  disposition  plans  for  addressing  the  inventory  properties  and 
to  implement  such  schedules  cuid  plsuis. 

4)  Use  of  Existing  Employees  --  Provides  that  establishing  this 
team  can  not  be  construed  as  requiring  that  HDD  hire  new 
employees. 

Report  to  Congress :   Requires  HDD  to  submit  a  report  to 
Congress,  not  later  than  June  1  of  each  year,  describing  the 
status  of  multifamily  housing  projects  owned  or  subject  to  HUD- 
held  mortgages. 

Sec. 433.  Clarification  of  Paderal  Praferencas. 

Amends  section  6(c) (4) (A) (i)  and  section  8(d) (1) (A) (i)  of  the 
1937  Act,  to  clarify,  as  a  preference  for  public  housing  tenancy 
and  for  Section  8  rental  assistance,  displacement  because  of 
disposition  of  a  multifamily  housing  project. 

Sec. 434.  Amendment  to  National  Housing  Act. 

Establishes  a  new  section  541  of  Title  V  of  the  National  Housing 
Act  to  provide  that  if  HDD  is  requested  to  accept  assignment  of  a 
mortgage  insured  by  HUD  that  covers  a  multifamily  housing 
project,  and  HUD  determines  that  partial  payment  would  be  less 
costly  than  other  reasonedsle  alternatives  for  maintaining  the 
low- income  character  of  the  project,  HDD  may  request  the 
mortgagee,  in  lieu  of  assignment,  to:  1)  accept  partial  payment 
of  the  claim  under  the  mortgage  insuremce  contract;  and  2)  recast 
the  mortgage  under  terms  emd  conditions  determined  by  HUD. 
Requires  the  mortgagor,  as  a  condition  to  a  partial  claim 
payment,  to  agree  to  repay  HUD  the  amount  of  such  payment,  cUid 
this  obligation  must  be  secured  by  a  second  mortgage  on  the 
property  on  terms  and  conditions  determined  by  HDD. 

Sec. 435.  Effective  Date. 

Requires  HUD  to  issue  interim  regulations  to  in^jlement  the 
multifamily  property  disposition  sections  of  this  Act,  not  later 
than  90  days  after  enactment  of  this  Act.   Provides  that  the 
interim  regulations  shall  take  effect  upon  issuance  and  invite 
public  comment  on  the  interim  regulations.   Requires  HUD  to  issue 
final  regulations,  after  opportunity  for  public  comment,  not 
later  than  12  months  after  the  issuance  of  the  interim 
regulations . 
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Subtitle  C  --  Secondary  Mortgage  Harket  PrograaB 

Sec.  451.   Limitation  on  GtOSX   Guarantees  of  Mortgage -Backed 
Securities 

Limits  aggregate  GNMA  mortgage -backed  security  guarantee 
authority  to  $130  billion  in  each  fiscal  year  1995,  and  1996. 
Authorizes  such  sums  as  may  be  necessary  in  each  fiscal  year  1995 
euid  1996  to  cover  the  costs  of  such  guarantees. 

Subtitle  D  --  Xmergency  Mortgage  Relief 

Sec.  471.  A&endments  to  EBiargency  Baaeowner'a  Relief  Act 
Amends  section  102  of  the  Emergency  Mortgage  Relief  Act, 
Emergency  Housing  Act  of  1975,  to  allow  certain  homeo%mers 
experiencing  income  reduction  or  unen?)loyment ,  as  a  result  of 
personal  economic  hardships,  to  be  eligible  to  receive  mortgage 
relief  under  this  title.   Requires  that  the  mortgage  payments 
have  been  delinquent  for  three  months  before  assistance  is 
provided  (to  begin  after  the  enactment  date) .   Requires  that  the 
property  at  risk  is  a  1-  to  4-  family  residence.   Authorizes  such 
sums  as  may  be  necessaury  in  each  FY  year  1995  and  1996  for  this 
mortgage  relief  provision.   Extends  the  date  of  termination  of 
this  Subtitle  to  September  30,  1996.   Extends  the  notification 
period,  which  will,  in  part,  promote  forbearance  in  single  family 
residential  mortgage  loan  foreclosures  specifically  and  require 
notification  of  foreclosures  until  September  30,  1996.   Amends 
the  existing  definition  of  "federal  supervisory  agency"  by 
replacing  the  Federal  Home  Losm  Bamk  Board  and   the  Federal 
Savings  and  Loan  Insurance  Corporation  with  the  Office  of  Thrift 
Supervision.   Amends  the  reporting  requirement  to  require  the 
Secretary  to  report  to  Congress  smnually,  and  excludes  an 
existing  requirement  to  track  the  default  trends  of  multifamily 
properties. 

TITLE  V  --  RURAL  HOUSING 

Sec.  501.   Program  Authorizations 

Authorizes  for  appropriation  for  insurance  and  guarantee 
authority  in  the  aggregate  of  $3,424,779,720  and  $3,527,523,112 
in  each  of  fiscal  years  1995  and  1996,  respectively,  which 
includes  the  following  amounts: 

--   $1,802,500,000  emd  $1,856,575,000  for  insured  and 
guaranteed  loans  under  section  502  on  behalf  of  low- income 
borrowers  receiving  interest  credit; 

$772,500,000  and  $795,675,000  for  guaramteed  loeuis  on 
behalf  of  low  and  moderate  income  borrowers  under  the 
section  502 (h)  single  family  guareuiteed  loan  program; 

--  $3  6,050,000  cuid  $37,131,500  for  home  improvement  loans 
under  section  504 : 
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--  $18,053,950  and  $18,595,569  for  insured  loans  under  the 
section  514  farm  labor  housing  program; 

--  $793,675,770  «uad  $817,486,043  for  insured  loans  under  the 
section  515  rxiral  rental  housing  program: 

>-  $1,000,000  and  $1,030,000  for  loans  iinder  the  section 
523(b)  (1)  (B)  self  help  housing  loan  program; 

--  $1,000,000  emd  $1,030,000  for  site  loans  under  section 
524 

Requires  that  notwithstanding  any  other  provision  in  law,  no  loan 
authority  may  be  transferred  for  any  other  purpose  them  that 
specified  in  this  title. 

Authorizes  for  appropriation  for  grants  in  fiscal  years  1995  and 
1996,  respectively,  the  following  amoiints  to  be  niade  available 
until  expended: 

--  $10  million  in  each  fiscal  year  for  grants  to  nonprofit 
entities  as  technical  assistance  payments  for  the  purchase 
of  preservation  properties; 

--  $31,000,000  and  $31,930,000  for  section  504  home  repair 
grcmts 

--  $1,000,000  euid  $1,030,000  for  construction  defects  under 
section  509 (c) ; 

--  $5,688,278  and  $5,858,926  for  section  509(f)(6)  project 
preparation  grants; 

--Such  sums  as  may  be  necessary  for  section  511  notes  cuid 
obligations  to  meet  payments  on  notes  or  other  obligations 
issued  by  the  Secretary  equal  to  the  aggregate  of  the  credit 
contributions  for  principal  payments  under  section  503  emd 
any  interest  due; 

--  $1,073,260  and  $1,105,458  for  service  coordinators  under 
section  515 (y) ; 

--  $23,289,742  cuid  $23,988,434  for  financial  assistance  for 
section  516  {a)-(j)  domestic  farm  lessor  housing; 

--  $11,269,230  and  $11,607,307  for  section  516  ()c)  housing 
for  rural  homeless  emd  migrant  farmworkers; 

--  $14,918,314  and  $15,365,863  for  section  523  mutual  and 
self-help  housing  grants; 

--  $33,056,408  and  $34,048,100  for  section  533  housing 
preservation  gramts; 
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--  $10  million  in  fiscal -year  1995,  remaining  available 
through  fiscal  year  1997,  for  grants  for  Native  American 
rural  housing  capacity  demonstration  program;  and 

--  $20,000,000  and  $20,600,000  for  the  section  539  Rural 
Community  Development  Initiative. 

Authorizes  section  521  rental  assistemce  payment  contracts  and 
operating  assisteuice  for  migrauat  housing  agcrregating  $454,079,620 
in  fiscal  year   1995  and   $467,702,009  in  fiscal  year  1996. 

Authorizes  5  year  supplemental  rental  assistance  contracts  under 
section  513(d)  aggregating  $13,070,160  in  fiscal  year  1995  and 
$13,462,265  in  fiscal  year  1996. 

Authorizes  the  rural  housing  voucher  program  at  $144,200,000  in 
fiscal  year  1995  and  $148,526,000  in  fiscal  year  1996. 

Authorizes  permament  authority  for  the  section  515  rural  rental 
housing  program. 

S«c.  502.  Sactlon  502  Boawownarship  Loans. 

Strikes  the  security  grant  program  as  loan  supplements  in  remote 
rural  areas  and  requires  the  Secretary  to  consider  as  adequate 
security  for  homeownership  losms  in  remote  rural  areas,  including 
tribal  allotted  or  Indian  trust  lamd,  where  the  borrower  resides 
or  is  employed,  as  the  actual  cost  of  the  property  and  structure. 

Establishes  the  deferred  mortgage  program  as  a  permanent  program. 

Amends  section  505  to  include  reamortization  in  the  title. 
Provides  that  the  Secretary  may  not  foreclose  on  a  mortgage  under 
a  moratorium  solely  because  the  borrower  can  not  repay  the  loan. 
Requires  the  Secretary  to  enter  into  an  agreement  with  the 
borrower  at  the  end  of  the  moratorium  period  to  provide 
authorized  assistance  and  permits  the  Secretary  to  foreclose  only 
if  the  borrower  fails  to  make  3  monthly  payments. 

Authorizes  the  Secretary,  in  order  to  enable  the  borrower  to 
retain  possession  of  the  home  securing  the  loaui,  to  (1) 
reamortize  any  section  502  loam  for  a  period  not  to  exceed  38 
years  from  the  date  of  the  making  of  the  loan,  subject  to 
requirements  of  a  graduated  repayment  agreement;  or  (2)  to 
refinance  or  make  a  new  loan  under  section  502,  using  the 
proceeds  to  liquidate  the  outstanding  indebtedness.  Authorizes 
the  Secretary  to  esteiblish  a  schedule  of  loan  payments  less  than 
the  original  payments  for  a  period  not  exceeding  3  years . 

Sec,  503.  Prepayment  of  Rural  Rental  Housing  Loans. 

Authorizes  the  Secretary,  subject  to  appropriations,  to  make 
technical  assistemce  grants,  not  exceeding  $50,000,  to  nonprofits 
and  public  agencies  purchasing  projects  subject  to  the  prepayment 
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provisions.   Provides  that  the  gramt  may  cover  reasonaible  costs 
as  determined  by  the  Secretary  excluding  the  purchase  price, 
including  appraisals,  financing  fees,  accounting,  legal  fees, 
architectiiral  emd  engineering  fees,  application  fees,  overhead, 
and  other  expenses. 

Authorizes  the  Secretary  to  provide  equity  take  out  loans  for 
section  514  farm  leOsor  housing  loans  as  an  incentive  to  owners 
subject  to  the  prepayment  restrictions  to  preserve  the  housing  as 
affordable  farm   leibor  housing  under  the  same  requirements  and 
conditions  applied  to  o%mers  and  projects  under  the  section  515 
rural  rental  housing  program.   Makes  a  technical  correction  to 
section  515,  changing  the  applicable  date  for  prepayment  to 
December  15,  1989. 

Requires  that  owners  receiving  incentives  under  the  preservation 
program  may  increase  rents  for  current  teneuats  (except  those 
necessary  for  increased  operating  costs)  in  phases  equally  over  a 
period  not  less  than  3  years  if  the  increase  is  30  percent  or 
more  and  must  limit  increases  to  not  more  than  10  percent  per 
year  if  the  increase  is  more  thsui  10  percent  but  less  than  30 
percent . 

Requires  that  loans  that  are  accelerated  upon  default  shall  be 
siibject  to  the  prepayment  restrictions  applicedDle  to  loans  where 
no  payment  has  been  tendered  in  the  case  of  acceleration  upon 
default.   Makes  necessary  conforming  changes. 

Establishes  a  new  test  for  allowable  prepayments  of  rental 
housing  loans.   Requires  that  the  Secretary  make  a  written 
finding  that  the  prepayment  (1)  will  not  materially  increase 
economic  hardship  for  current  tenants;  (2)  will  not  involuntarily 
displace  current  tencuits  where  comparable  housing  is  not 
available  in  the  absence  of  federal  housing  assistance;  and 
(3)  that  the  supply  of  vacant,  comparable  housing  is  sufficient 
to  ensure  that  prepayment  will  not  materially  affect  the 
availability  of  decent,  safe,  sanitary,  and  affordable  housing, 
the  availability  of  such  housing  near  employment  opportunities, 
or  the  housing  opportunities  of  minorities. 

Sec.  504.  Designation  of  XTnderserved  Areas  and  Reservation  of 

Assistance. 

Extends  the  authorization  of  the  underserved  areas  program  for 

fiscal  years  1995  and  1996.   Establishes  2  fiscal  year 

designation  for  targeted  underserved  areas  other  than  Indian 

areas  and  3  fiscal  year  designation  for  Indian  areas,  starting  in 

fiscal  year  1995. 

Sec.  505.  Administrative  Appeals. 

Defines  adverse  decision  to  include  eviction  and  requires  that 
administrative  appeals  include  an  agency  hearing  on  the  record 
for  such  adverse  decision. 
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Sec  506.  Section  515  Rural  Rental  Bousing 

Extends  the  set -aside  for  nonprofit  entities  to  fiscal  year  1995 
and  1996. 

Authorizes  the  Secretary  to  approve  sequential  transfers  of  loans 
where  more  than  one  transfer  entity  is  involved,  if  the  transfer 
is  in  the  best  interest  of  the  tenants  and  the  Federal 
government . 

Authorizes  the  Secretary  to  refinance  outsteuiding  principal 
obligations  in  order  to  reduce  debt  service,  rents,  and  rental 
assistance  necessary  for  rural  rental  housing  according  to  such 
terms  and  conditions  as  are  appropriate  to  this  authority  and  the 
original  loan.   Requires  that  the  original  usage  of  the  housing 
and  related  facilities  continue  to  apply.  Requires  that  loans 
shall  be  considered  as  loans  originally  made  for  purposes  of 
prepayment  restrictions,  although  the  new  terms  may  be  considered 
for  incentives  and  determining  value.   Requires  the  Secretary  to 
establish  any   requirements  and  conditions  of  such  refinancing. 
Requires  the  Secretary  to  estadslish  em  expedited  procedure  for 
refinancing  loans  which  does  not  require  the  same  application 
procedures  as  the  original  loan  and  includes  consideration  of  any 
information  availeible  to  the  Secretary  in  servicing  the  original 
loan. 

Sec.  507.  Rental  Assistance  Payments. 

Authorizes  the  Secretary  to  provide  operating  assistance  for 
migrant  farmworker  projects  at  the  request  of  the  ovmer  in  lieu 
of  rental  assistance.   The  operating  assistance  can  not  exceed  90 
percent  of  the  operating  costs  for  the  project  for  the  year,  as 
determined  by  the  Secretary.   Specifies  that  the  project  must  be 
made  availeible  to  migrants  farmworkers  who  pay  rent  not  exceeding 
30  percent  of  adjusted  income.   Requires  the  owner  requesting 
operating  assisteuice  to  submit  to  the  Secretary  am  cmnual 
operating  budget  and  estimated  rental  income.   Defines  migrant 
farmworker  and  operating  cost.  Provides  conforming  amendments. 

Establishes  a  set-aside  of  rental  assistance  for  new 
construction.   Requires  the  Secretary  to  reserve  rental 
assistance  for  new  section  515  projects  in  em  amount  not  less 
than  an  average  percentage  of  such  amounts  for  the  most  recent 
completed  3  fiscal  years  that  was  provided  for  new  section  515 
loans. 

Sec.  508.  Rural  Housing  Assistance  Targeting  Report 

Requires  the  Secretary  to  submit  a  report  to  Congress  not  later 
than  180  days  after  the  close  of  each  fiscal  year  which  describes 
the  geographical  distribution  cmd  loan  and  grant  amounts  of 
housing  applied  for  and  approved  each  fiscal  year  and  the  extent 
of  the  rural  character  of  the  areas  in  which  loans  emd  grants  are 
made . 
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Sec.  509.  Priority  for  Rural  Hou«ing  Voucher  Xeeietence 

Requires  that  priority  for  voucher  assistance  be  provided  for 
rental  housing  that  is  assisted  under  this  title  and  that  has  a 
significant  vacancy  problem  for  extended  periods  or  is  occupied 
by  a  significant  number  of  families  who  are  rent  overburdened. 
Authorizes  the  Secretary  to  enter  into  project  based  voucher 
assistance  for  such  assistance. 

Sec.  510.  Native  American  Rural  Eouaing  Capacity  Demonstration 
Program 

(a)  Authorizes  the  Secretary  to  in^jlement  a  program  to 
demonstrate  the  effectiveness  of  assisting  Native  Americans  and 
Alaskan  Natives  in  underserved  areas  to  apply  for,  obtain,  and 
use  housing  assisteuice  under  this  title. 

(b)  Requires  the  Secretary  to  make  grants  to  certain  technical 
assistance  providers  for  activities  under  this  section.   Requires 
that  4  0  percent  of  the  amounts  made  available  be  disbursed  in 
fiscal  year  1995,  30  percent  disbursed  in  fiscal  year  1996,  and 
30  percent  disbursed  in  fiscal  year  1997. 

(c)  Requires  that  amounts  provided  to  technical  assistance 
providers  be  used  for  certain  eligible  activities  including 
training  for  employment  as  local  project  coordinators  and 
training  with  respect  to  housing  program  use  and  application 
procedures  for  tribes  and  tribal  members;  on-going  technical 
assistance  and  training;  assisteUice  to  selected  tribes  or  housing 
organizations  to  employ  local  coordinators;  and  revolving  loan 
fund  to  provide  loans  to  tribes  and  members  of  tribes  for 
customary  and  reasonable  costs  of  applying  for  housing 
assistance,  except  that  not  more  thsm  $1500  may  be  provided  to 
any  one  tribe  or  organization.   Defines  "local  project 
coordinator"  as  cm  individual  who  is  employed  by  a  selected  tribe 
or  organization;  provides  technical  assistance  regarding  housing 
programs;  facilitates  use  of  such  assisteUice;  and  assists  tribes 
and  members  of  tribes  obtain  loans  from  the  revolving  loan  fund. 

(d)  Requires  that  selected  tribes  enter  into  an  agreement  with 
the  technical  assistance  provider  to  provide  in  kind  or  financial 
assistance,  in  addition  to  grant  amounts,  including  space, 
equipment,  transportation,  salary  enhancement,  fringe  benefits, 
and  other  forms  of  assistance. 

(e)  Requires  the  Secretary  to  provide  that  the  technical 
assistance  funds  through  the  technical  assistance  provider (s)  are 
provided  to  not  more  than  15  tribes  that  located  in  counties  or 
communities  eligible  as  targeted  iinderserved  areas  or  that 
include  tribal  allotted  or  Indiein  trust  land  and  that  have  agreed 
to  designate  individuals  as  local  coordinators  or  are  located  in 
a  county  or  community  where  a  Native  American  or  Alaskan  Native 
housing  organization  is  located  amd  agreed  to  participate  in  the 
demonstration  program. 
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Requires  the  technical  assistance  provider  to  select  tribes  for 
participation  according  to  criteria  that  include  the  extent  of 
substandard  housing  on  the  reservation;  the  extent  of  waiting 
lists  for  federal  housing  programs;  the  extent  of  interest  in  and 
willingness  to  participate  for  the  3  year  period;  and  the  extent 
of  willingness  to  provide  in  kind  or  financial  assistance. 

Requires  that  notwithstanding  the  designations  under  the  targeted 
underserved  areas  program  and  the  definition  of  rural  area,  cmy 
area  selected  as  part  of  this  demonstration  shall  be  considered  a 
targeted  underserved  aurea  for  fiscal  years  1995,  1996  and  1997. 
for  purposes  of  funding. 

(f)  Authorizes  the  Secretary  to  make  a  grant  to  nonprofits  with 
experience  in  training  and  technical  assistance  emd  which  has 
administered  a  housing  revolving  loan  fund.   Requires  that 
applications  for  gramt  assistamce  be  submitted  not  more  than  45 
days  after  pxiblication  of  a  notice  of  funding  availability. 
Requires  the  Secretary  to  select  technical  assistance  provider (s) 
to  receive  grants  within  30  days  after  receipt  of  applications  to 
organization (s)  that  are  capable,  knowledgeable,  and   experienced 
in  providing  technical  assistance  and  about  housing  needs, 
issues,  and  programs  of  and  for  Native  Americans  and  Alaskan 
Natives;  and  agree  to  comply  with  the  demonstration  program. 

(g)  Requires  local  project  coordinators  to  siibmit  em  activity 
report  within  30  days  of  the  end  of  the  fiscal  year  to  the 
technical  assistance  provider;  requires  the  technical  assistance 
provider (s)  to  submit  am  activities  report  to  the  Secretary 
within  60  days  of  the  end  of  the  fiscal  year;  and   requires  the 
Secretary  to  submit  a  report  to  Congress  summarizing  the 
demonstration  and  activities  not  later  them  90  days  after  the 
conclusion  of  the  fiscal  year. 

(h)  Defines  "Alaskan  Native  Village,"  Native  Americem  or  Alaskan 
Native  Housing  Organization",  "nonprofit  organization,"  "selected 
area,"  "technical  assistance  provider,"  and  "tribe,"  for  purposes 
of  this  demonstration. 

(i)  Requires  the  Secretary  to  publish  a  notification  of  funding 
availability  (NOFA)  for  grants  under  the  demonstration  not  later 
than  the  expiration  of  a  90  day  period  after  amounts  are 
appropriated.   Requires  that  the  NOFA  include  the  requirements 
for  receiving  assistance,  the  purposes  of  the  grant  and 
permissible  uses  of  grant  funds,  the  address  for  additional 
assistance,  and  a  deadline  for  sxibmission  of  applications  for 
grant  assistance. 

Sec.  511.  Rural  Commiinity  Development  Initiative 

Authorizes  the  Secretary  to  provide  assistance  to  develop  the 
capacity  of  community  development  corporations,  community  housing 
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development  organizations,  ouid  other  nonprofits  to  undertake 
coiranunity  development  and  affordable  housing  projects  and 
programs  in  rural  areas.   Provides  that  assistance  may  be  used 
for  training,  education,  support,  and  advice  to  enhance  the 
technical  and  administrative  capabilities  of  eligible  recipients 
under  this  section;  for  loans,  grants,  or  predevelopment 
assistance  to  eligible  recipients  of  grant  funds  to  carry  out 
housing  and  community  development  activities  that  benefit  low 
income  families;  and  any  other  activities  as  determined  by  the 
Secretary.   Requires  that  grants  be  matched  from  private  sources 
in  amounts  equal  to  3  times  the  federal  grant  provided.   Requires 
the  Secretary  to  establish  requirements  in  notice  for  effect  to 
implement  the  Initiative. 

Sec.  512.  Rural  Bousing  Loan  D«l«gat«d  Processing  Demonstration 
Authorizes  the  Secretary  not  later  than  180  days  after  enactment 
to  establish  a  system  of  delegated  processing  to  nonprofit 
organizations  for  section  502  homeovmership  loans.   Requires  the 
Secretary  to  retain  the  authority  to  approve  loan  amounts  and 
interest  credit  agreements  and  to  execute  make  binding 
commitments  and  credit  agreements.   Requires  that  this  authority 
be  implemented  only  in  targeted  underserved  areas.   Requires  the 
Secretary  to  submit  a  report  to  Congress  not  later  than  12  months 
after  date  of  initial  itr5)lementation  of  the  demonstration. 
Terminates  the  demonstration  after  September  30,  1996. 

TITZaX  VI  --  CQMKDNXTY  DEVSLOPMENT 

Subtitle  A  --  CoBnnunity  Developotent  Block  Grant  Program 

Sec.  601.   Authorization  of  Appropriations  and  Giiarantee 

Authority. 

Authorizes  $4,532,000,000  for  FY  1995,  and  $4,667,960,000  for  FY 

1996  to  be  used  to  provide  units  of  general  local  government  with 

community  development  block  gremts  (Title  I  of  the  Housing  and 

Community  Development  Act  of  1974) . 

Limits  the  amount  expended  to  guarantee  notes  or  obligations 
issued  by  public  entities  for  eligible  activities  under  this 
section  (section  108  of  the  Housing  and  Community  Development  Act 
of  1974)  to  $2,115,620,000  for  FY  1995,  and  $2,179,088,600  for  FY 
1996. 

Authorizes  funding  for  special  purpose  gremts  for  a  total  of  $60 
million  in  each  fiscal  year  1995  and  1996  which  includes:  (1)  $7 
million  for  insular  areas,  (2)  $6.5  million  for  historically 
black  colleges,  (3)  $6  million  for  a  state  or  unit  of  local 
government  that  jointly  applies  for  a  grant  with  em  institution 
of  higher  learning  to  conduct  eligible  activities,  (4)  $6  million 
for  inner-city  revitalization,  (5)  $3  million  for  work  study 
grants  for  minority  and  economically  disadvamtaged  students,  (6) 
what  may  be  necessary  to  provide  grants  for  state  and  local 
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governments  whose  initial  grant  was  miscalculated,  for  additional 
technical  assistomce,  and  for  planning  community  development  and 
economic  diversification  activities,  and  (7)  $2  million  in 
supplemental  funds. 

Sec.  602.   Bcooamic  Development  Grants. 

Amends  the  section  108  loan  guarantee  program  to  allow  any  funds 
previously  obligated,  but  not  expended,  from  Drbam  Development 
Action  Grants  (DDAG)  linder  section  119  of  the  HCDA,  to  be 
deobligated  and  made  available  for  grants  to  be  used  in 
conjunction  with  the  loam  guarsmtee  program. 
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Requires  that  the  proceeds  of  the  loan  and  grant  under  this 
section  be  used  only  for  the  purpose  of  caurxying  out  economic, 
development  activities  which  must  be  described  in  the  applicat 
and  approved  by  the  Secretary. 

Requires  that  the  grant  is  awarded  upon  the  Secretary's  receipt, 
amd  siibsequent  approval  of  the  grant  application  submitted  by  a 
public  entity.   Allows  the  Secretary  to  determine  the  application 
process  amd  to  require  the  simultaneous  submission  of  the  grant 
application  and  the  loan  guarantee  assistance  application. 

Provides  that  the  gramt  must  be  distributed  on  a  first -come, 
first -served  basis. 

Requires  the  Secretary  to  issue  regulations  to  implement  this 
section. 

Expands  the  use  of  fxinds  appropriated  to  caurry  out  the  UDAG 
program  to  include  funding  the  gramt  program  under  this  section. 
Subjects  the  gramt  program  to  the  existing  ODBC  National 
Objectives.   Requires  that  the  grant  meets  the  ODBC  requirement 
that  at  least  70V  of  f\inds  allocated  benefit  persons  of  low-and 
moderate- income . 

Prohibits  the  Secretary  from  issuing  a  loan  cfuarantee  or  a 
guarantee  used  along  with  the  grant  program  unless  the  grantee 
has  attempted  to  finance  the  loan  without  the  use  of  the 
guarantee  and  cannot  complete  the  proposed  activities  without  the 
use  of  the  guarantee. 

Section  603.  Oxiarantee  of  Obligations  Backed  by  Section  108 

Loans. 

Requires  the  Secretary  to  guarantee  the  timely  payment  of 
principal  amd  interest  on  trust  certificates  and  obligations  as 
offered  for  the  purposes  of  this  subsection  amd  as  based  on  by  a 
trust  or  pool  composed  of  notes  or  other  obligations  guaranteed 
by  the  Secretary.   Pledges  the  full  faith  and  credit  of  the  U.S. 
to  the  payments  of  all  amounts  guaramteed  by  the  Secretary. 

Subrogates  the  rights  fully  to  the  Secretary  upon  payment  of  a 
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claim  guaranteed  under  this  section. 

Authorizes  the  Secretary's  power  to  preeit^Jt  federal,  state  and 
local  law  in  order  to  contract  concerning  (1)  public  offerings 
and  other  sales  of  notes,  trust  certificates,  and  other 
obligations  guaranteed,  (2)  the  right  to  enforce  any  such 
contract,  and  (3)  any  o%mer8hip  rights  of  the  Secretary  in  notes, 
certificates  or  other  obligations  under  the  section  or 
constituting  the  trust  or  pool  against  which  certificates  or 
other  obligations  guaranteed  under  this  section  are  offered. 

Sec.  604.   Section  108  Loan  Guarantees  for  Colonies 
Amends  section  108(a)  of  the  HdJA  to  allow  colonias,  as  defined 
in  section  916  of  the  Cranston-Gonzalez  National  Affordable 
Housing  Act  of  1990  (NAHA) ,  to  participate  in  the  section  108 
program  to  conduct  public  works  activities  under  section 
105(a)  (2)  of  the  HCI)A. 

Sec.  605.  CDBG  Aaeiatance  for  Colonias 

Extends  the  authority  of  section  916  of  NAHA  to  1996. 

Subtitle  B  --  Other  ComBunlty  Development  Prograaui 

Sec.  631.  Neighborhood  Reinvestment  Corporation 

Authorizes  $32,960,000  for  FY  1995,  and  $33,948,800  for  FY  1996 
to  conduct  eligible  activities  xinder  the  Neighborhood 
Reinvestment  Corporation  Act. 

Sec .  632 .  John  Heinz  Neighborhood  Development  Program 

Authorizes  $5  million  for  FY  1995,  and  $5,150,000  for  FY  1996  of 
the  amounts  made  available  under  section  103  of  the  Housing  and 
Community  Development  Act  of  1974  for  this  section  to  be  used  to 
carry  out  activities  xinder  section  123  (g)  of  the  Housing  and 
Urban-Rural  Recovery  Act  of  1983. 

TITLE  VII  --  REGULATORY  AND  MISCELLANEOUS  PROGRAMS 

Sec.  701.  Pair  Housing  Initiatives  Program. 

Authorizes  $26,780,000  for  FY  1995,  euid  $27,583,400  for  FY  1996, 
for  the  Fair  Housing  Initiatives  program  (section  561  of  the 
Housing  and  Community  Development  Act  of  1987) ,  of  which,  not 
less  than:  1)  $3,820,000  in  FY  1995,  and  $8,500,000  in  FY  1996  is 
to  be  for  private  enforcement  initiatives;  2)  $2,230,000  in  FY 
1995  and  $8,500,000  in  FY  1996  is  to  be  for  qualified  fair 
housing  enforcement  orgemizations;  3)  $2,010,000  in  FY  1995  and 
$4,000,000  in  FY  1996  is  to  be  for  the  creation  of  new  fair 
housing  organizations;  and  4)  $2,540,000  in  FY  1995  eUid 
$5,000,000  in  FY  1996  is  to  be  for  education  emd  outreach 
programs . 
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Sec.  702.   HUD  Program  Monitoring  and  Research 

Authorizes  such  sums  as  may  be  necessary  for  FY  1995  and  FY  1996 
to  conduct  HDD  monitoring  and  research  development  (section  7  of 
the  Department  of  Housing  and  Urban  Development  Act) . 

Sec.  703.   HDD  Salaries  and  S3q>anses 

Authorizes  $1,150,000,000  for  FY  1995,  and  $1,184,500,000  for  FY 
1996  for  HDD  salaries  and  expenses  (section  7(s)  of  the 
Department  of  Housing  and  Drban  Development  Act) .   Sets  aside 
$96  million  in  each  fiscal  yeau:  1995  and  FY  1996  to  fund  staff 
for  the  multifamily  mortgage  insurance  program  imder  Title  II  of 
the  National  Housing  Act.   Sets  aside  $5  million  in  each  fiscal 
year  1995  amd  1996  for  staff  training  and  capacity  building. 

Sec.  704.  Subaidy  Layering  Review. 

Amends  section  911  of  the  Housing  and  Community  Development  Act 
of  1992  to  repeal  the  requirement  that  the  Secretary  develop 
guidelines  for  tax  credit  allocation  agencies  to  review  projects 
to  determine  whether  subsidy  is  no  more  than  is  necessary  to 
provide  affordeible  housing  (or  compliance  with  section  102(d)  of 
the  HUD  Reform  Act  of  1989) .   Requires  that  certifications, 
pursuant  to  guidelines  prescribed  by  the  Secretary,  by  state 
credit  allocation  agencies  shall  be  sufficient  to  determine 
compliance  with  section  102 (d)  and  that  the  combination  of  tax 
credits  and  federal  subsidy  is  no  more  them  is  necessary  to 
produce  affordable  housing.   Provides  that  if  the  credit  agency 
has  failed  to  comply  with  the  guidelines  in  issuing  its 
certification,  the  Secretary  may  refuse  to  accept  such 
certifications  and  shall  resume  anti-subsidy  layering  reviews. 

Sec.  705.   HDD  Research  and  Development 

Authorizes  $36,050,000  for  FY  1995,  and  $37,131,500  for  FY  1996 
for  the  Department  of  Housing  amd  Drban  Development  to  conduct 
research  and  Development  (section  501  of  the  Housing  and  Urban 
Development  Act  of  1970) . 

Sec.  706.   National  Institute  of  Building  Sciences 

Authorizes  $2  million  in  each  fiscal  year  1995  cuid  1996  to  carry 
out  programs  administered  by  the  National  Institute  of  Building 
Sciences  (section  809  (i)  of  the  Housing  and  Community  Development 
Act  of  1974) . 

Sec.  707.   Residential  Lead-Based  Paint  Hazard  Reduction. 

Authorizes  $257,500,000  in  FY  1995,  and  $265,225,000  in  FY  1996 
for  grants  for  lead-based  paint  hazard  reduction  in  target 
housing  (section  1011  of  the  Housing  and  Community  Development 
Act  of  1992) .   Sets-aside  $3  million  in  each  fiscal  year  1995  and 
1996  for  technical  assistance  and  capacity  building.   Authorizes 
HUD  to  make  grants  up  to  $200,000  in  FY  1995  and  $200,000  in  1996 
for  State  training,  certification  or  accreditation  programs. 
Sets-aside  $5,000,000  in  FY  1995,  and  $5,000,000  in  FY  1996  for 
HUD  research  (sections  1051-1053  of  the  Housing  and  Community 
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Development  Act  of  1992) . 

Sec.  708.   New  Towns  Demonstrmtlon  Prograan  for  Emergency  Relief 
of  Los  Angeles 

Extends  the  Secretary's  authority,  to  the  extent  provided  in 
appropriations  act,  to  enter  into  connnitments  to  insure  loans  and 
mortgages  under  the  National  Housing  Act  for  an  amount  not  to 
exceed  such  sums  as  may  be  necessary. 

Authorizes  such  sums  as  may  be  necessary  for  FY  1995  and  FY  1996 
for  second  mortgage  assisteuice  (section  1105(e)  of  the  Housing 
and  Community  Development  Act  of  1992) . 

Authorizes  such  sums  as  may  be  necessary  for  capacity  building 
under  section  1106 (h)  of  the  Housing  and  Community  Development 
Act  of  1992. 

Sec.  709.  Solar  Asslstaaee  Financing  Entity. 

Authorizes  to  be  appropriated  for  the  Solar  Bank,  $10,732,600  for 
FY  1995  and  $11,054,578  for  FY  1996. 

Sec.  710.  National  American  Indian  Housing  Cormcil. 

Authorizes  to  be  appropriated  for  assisteuice  for  the  National 
Americam  Indiem  Housing  Council  $1  million  in  fiscal  year  1995 
and  $1,030,000  in  fiscal  year  1996  for  providing  training  and 
technical  assistance  to  Indiam  housing  authorities. 

Sec.  711.  Housing  Assistance  Council. 

Authorizes  to  be  appropriated  for  assistemce  for  the  Housing 
Assistance  Council  $5  million  in  fiscal  year  1995  emd  $5,150,000 
in  fiscal  year  1996  for  providing  training,  technical  assistance 
and  financial  assistemce  to  develop  affordeUole  housing  in  rural 
areas . 


TITLE  VIII  ^-  HOUSING  PROGRAMS  UNDER  STEWART  B.  MCKINNEY 
HOMELESS  ASSISTANCE  ACT 


Sec.  801.   Short  title. 

Provides  that  this  title  may  be  cited  as  the  "Stewart  B.  McKinney 

Homeless  Housing  Assistance  Amendments  Act  of  1994 . " 

Subtitle  A  --  Bousing  Assistance. 

Sec.  811.  Emergency  Shelter  Grants. 

Authorizes  for  the  Emergency  Shelter  Grants  program  (Title  IV, 
subtitle  B  of  the  McKinney  Act),  $150,000,000  for  FY  1995,  and 
$154,500,000  for  FY  1996. 

Sec.  812.  Supportive  Bousing  Program. 

Authorizes  for  the  supportive  housing  demonstration  program 
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(Title  IV,  subtitle  C  of  the  McKinney  Act)  $344,020,000  for  FY 
1995,  and  $354,340,600  for  FY  1996. 

Sec.  813.   Safe  Eavena  For  Bomeleaa  Individuala  Deaonatration 

Program. 

Authorizes  for  the  Safe  Havens  for  Homeless  Individuals 

Demonstration  Program  (Title  IV,  subtitle  D  of  the  McKinney  Act) 

$66,542,120  for  FY  1995,  and  $68,538,384  for  FY  1996. 

Sec.  814.   Section  8  Aasiatance  for  Single  Room  Occupancy 
Dwellings . 

Authorizes  for  section  8  assistance  for  single  room  occupancy 
dwellings  (section  441  of  the  McKinney  Act)  $200,000,000  for  FY 
1995,  and  $206,000,000  for  FY  1996. 

Sec.  615.   Shelter  Pl\i8  Care  Program. 

Authorizes  for  rental  assistance  under  the  Shelter  Plus  Care 
program  (Title  rv,  subtitle  F  of  the  McKinney  Act)  $150,000,000 
for  FY  1995,  and  $154,500,000  for  FY  1996. 

Sec.  816.  Rural  EomeleaanaaB  Grant  Program. 

Authorizes  for  the  Rural  Homelessness  Greuit  Program  (Title  rv, 
subtitle  G  of  the  McKinney  Act)  $32,197,800  for  FY  1995,  and 
$33,163,734  for  FY  1996. 

Sec.  817.  Strategy  to  Eliminate  Uaflt  Transient  Facilities. 

Amends  section  825  of  the  Cranston-Gonzalez  National  Affordable 
Housing  Act  to  extend  the  time,  from  July  1,  1994  to  July  1,  1996 
for  HUD  to  develop  and   publish  a  strategy  to  eliminate  State  amd 
local  government  use  of  unfit  tramsient  facilities  as  housing  for 
homeless  families  with  children. 

Sec.  818.  Innovative  Bameleaa  Initiatives  Demonstration  Program. 

Extends  the  repeal  date  for  the  Innovative  Homeless  Initiatives 
Demonstration  Program  (section  2  of  the  HUD  Demonstration  Act  of 
1993)  from  October  1,  1994  to  October  1,  1996.   Authorizes 
$206,000,000  for  FY  1995,  and  $212,180,000  in  FY  1996  for  this 
program. 

Subtitle  B  --  Interagency  Council  on  the  Eomeless. 

Sec.  831.  Authorization  of  i^jproprlatlons . 

Authorizes  for  the  Interagency  Council  on  the  Homeless  (Title  II 
of  the  McKinney  Act)  $1,609,890  for  FY  1995,  and  $1,658,187  for 
FY  1996. 

Sec.  832.  Extension. 

Extends  the  termination  date  for  the  Interagency  Council  from 
October  1,  1994  to  October  1,  1996. 
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Subtitle  C  --  Federal  Emergency  SUnagement  Pood  and  Shelter 
Program. 

Sec.  851.  Authorization  of  ^>propriations . 

Authorizes  for  the  Federal  Emergency  Management  Food  and  Shelter 
Program  (Title  III  of  the  McKinney  Act)  $193,186,800  for  FY  1995, 
and  $198,982,404  in  FY  1996. 
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Opening  Statement 
Chairman  Henry  B.  Gonzalez 
Administration's  Rural  Housing  Priorities  and  GAO  Review 

March  10,  1994 


Today  we  welcome  Michael  V.  Dunn,  Administrator  of  the 
Farmers  Home  Administration,  in  his  first  appearance  before  the 
Subcommittee  and  our  good  friend,  Judy  England- Joseph,  Director 
of  Housing  and  Community  Development  Issues  at  the  General 
Accounting  Office  in  the  second  of  our  reauthorization  hearings 
this  legislative  session.   Their  testimony  will  focus  on  the 
administration's  rural  housing  priorities  and  GAO's  broad  and 
incisive  review  of  work  completed  since  the  last  reauthorization 
bill  which  has  important  statutory  implications  for  our 
consideration . 

As  you  know,  I  introduced  H.R.  3838,  the  Housing  and 
Community  Development  Act  of  1994,  with  20  members  of  the 
Committee  as  original  co-sponsors  on  February  10.  This 
legislation  includes  the  regular  reauthorizations  required, 
technical  and  clarifying  changes,  and  a  number  of  rural  housing 
initiatives . 

We  have  also  included  several  rural  housing  provisions 
which  I  note  the  administration  will  propose,  such  as  permanent 
authority  for  the  section  515  rural  rental  housing  program,  even 
in  the  face  of  recent  revelations  about  serious  health  and  safety 
violations  in  projects  in  several  states.   I  note  that  the 
Department  believes,  as  I  do,  that  these  problems  should  not  be 
seen  as  an  indictment  of  the  section  515  rural  rental  housing 
program.  We  are  particularly  interested  in  Mr.  Dunn's  comments 
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about  these  provisions  and  the  recent  activity  surrounding  the 
section  515  program. 

We  are  also  interested  in  learning  about  the 
administration's  budget  priorities  and  the  planned  reorganization 
of  the  Department  of  Agriculture,  the  break-up  of  the  Farmers 
Home  Administration  and  the  creation  of  the  Rural  Housing  and 
Community  Development  Service.  I  know  I  have  serious  reservations 
about  the  budget  request,  specifically  the  increase  in  the 
borrower's  share  for  the  section  502  single  family  direct  loan 
program  and  the  sharp  reduction  in  funds  for  the  section  515 
rural  rental  housing  program.   I  believe  that  these  requests  will 
have  grave  consequences  for  our  ability  to  provide  affordable 
housing  to  our  nation's  most  vulnerable,  very  low  income  rural 
families . 

Finally,  Mr.  Dunn,  I  would  like  to  thank  you  for  providing 
Subcommittee  members  with  such  extensive  and  informative  briefing 
materials . 

Ms.  England- Joseph,  since  the  consideration  of  the  last 
reauthorization  legislation,  the  GAO  has  completed  or  initiated  a 
number  of  studies  on  programs  and  policies  which  we  will  consider 
again  this  year.   Some  of  their  findings  have  already  been 
incorporated  into  H.R.  3838. 

Once  again,  the  Subcommittee  is  interested  in  your  review  of 
these  studies  and  their  implications  for  this  year's  legislation. 
Specifically,  we  are  interested  in  your  recommendations  about  the 
major  issues  GAO  has  examined,  including  property  disposition, 
loan  servicing  and  default  prevention,  the  section  8  program  such 
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as  the  merger  of  certificates  and  vouchers  and  fair  market  rents, 
community  development,  economic  development,  homelessness,  and 
several  rural  housing  issues.   The  GAO's  insights  have  always 
been  invaluable  to  us  in  our  deliberations  concerning  housing  and 
community  development  legislation. 

I  look  forward  to  the  testimony  of  our  witnesses. 
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3/10/94 
OPENING  REMARKS 

HONORABLE  MARGE  ROUKEMA  -  HOUSING  SUBCOMMITTEE 

FMHA/GAO 

Thank  you  Mr.  Chairman.   I  want  to  welcome  our  witnesses  here  today  as  we 
continue  our  hearings  on  the  reauthorization  of  federal  housing  programs. 

Mr.  Chairman,  a  very  interesting  and  extraordinary  event  took  place 
last  January  27.   On  that  day  at  his  testimony  before  the  Senate 
Committee  on  Governmental  Affairs,  Charles  Bowsher,  head  of  the  General 
Accounting  Office,  announced  that  the  GAG  was  adding  the  entire 
Department  of  HUD  to  their  list  of  "high  risk"  agencies. 

This  was  the  first  time  an  entire  Federal  Department  was  placed  on 
that  list. 

In  his  statement,  General  Bowsher  said,  "HUD  has  had  a  history  of 
fundamental  management  and  organization  problems  that  put  billions  of 
dollars  at  risk;  an  organizational  structure  that  blurs  accountability; 
inadequate  information  and  financial  management  systems;  and  staff 
without  the  skills  needed  to  effectively  manage  programs." 

Mr.  Chairman,  this  is  an  extraordinary  indictment  of  the  operations 
at  HUD  and  should  be  a  serious  warning  to  this  Committee  that  we  must  be 
ever  more  vigilant  in  overseeing  this  agency  and  very  apprehensive  about 
approving  any  more  new  programs  for  that  Department . 

Mr.  Chairman,  the  problems  at  HUD  certainly  should  not  be  seen  as  a 
reflection  on  the  new  team  over  there.   However,  the  fact  that  the  GAG 
has  decided  to  take  this  action  now  does  suggest  that  what  is  going  on  in 
HUD  under  the  new  regime  may  not  present  a  convincing  argument  to  the  GAO 
that  adequate  measures  to  solve  some  of  these  problems  are  being  taken. 

In  fact,  you  will  recall  that  just  two  weeks  ago  when  Secretary 
Cisneros  testified  before  this  Committee  he  outlined  his  top  five 
priorities.   To  the  dismay  of  many,  management  improvements  at  HUD  were 
his  fifth  and  last  priority. 

Mr.  Chairman,  this  Committee  must,  in  the  strongest  words  possible, 
insist  that  meaningful  management  improvement  at  HUD  be  the  top  priority 
and  that  we  should  declare  a  moratorium  on  all  new  initiatives  at  HUD 
until  we  can  be  assured  that  existing  programs  are  more  effectively  and 
efficiently  serving  the  low- ,  and  moderate  income  families  that  they  were 
created  to  serve. 

Similarly,  Mr.  Chairman,  the  GAO  had  already  placed  several  loan 
programs  administered  by  the  Farmers  Home  Administration  on  their  "high 
risk"  list. 

And,  last  week  the  Department  of  Agriculture  revealed  that  it  was 
conducting  a  new  investigation  of  its  programs,  including  the  Section  515 
loan  program,  amid  reports  that  waste,  fraud  and  abuse  are  running 
rampant  in  these  programs . 

Mr.  Chairman,  what  we  surely  don't  need  around  here  is  another 
scandal  involving  housing  programs.   I  hope  the  Farmers  Home  can  get  to 
the  bottom  of  this  latest  episode  fast  and  solve  the  problem. 

Thank  you  Mr.  Chairman. 
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MICHAEL  V.  DUNN,  ADMINISTRATOR 

FARMERS  HOME  ADMINISTRATION 

UNITED  STATES  DEPARTMENT  OF  AGRICULTURE 

Before  the 

SUBCOMMITTEE  ON  HOUSING  AND  COMMUNITY  DEVELOPMENT 

HOUSE  COMMITTEE  ON  BANKING,  FINANCE  AND  URBAN  AFFAIRS 

MARCH  10,  1994 

Good  morning  Mr.  Chairman  and  Members  of  the  Subcommittee. 
Thank  you  for  this  opportunity  to  discuss  the  Farmers  Home 
Administration  housing  programs.  These  programs  contribute 
strongly  to  President  Clinton's  mission  of  strengthening  the 
economy  and  improving  the  quality  of  life  for  thousands  of  people 
in  rural  America. 
FmHA's  Housing  Mission 

I  am  privileged  to  represent  the  Administration  in  a 
partnership  with  this  Subcommittee,  and  Congress,  to  help  provide 
decent  living  conditions  to  people  who  just  could  not  afford  it  on 
their  own.  These  programs  are  doing  what  government  programs 
should  do.  That  is  to  help  people  who  need  help  but  cannot  find  it 
anywhere  else. 

Some  statistics  paint  a  vivid  picture  of  the  economic 
condition  of  the  people  we  serve.  For  instance,  the  median 
household  income  in  rural  areas  is  $27,000.  The  average  income  of 
FmHA  home  buyers  is  $16,700  a  year  and  tenants  renting  apartments 
in  FmHA  funded  projects  make  an  average  of  $7,932  per  year. 

Recent  surveys  show  that  97.9  percent  of  all  tenants  in  FmHA 
multi-family  housing  projects  are  in  the  low  income  category. 
Eighty-seven  percent  of  the  tenants  are  considered  very  low  income. 
That  is  up  from  68  percent  in  1986.  The  average  income  of  families 
living  in  FmHA  rural  rental  housing  is  only  30  percent  of  the  rural 
median  income. 
Homeless 

Even  though  we  can  reach  very  low  income  people,  there  are 
still  those  who  have  fallen  on  bad  times  and  at  least  temporarily 
cannot  afford  our  housing  even  with  rental  assistance.  In  rural 
areas,  these  people  are  largely  unseen  and  uncounted. 

In  the  spirit  of  the  President's  Executive  Order  Number  12848 
of  last  May  19,  Farmers  Home  has  been  reviewing  its  on-going 
programs  to  help  prevent  homelessness  and  exploring  new  ways  to 
help  homeless  people  where  possible. 

For  instance,  at  the  same  time  there  are  families  with  no 
place  to  live,  Farmers  Home  has  inventory  housing  that  is  vacant. 

In  an  effort  to  get  the  homeless  and  our  vacant  housing 
together,  we  have  started  a  program  whereby  inventory  housing,  not 
suitable  for  our  regular  program,  is  rented  or  sold  to  nonprofit 
organizations.  They,  in  turn,  provide  transitional  housing  for 
the  homeless. 
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FmHA  repairs  the  houses  to  meet  local  health  and  safety 
standards.  Typically,  FmHA  rents  the  houses  to  the  organizations 
for  $1.00  per  year.  Rent  charged  by  the  organizations  cannot 
exceed  the  actual  cost  to  the  organization  including  administrative 
expenses.  Presently,  109  properties  are  leased  to  nearly  35 
organizations  in  17  states. 
Supervised  Credit 

Helping  people  at  the  low  end  of  the  economic  scale  is  very 
rewarding  but  also  very  challenging.  We  cannot  just  put  a  program 
out  there  and  expect  people  to  become  successful  home  owners  on 
their  own.  A  certain  amount  of  supervision  and  personal  assistance 
is  required. 

The  majority  of  Farmers  Home  borrowers  are  hard  working, 
honest  people.  They  try  to  pay  their  bills  on  time.  And  when  they 
don't,  it's  sometimes  because  of  the  loss  of  a  job,  unexpected 
health  expenses  or  some  other  problem  beyond  their  control. 
Delinquency  rates  are  surprisingly  low  considering  the 
circumstances.  The  national  single  family  delinquency  rate  is  8.7 
percent. 

It  is  a  fact  of  life  that  many  FmHA  customers  have  a  limited 
education,  are  single  parents,  or  have  other  social  and  economic 
problems.  We  recognize  that  these  situations  can  have  a  profound 
effect  on  the  ability  to  meet  rent  or  mortgage  payments.  That's 
the  reason  that  this  Administration  is  emphasizing  supervised 
credit. 

Supervised  credit  means  more  than  just  checking  the  books  each 
month  to  be  sure  payments  are  made  on  time.  In  the  single  family 
housing  program,  for  instance,  it  means  meeting  with  borrowers  even 
before  an  application  is  made.  It  means  explaining  the  program  in 
detail,  pointing  out  the  responsibilities  that  go  along  with  home 
ownership  and  providing  counseling  when  necessary. 

Supervised  credit  also  means  establishing  enough  rapport 
with  borrowers  so  they  feel  comfortable  enough  to  come  in  to  the 
FmHA  office  when  problems  first  develop  rather  than  waiting  until 
it  is  too  late.  Farmers  Home  can  and  will  provide  additional 
subsidy  payment  moratoriums  with  loan  rescheduling,  and  do 
everything  within  our  authority  to  help  borrowers  who  fall  on  bad 
times  due  to  circumstances  beyond  their  control.  Our  goal  is  to 
keep  the  homeowners  in  the  home  by  providing  supervised  credit, 
while  at  the  same  time  protecting  the  interests  of  the  taxpayers. 

One  of  the  initiatives  in  this  regard  is  establishing 
escrowing  for  single  family  housing  borrowers.  Currently, 
homeowners  receiving  FmHA  assistance  are  required  to  make  their  tax 
and  insurance  payments  directly  to  insurance  companies  and  taxing 
authorities.  As  you  can  imagine,  it  is  difficult  to  budget  for 
these  large,  lump-sum  payments,  particularly  for  people  with 
limited  incomes.  We  are  in  the  process  of  establishing  the 
mechanism  to  permit  escrowing  so  that  the  tax  and  insurance 
payments  can  be  paid  monthly  along  with  the  mortgage. 
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We  believe  there  will  be  a  substantial  financial  savings  in 
administrative  and  accounting  costs  when  we  get  escrow  in  place. 
Currently,  for  instance,  we  pay  out  about  $20  million  to  pay  taxes 
that  our  borrowers  fail  to  pay.  We  try  to  get  that  back  but  by 
then  many  of  those  borrowers  are  in  debt  well  over  their  head. 

The  present  accounting  system  called  PLAS  for  Program  Loan 
Accounting  System  is  antiquated  and  costly.  The  proposed  system 
will  be  streamlined  and  much  more  efficient.  The  task  force 
looking  at  the  escrow/accounting  system  will  soon  make 
recommendations  for  the  development  and  hardware  needed.  Although 
this  initiative  is  in  its  infancy,  we  are  looking  at  implementing 
it  by  October  1,  1996. 

Supervised  credit  in  the  multi-family  housing  program  means 
assisting  developers,  nonprofit  groups  and  others  who  in  turn 
provide  decent  housing  for  many  of  the  lowest  income  people.  In 
this  case,  supervised  credit  means  reaching  out  to  prospective 
owners,  especially  non  profit  corporations  and  public  bodies  to 
help  them  through  the  application  process.  It  also  means 
overseeing  the  operations  and  maintenance  of  established  projects 
to  ensure  quality  living  for  the  tenants.  Efforts  along  these 
lines  need  to  be  improved  in  some  areas.  I  will  come  back  to  that 
later. 

Budget  requests  for  single  fajnily  housing 

The  Administration  has  requested  $1.8  billion  for  direct 
single  family  housing  loans,  the  same  level  as  FY  1994.  This 
appropriation  will  allow  28,800  new  families  to  own  their  own  home. 
This  request  requires  direct  borrowers  to  contribute  up  to  30 
percent  of  their  adjusted  income  for  housing. 

For  the  cost  of  guaranteed  single  family  housing  loans  for 
moderate  income  families  who  can  afford  to  pay  market  interest 
rates  but  require  a  guarantee  to  obtain  private  sector  credit,  we 
are  asking  for  a  loan  level  of  $1.3  billion,  an  increase  of  $550 
million  in  guarantees  and  8,270  units  over  FY  1994. 

We  are  requesting  $35  million  in  housing  repair  loans  to  help 
fix  up  7,400  homes  for  low-income  people.  We  are  also  asking  for 
$25  million  in  repair  grants  for  older  people  who  cannot  afford  a 
large  enough  loan  to  repair  safety  and  health  hazards  in  their 
homes.  It  is  hard  to  believe,  but  even  today  there  are  still 
people  without  indoor  plumbing  in  some  rural  areas. 

Multi-family  housing  budget  requests 

For  those  rural  residents  who  do  not  have  the  resources  to 
purchase  a  single-family  home,  FmHA  finances  the  construction  of 
multi-family  housing  and  provides  rental  assistance  to  tenants. 
Eighty-seven  percent  of  those  who  receive  this  assistance  have 
incomes  below  50  percent  of  the  area  median.  Because  of  their  low 
income,  most  recipients  require  rental  assistance  in  addition  to 
the  interest  credit  assistance  that  is  provided  on  the  financing  of 
rental  projects. 
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The  high  cost  of  the  program,  relative  to  other  housing 
programs,  has  made  it  very  difficult  to  fund  additional  units  of 
new  construction,  particularly  in  the  face  of  efforts  to  reduce  the 
Federal  deficit. 

At  thft  same  time,  we  are  experiencing  increased  costs  for  the 
renewal  of  expiring  rental  assistance  contracts.  Also,  there  are 
about  90,000  out  of  a  total  of  440,000  tenants  in  existing  projects 
who  are  rent-overburdened  in  the  sense  that  they  qualify  for  rental 
assistance  but  have  not  been  receiving  it  (Attachment  1) .  Unless 
we  meet  these  needs,  there  is  a  substantial  risk  of  higher 
vacancies  and  defaults  on  existing  projects. 

Our  budget  proposes  funding  for  the  section  515  program  at 
$220  million  in  1995,  increasing  rental  assistance  payments  from 
$447  million  in  1994  to  $523  million  in  1995,  and  funding  rural 
vouchers  at  $25  million.  Vouchers  would  be  used  in  existing  515 
projects,  as  well  as  other  rentable  rural  housing.  These  changes 
will  allow  us  to  fund  5,270  units  of  new  construction  and  to 
provide  rental  assistance  contracts  on  around  41,000  units, 
including  27,600  units  for  expiring  contracts  and  8,700  units  for 
rent-overburdened  tenants  in  existing  projects. 

Multi-family  bousing  problems 

I  mentioned  earlier  the  need  to  improve  our  supervised  credit 
functions  in  some  areas  of  the  country.  By  and  large  we  are  proud 
of  the  apartment  projects  in  rural  America.  The  vast  majority  are 
well  built,  well  landscaped,  and  well  maintained.  They  provide  a 
good  standard  of  living  at  a  modest  cost. 

But  in  the  past  several  weeks  it  has  come  to  our  attention 
that  a  few  unscrupulous  owners  are  abusing  the  system  by  letting 
rental  units  run  down  and  then  selling  them  off. 

Under  the  Federal  tax  laws,  after  a  project  is  10  years  old, 
tax  credits  are  available  to  new  owners  who  spend  at  least  $3,000 
per  unit  on  repairs.  The  eligiblitiy  of  older  buildings  under  the 
tax  credit  may  increase  the  relative  value  of  these  buildings  and 
some  of  this  increased  value  may  inure  to  the  old  owner  on  the  sale 
of  the  building.  Further,  since  the  new  owner  can  obtain  a  tax 
credit  for  amounts  spent  on  repairs,  the  old  owner  may  have  a 
reduced  incentive  to  maintain  the  units.  For  this  reason, 
increased  monitoring  of  older  buildings  by  Farmers  Home  is 
necessary. 

Serious  safety  and  health  violations  have  been  found  in  a 
number  of  FmHA  funded  projects  in  Mississippi.  There  are 
indications  that  there  may  be  problems  in  other  states.  In 
addition,  instances  of  apparent  discrimination  and  Fair  Housing  Law 
violations  have  been 
uncovered. 

The  situation  first  came  to  light  when  an  owner's  request  for 
a  rehabilitation  loan  was  for  nearly  as  much  the  original 
construction  loan.  Review  teams  from  the  National  Office  were 
immediately  dispatched  to  investigate  the  extent  of  the  problem 


456 


Under  Secretary  Bob  Nash,  Associate  FmHA  Administrator 
Sharron  Longino,  James  Gilliland  the  General  Counsel,  Charles 
Gillum,  the  Acting  Inspector  General  and  I  also  visited  Mississippi 
to  observe  the  problems  first  hand. 

We  toured  two  housing  projects  and  found  that  conditions  were 
just  as  bad  as  had  been  reported  by  the  review  teams. 

We  took  immediate  steps  to  overcome  the  problem,  determine  how 
widespread  it  may  be  and  to  see  that  it  never  happens  again. 

First,  we  made  sure  that  all  repairs  needed  to  meet  safety  and 
health  standards  will  be  made  (Attachment  2) .  In  one  case  we  have 
taken  over  management  of  the  project  and  we  are  working  through  the 
legal  system  to  gain  control  of  others.  In  no  case  will  the 
original  owner  benefit  from  any  transfers. 

We  are  working  with  the  Office  of  the  Inspector  General  to 
investigate  all  instances  where  fraud  is  suspected.  Review  teams 
are  being  formed  in  states  where  many  problems  appear  to  exist. 

A  preliminary  survey  was  done  to  try  to  get  a  quick  reading  on 
how  widespread  the  problem  may  be.  It  showed  46  projects  in  17 
states,  in  addition  to  Mississippi,  with  probable  safety  and  health 
problems.   Thirty-six  states  reported  no  known  problems. 

An  Administrative  Notice  has  been  sent  to  all  State  Directors 
advising  them  of  the  problems  found  in  Mississippi  and  instructing 
them  to  conduct  a  review  of  all  multi-family  housing  projects  in 
their  states  (Attachment  3). 

The  instruction  includes  an  order  that  an  on-site  inspection 
must  be  made  of  all  projects,  with  priority  given  to  those  over  5 
years  old  that  have  not  been  personally  inspected  within  the  past 
year. 

Two  additional  Administrative  notices  are  being  prepared. 
One  will  give  State  Directors  instructions  on  denying  transfers  of 
ownership  of  any  property  with  severe  problems  if  the  original 
owner  would  benefit.  The  second  notice  will  require  that  State 
Directors  investigate  any  possible  civil  rights  violations  and  take 
decisive  and  immediate  corrective  actions.  Our  resolve  to  ferret 
out  the  slightest  vestige  of  discrimination  of  any  kind  will  be 
made  quite  clear. 

We  are  reviewing  all  our  legal  and  administrative  authorities 
and  remedies  at  our  disposal  to  use  when  fraud,  waste,  or  abuse  is 
found.  We  believe  some  of  these  authorities  could  be  expanded  to 
include  such  measures  as  civil  monetary  penalties  (Attachment  4). 

Mr.  Chairman,  this  is  a  problem  that  evidently  has  been  going 
on  for  many  years.  That  fact,  however,  does  not  reduce  our  concern 
nor  underpin  our  commitment  to  solving  it  once  and  for  all. 

As  Secretary  Espy  put  it,  "We  will  not  allow  misuse  of 
government  funds  or  mismanagement  of  government  financed 
projects. . .Our  preliminary  survey  indicated  only  a  small  percentage 
of  problem  development,  yet  any  abuse  is  unacceptable  and  all 
residents  deserve  safe  and  sanitary  housing." 
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OSDA  reorganization 

As  we  continue  to  provide  our  regular  farm  and  housing 
programs,  Mr.  Chairman,  a  major  reorganization  is  taking  place  at 
the  Department  as  a  part  of  the  Administration's  reinventing 
government  initiative. 

Under  Secretary  Espy's  plan,  the  housing  programs  would  be 
included  with  other  rural  development  activities  in  the  new  Rural 
Housing  and  Community  Development  Service  (Attachment  5)  .  That 
agency  would  come  under  the  jurisdiction  of  the  Under  Secretary  for 
Rural  Community  and  Economic  Development.  Legislation  needed  to 
authorize  some  of  the  changes  is  now  moving  through  Congress. 

A  great  deal  of  thought,  discussion,  and  planning  is  taking 
place  to  insure  that,  consistant  with  the  Administration's  emphasis 
on  supervised  credit,  a  strong  local  delivery  system  will  be 
maintained  although  the  actual  configuration  of  local  offices  is 
still  to  be  determined.  The  delivery  system  will  be  streamlined, 
efficient,  cost  effective  and  customer  friendly  with  improved 
internal  controls.  It  will  use  the  latest  technology  available  and 
reach  out  to  those  who  need  our  services  the  most. 

I  want  to  assure  you  Mr.  Chairman,  that  the  Congressional 
mandate  to  provide  decent  and  safe  housing  to  rural  residents  will 
continue  to  be  carried  out  to  the  fullest  no  matter  what  boxes  or 
names  are  changed.  The  reorganization  is  designed  to  strengthen 
those  efforts,  not  dilute  them. 

I  want  to  emphasize  the  Administration's  commitment  to  the 
housing  programs  and  their  delivery  as  strongly  as  I  can.  Yes, 
there  will  be  changes  in  the  way  we  do  business,  but  this 
Administration's  commitment  to  housing  will  remain  as  strong  as 
ever. 

Our  commitment  to  you  Mr.  Chairman,  to  this  Subcommittee,  and 
to  the  American  people  is  to  provide  decent  and  safe  housing  to 
those  who  have  nowhere  else  to  turn  and  to  protect  the  integrity  of 
all  programs  under  our  jurisdiction. 

We  believe  that  the  new  emphasis  on  closely  supervised  credit 
will  go  a  long  way  toward  achieving  that  goal. 

Again,  I  thank  you  Mr.  Chairman  for  this  opportunity  to  share 
our  views  with  you.  I  will  be  happy  to  respond  to  any  questions 
you  or  other  Members  of  the  Committee  may  have. 
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FraHA    OCCUPANCY    SURVEY 
FISCAL    YEAR    1''"; 


Attachment    #1 


TENANTS    WITH    RENT    OVERBURDEN    -    BY    NUMBER    AND    PERCENT 


STATE 


ALABAMA 
ALASKA 

ARIZONA 

ARKANSAS 

CALIFORNIA 

COLORADO 

CONNECTICUT 

DELAWARE 

FLORIDA 

GEORGIA 

HAWAII 

IDAHO 

ILLINOIS 

INDIANA 

IOWA  ■ 

KANSAS 

KENTUCKY 

LOUISL\NA 

MAIliE 

MXRYLAND 

lUSSACHUSETTS 

KICHiaAN 

MINNESOTA 

MISSISSIPPI 

MISSOURI 

MONTANA 

NEBRASKA 

NEVADA 

NEW  HAMPSHIRE 

NEW  JERSEY 

NEW  MEXICO 

NEW  YORK 

NORTH  CAROLINA 

NORTH  DAKOTA 

OHIO 

OKLAHOMA 

OREGON 

PENNSYLVANIA 

PUERTO  RICO 

RHODE  ISLAND 

SOUTH  CAROLINA 

SOUTH  DAKOTA 

TENNESSEE 

TEXAS 

UTAH 

VERMONT 

VIRGIN  ISLANDS 

VIRGINIA 

WASHINGTON 

WEST  VIRGINIA 

WISCONSIN 

WYOMING 

NATIONAL   TOTALS: 


TOTAL 

TENANTS 

PERCENT 

OCCUPIED 

WITH  RENT 

WITH  RENT 

UNITS 

OVERBURDEN 

OVERBURDEN 

13,733 

4,122 

30.02* 

714 

102 

14.29% 

2,883 

571 

19.81% 

8,621 

2,639 

30.61% 

19,048 

4,203 

22.07% 

2,695 

656 

24.34% 

2,209 

329 

14.89% 

1,087 

131 

12.05% 

16,107 

4,446 

27.60% 

•  13,241 

4,794 

36.21% 

772 

13 

1.68% 

4,430 

511 

11.53% 

10,497 

2,208 

21.03% 

14,620 

3,178 

21.74% 

11,167 

685 

6.13% 

5,910 

970 

16.41% 

9,977 

3,192 

31.99% 

9,816 

3,470 

35.35% 

7,323 

1,229 

16.78% 

4,305 

1,169 

27.15% 

2,367 

185 

7.82% 

16,312 

4,447 

27.26% 

12,478 

3,004 

24.07% 

15,026 

4,757 

31.66% 

17,893 

2,659 

14.86% 

2,436 

352 

14.45% 

3,165 

310 

9.79%' 

1,656 

316 

19.08% 

2,620 

336 

12.82% 

2,960 

858 

28.99% 

2,992 

387 

12.93% 

11,529 

2,343 

20.32% 

19,429 

4,707 

24.23% 

3,274 

203 

6.20% 

13,846 

2,983 

21.54% 

6,481 

1,958 

30.21% 

5,500 

848 

15.42% 

9,329 

1,846 

19.79% 

3,523 

.00% 

298 

14 

4.70% 

11,383 

3,609 

31.71% 

6,046 

746 

12.34% 

11,124 

4,289 

38.56% 

21,791 

6,114 

28.06% 

1,797 

351 

19.53% 

1,064 

209 

19.64% 

233 

8 

3.43% 

6,965 

2,117 

30.39% 

8,024 

1,258 

15.68% 

6,241 

1,343 

21.52% 

10,386 

1,516 

14.60% 

1,787 

219 

12.26% 

399, 110 

92,910 

23.28% 
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Attachment  #2 


MULTI-HOUSING  REVIEW  FINDINGS  AND  PLANNED  CORRECTIVE  ACTIONS 

Recent  reviews  of  projects  in  Louisiana  and  Mississippi 
revealed  a  number  of  serious  health  and  safety  violations 
and  an  apparent  discriminatory  pattern  in  the  incidence  of 
these  violations.   Unsanitary  facilities,  hazardous  defects 
in  the  building  structures,  lack  of  utilities,  and  insect 
and  animal  infestations  were  among  the  serious  violations 
noted.   The  following  items  are  examples  of  specific 
concerns  noted: 

o   Incorrect  wiring  in  repair  work. 

o   Improper  installation  of  range  hoods. 

o  A  high  incidence  of  refrigerators  which  vere  not  working 

properly  resulting  in  food  spoilage  hazards, 
o  Stoves  which  were  not  functioning  and  missing  dials, 
o  A  noticeable  smell  of  gas  from  some  stoves, 
o   Raw  sewage  backing  out  of  sewage  clean  out  valves, 
o  Tenant  complaints  of  rats,  mice,  ant,  termite,  and  roach 

infestation, 
o  Leaking  hot  water  tanks, 
o  Water  damage  to  carpets  and  floors. 

o  Bathroom  sinks  and  bathtubs  with  holes  from  rust  damage, 
o  Tenant  complaints  of  having  to  clean  their  own  units 

prior  to  moving  into  the  units, 
o  Non-functioning  heating  systems 
o  Major  structural  defects, 
o  Collapsed  ceilings. 

o  Large  unrepaired  holes  in  walls  of  occupied  units, 
o  Uncovered  septic  tanks  and  other  dangerous  ground  holes. 

As  a  result  the  Agency  ordered  immediate  changes  in 
management  agents  at  a  number  of  projects  and  is  actively 
pursuing  servicing  actions  aimed  at  making  irresponsible 
borrowers  accountable  for  their  failure  to  adhere  to  their 
legal  responsibilities.   The  Office  of  the  -Inspector  General 
and  the  Office  of  the  General  Counsel  are  actively  working 
with  the  Agency  to  ensure  appropriate  forceful  servicing 
actions  are  brought  to  bear  on  those  irresponsible  borrowers 
and  management  agents.   Potential  actions  include  seeking 
demand  for  recovery  of  unauthorized  assistance, 
acceleration,  suspension,  debarment,  and  possible  civil  and 
criminal  charges.   Where  warranted  and  appropriate  the 
Government  may  take  action  to  request  the  court  to  appoint 
properties  in  temporary  Government  receivership. 

As  a  result  of  these  findings  the  Agency  issued  an  emergency 
Administrative  Notice  ordering  field  offices  to  conduct 
immediate  health  and  safety  inspections  at  projects 
throughout  the  Nation.   The  Agency  is  also  taking  steps  to 
make  accelerated  reviews  in  several  states  to  identify  and 
cure  serious  health  and  safety  violations  in  the  immediate 
future. 
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HEALTH/SAFETY  MAINTENANCE  VIOLATIONS 

The  Farmers  Home  Administration  defines  a  health/safety 
maintenance  violation  at  Multi-Family  Housing  projects  as 
follows: 

Any  maintenance  condition  at  a  project  that  is 
generating  a  serious  health  and  safety  concern  that  is 
not  being  addressed,  and  that  could  affect  the  short 
and/or  long  term  health,  well  being  and  physical  safety 
of  the  tenants  and  the  general  public.   Such  conditions 
may  include,  but  are  not  limited  to  the  following: 

1.  Major  structural  defects. 

2.  Malfunctioning  heating  and  air  conditioning. 

3.  Malfunctioning  sewage  systems.  . 

4.  Malfunctioning  Plumbing  systems. 

5.  Hazardous  electrical  wiring. 

6.  Extensive  pest  infestation. 

7.  Natural  gas  leaks. 

8.  Poor  refrigeration. 

9.  Hazardous  environs  with  broken/ jagged  window 
panes,  falling  ceiling  and  rotting  floors. 
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Attachment  ''3 


Uniiea  Slates 

Farmers 

Washington 

Oeoartmeni  ot 

Home 

DC. 

Agriculture 

Administration 

20250 

FinHA  AN  No.  2969   (1'565-B) 
February  28,  199^ 

SXraJECT:   Identification  of  Multi-Family  Housing  Projects 
With  Serious  Health  and  Safety  Problems 

TO:   State  Directors  and  District  Directors 

PURPOSE/INTENDED  OUTCOME; 

This  Administrative  Notice  (AN)  establishes  guidelines  for  a 
nationwide  review  of  all  FmHA  fineuiced  rural  rental  housing  (RRH) 
projects  to  determine  the  extent  to  which  serious  health  and 
safety  conditions  exists. 

COMPARISON  WITH  PREVIOUS  AN: 

There  is  no  previous  AN  on  this  subject. 

IMPLEMENTATION  RESPONSIBILITIES: 

SUMMARY  OF  HEALTH/SAFETY  MAINTENANCE  CONDITIONS  FOUND: 

Recently  we  conducted  indepth  reviews  of  RRH  projects  where  there 
were  reports  of  serious  health  and  safety  conditions  that  were 
not  being  addressed  by  owners  and/or  management  agents.   Our 
reviews  confirmed  that  these  conditions  did  exist  and  tenants' 
personal  health  and  safety  were  being  threatened.   Multiple 
problems  were  found  including: 

1.  Non- functioning  heating  systems. 

2.  Failed  sewage  systems  with  raw  sewage  on  the  ground 
and  backed  up  into  units. 

3.  Major  structural  defects. 

4.  Collapsed  ceilings. 

5.  Rotted  bathroom  and  kitchen  floors. 

6.  Large  unrepaired  holes  in  walls  of  occupied  units. 

7.  Non- functioning  water  heaters. 

8.  Hazardous  electrical  wirings. 

9.  Non- functioning  refrigerators. 

10.  Noticeable  smell  of  natural  gas  from  obsolete  cook 
stoves . 

11.  Extensive  infestation  of  rats,  mice,  termites,  roaches 
and  ants. 

12.  Uncovered  septic  tanks  and  other  dangerous  ground  holes. 


EXPIRATION  DATE:   January  31,  19  95       .='ILING  INSTRUCTIONS: 

Preceding  FmHA 
Instructions  I965-B 
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SERIOUS  VIOLATIONS  OF  PAIR  HOUSING  AND  EQUAL  OPPORTUNITY 
REQUIREMENTS  WERE  IDENTIFIED  INCLUDING: 

1.  Public  spaces  were  not  hsoidicap  accessible. 

2.  Handicapped  accessible  xinits  were  not  maintained  to 
ensure  the  safety  and  well  being  of  the  tenants. 

3 .  Houidicapped  occupants  of  standard  units  were  not 
considered  for  reasooable  accommodations  to  meet  their 
needs. 

4.  Projects  were  not  maintained  in  compliance  with  the  Fair 
Housing  Law. 

5.  Tenants  were  subjected  to  retaliatory  actions  such  as 
eviction  for  complaining  about  ♦•he  condition  of  their 
\inits  and  requesting  repairs  or  replacement  of  defective 
components . 

These  type  of  conditions  cannot  and  will  not  be  tolerated. 

The  above  is  not  an  inclusive  list,  only  examples  of  the 
findings.   Each  State  Office  may  ha/e  additional  items  based  on 
findings  and  knowledge  of  their  particular  portfolio.   Any 
questions  eibout  whether  an  item  is  considered  as  a  safety/health 
hazard  should  be  referred  to  the  MHSPM  Division  for  guidance. 

The  eibove  exeunples  are  intended  to  distinguish  conditions  beyond 
our  normal  servicing  efforts  to  control  deferred  maintenance  that 
is  part  of  our  routine  servicing  efforts. 

When  serious  health  and  safety  conditions  are  found,  we  expect 
immediate  action  to  be  taken  to  document  the  findings  and  have 
the  owner  cure  the  problem.   If  the  owner  does  not  take  immediate 
action  after  being  confronted  with  the  evidence  of  the  serious 
health  and  safety  violations,  aggressive  legal  :iction  needs  to  be 
initiated.   We  can  assist  you  and  your  Office  cf  General  Counsel 
with  guidance  in  obtaining  Federal  Court  Action  to  gain  legal 
control  of  the  project  so  correction  can  be  made. 

ACTION  NEEDED: 

While  we  know  that  the  vast  majority  of  FmHA  financed  RRH 
projects  are  being  maintained  and  properly  serviced,  it  is 
imperative  that  we  identify  any  project  where  serious  health  and 
safety  violations  exist  so  that  immediate  action  can  be  taken  to 
protect  tenants.   Therefore,  we  are  initiating  actions  to  conduct 
a  health  and  safety  inspection  of  100  percent  of  FmHA  financed 
RRH  projects  by  Jujie  10,  1994.   State  Directors  should  consider 
this  effort  their  top  priority  and  use  whatever  staff  resources 
(State,  District  and  County  employees)  to  complete  these 
inspections . 
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state  Directors  must  certify  that  actions  have  been  taken  to 
determine  the  condition  of  all  RRH  projects  related  to  tenant 
health  aind  safety  issues.   To  reach  this  determination: 

1.  All  projects  5  years  old  or  older  that  have  not  had  a 
supervisory  visit  that  included  eui  on-site  inspection  within  the 
last  12  months  must  be  visited. 

2.  Visits  to  projects  under  5  years  old  and  those  visited  within 
the  last  12  months  are  optional.   However,  the  last  site 
inspection  forms  should  be  reviewed  and  a  determination  made  as 
to  whether  a  reinspection  is  warranted. 

3.  Attachment  A  "MFH  Project  Health  amd  Safety  Survey"  must  be 
completed  on  all  projects  over  5  years  old  based  on  the 
inspection  or  review.   A  survey  is  not  needed  on  projects  under  5 
years . 

Attachment  B,  HUD  Form  9822,  "Physical  Inspection  Report"  or 
comparable  form  should  be  used  by  employees  to  document  the 
results  of  their  inspection.   Time  and  resources  will  not  peirmit 
a  full  supervisory  review  of  each  project.   Our  objective  is  to 
identify  serious  health  and  safety  problem:.,  and  seriously 
deferred  maintenance  problems  that  may  lead  to  serious  health  and 
safety  problems.   Any  onsite  review  should  include  interior 
inspections  of  20  percent  of  the  living  units  in  each  project 
selected  on  a  random  basis  and  interviews  with  tenants  in  units 
where  serious  problems  are  found.   Documentation  must  include 
pictures  of  identified  safety  and  health  issues  and  documentation 
of  tenauit  interviews. 

This  is  a  massive  effort  involving  verification  of  the  status  of 
over  16,700  projects  and  440,000  living  iinits.   When  the 
statewide  survey  has  been  completed,  the  State  Director  should 
transmit  the  individual  survey  forms  only  to  the  National  Office 
with  a  >:over  letter  certifying  that  the  required  inspections  have 
been  made  and  reflects  the  conditions  in  his/her  state.   The 
Physical  Inspection  reports  should  be  retained  for  future 
reference.   The  cover  letter  should  also  indicate  how  many 
projects  under  5  years  old  that  were  not  reported  on. 

If  all  reviews  are  not  completed  by  May  1,  1994,  provide  a  status 
report  on  the  progress  made  to  date  and  the  actions  planned  to 
complete  the  review  by  the  June  10th  deadline. 

MICHAEL  V.  DUNN 
Administrator 

Attachments 

Sent  by  Fax  to  State  Directors  on  >--"-•     at   ''•:  >-.     by  CSS.   State 
Directors  should  notify  other  personnel  as  appropriate. 
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ATTACHMENT   A 
MFH  PROJECT  HEALTH  AND  SAFETY  SURVEY 

PART  I 

1.  Project  Name ID 

2.  Location 


(City)  (State) 

3.  No.  Units Age  of  Project 

4.  Borrower 's Name 


5.  Borrower 's  Address 


6.  Is  there  an  Identity  of  Interest  Mgmt?  Y   N 

7.  Was  a  site  inspection  made  in  last  12  months?  Y  N 
If  NO,  Go  to  Part  II. 

If  YES,  Answer  Questions  8  -  li. 

8.  Were  any  health  and  safety  violations  identified? 

If  YES.   Was  a  wor]cout  plan  implemented? 
Duration  of  workout  plan 90  days; 6  mos ; 

9.  Is  borrower  in  compliance  with  plan? 

10.  If  borrower  is  not  in  compliance,  has  a  problem  case  report 
been  initiated?  Y  N 

11.  Give  brief  description  of  violations 


3? 

Y      N 

Y      N 

6    mos+. 

Y      N 
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TART  II 

1.  Inspector's  Naune Date  Inspected 

2.  Number  of  Units  Inspected . 

BASED  ON  PHYSICAL  INSPECTION  DSING  ATTACHED  FORM  HUD-9822, 
"PHYSICAL  INSPECTION  REPORT",  OR  SIMILAR  FORM,  WERE  ANY  SERIOUS 
HEALTH  AND  SAFETY  VIOLATIONS  IDENTIFIED.  IF  YES,  PLEASE  LIST. 
MAKE  DESCRIPTION  AS  BRIEF  AND  CONCISE  AS  POSSIBLE. 


3.  Were  any  problems  noted  that  posed  no  immediate  danger,  but 
could  ultimately  develop  into  a  serious  health  and  safety  problem? 
If  so,  please  list: 
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Attachment  #4 


FURTHER  LEGAL  AND  ADMINISTRATIVE  SERVICING  REMEDIES 

While  foreclosure  provides  FmHA  with  a  means  with  separating 
an  individual  borrower  from  a  Multiple  Family  Housing  (MFH) 
loan  and  project,  FmHA  has  additional  administrative  and 
legal  options  to  protect  the  program  from  individuals  and 
organizations  that  abuse  the  MFH  program.   Briefly  these 
options  include: 

CRIMINAL  AND  CIVIL  LEGAL  ACTIONS 

The  Department  of  Justice  (DOJ) ,  typically  in  conjunction 
with  USDA  Office  of  Inspector  General  (OIG)  investigators, 
may  prosecute  program  participants  found  to  have  violated 
federal  law.   Twenty  seven  legal  actions  against  MFH  program 
participants  have  been  successfully  pursued  in  the  last  five 
years. 

Examples  of  recent  successful  prosecutions  include  cases  of 
developers  who  falsified  financial  documents,  converted 
project  funds  for  personal  use,  or  participated  in  a 
conspiracy  to  defraud  the  Federal  Government.   DOJ  is 
pursuing  additional  cases  at  this  time. 

SUSPENSION  and  DEBARMENT 

These  actions,  taken  in  accordance  with  FmHA  Instruction 
1940-M,  allow  the  Agency  to  take  steps  to  prevent 
individuals  or  organizations  who  have  abused  the  MFH  program 
from  participating  in  any  Federal  program  for  a  specified 
number  of  years.   Suspension  and  debarment  prevents 
irresponsible  individuals  from  obtaining  additional  federal 
assistance  or  contracts.   Debarment  may  be  quickly  obtained 
after  a  successful  legal  action  and  typically  is  pursued  in 
conjunction  with  OIG  investigations.   Debarment  can  also  be 
pursued  without  concurrent  legal  action. 

Debarment  has  been  successfully  obtained  in  over  a  dozen 
cases  including  instances  where  borrowers  have  removed 
reserve  account  funds,  mis-used  project  funds  or  falsified 
financial  reports.   The  Agency  is  currently  pursuing 
suspension  and  debarment  for  fourteen  additional  borrowers 
for  similar  offences. 

Key  to  both  of  the  servicing  options  outlined  above  is 
active  participation  by  USDA  OIG  investigators  to  uncover 
credible  evidence  of  fraud  or  abuse  and  DOJ  resources  to 
prosecute  and  convict  offenders.   Over  the  last  five  years, 
OIG  has  conducted  89  investigations  into  the  MFH  program. 
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FURTHER  DISCUSSION 

FmHA  has  no  investigative  or  prosecution  authority.   FmHA's 
regulations  require  suspected  unauthorized  use  of  project 
funds  be  reported  to  the  USDA  OIG  and  the  USDA  Office  of 
General  Counsel.   These  USDA  offices  have  the  responsibility 
to  investigate  and  pursue  legal  actions.   The  DOJ  decides 
which  cases  to  pursue  through  the  legal  system. 

FUTURE  ACTIONS 

We  have  made  a  commitment  to  pursue  legislation  to  establish 
civil  monetary  penalties  to  help  bring  borrowers  into 
compliance  while  reducing  the  need  to  take  other  legal  and 
administrative  steps.   We  hope  to  establish  a  system  similar 
to  that  recently  enacted  by  HUD  which  will  allow  us  to 
assess  an  escalating  series  of  penalties  for  non-compliance. 

In  addition,  we  would  like  to  establish  a  better  system  for 
investigating  fraud,  waste  and  abuse.   While  OIG  must 
support  the  entire  USDA,  we  find  that  at  times  our 
compliance  issues  require  additional  support.   Options  being 
explored  include  developing  a  better  internal  FmHA  workout 
team.   This  team  would  be  responsible  for  establishing  a 
closer  partnership  with  OIG  to  utilize  OIG's  investigative 
authorities  and  a  stronger  partnership  with  DOJ  to  assure 
that  instances  of  program  abuse  receive  sufficient  attention 
in  the  legal  system. 
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Attachment 5 
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Questions  for  Mike  Dunn  from  Chairman  Gonzalez 
March  10,  1994 


1.  Under  current  policy,  low  and  very  low  income  borrowers  pay  20 
percent  for  housing  excluding  utilities  and  maintenance.  The 
budget  request  increases  the  minimum  payment  for  section  502 
borrowers  from  20  percent  to  30  percent  of  income  for  principal, 
interest,  taxes,  and  insurance.  DOES  THIS  INCREASE  ONLY  APPLY  TO 
PROSPECTIVE  BORROWERS  OR  ALL  CURRENT  BORROWERS? 

IF  IT  APPLIES  TO  CURRENT  BORROWERS,  WOULDN'T  THE  LIKELIHOOD  OF 
DEFAULTS  INCREASE  DRAMATICALLY? 

2.  Section  502  loans  are  limited  to  low  income  families  with 
incomes  below  80  percent  of  median  and  40  percent  of  section  502 
funds  are  limited  to  families  with  incomes  below  50  percent  of 
median. 

WHAT  IMPACT  WOULD  THIS  INCREASE  IN  BORROWER'S  SHARE  HAVE  ON  FmHA'S 
ABILITY  TO  MEET  THE  STATUTORY  REQUIREMENTS  OF  PROVIDING  LOANS  TO 
VERY  LOW  INCOME  BORROWERS? 

3.  IF  UTILITIES  AND  MAINTENANCE  ARE  INCLUDED  IN  SHELTER  COSTS,  CAN 
YOU  TELL  THE  SUBCOMMITTEE  WHAT  PERCENTAGE  OF  INCOME  FmHA 
BORROWERS  WOULD  HAVE  TO  PAY  TO  MEET  ALL  HOUSING  COSTS.   WOULDN'T 
THAT  PERCENTAGE  BE  PROHIBITIVE  FOR  VERY  LOW  INCOME  RESIDENTS  THAT 
FmHA  CURRENTLY  SERVES? 

Please  provide  for  the  Subcommittee  examples  which  show  the  impact 
of  this  increase  on  payments  by  currently  eligible  section  502 
families.  Please  be  sure  to  show  the  current  payments,  including 
utility  and  maintenance  costs,  and  the  change  in  their  relative  to 
income,  as  a  result  of  the  budget  request  requirement. 

4  .  WHAT  IMPACT  WOULD  THE  REDUCED  SECTION  515  BUDGET  REQUEST  HAVE  ON 
THE  NUMBER  OF  UNITS  YOU  WOULD  BE  ABLE  TO  FINANCE? 

HAS  THE  FmHA  EXPERIENCED  A  DECREASE  IN  DEMAND  FOR  NEW  SECTION  515 
LOANS? 

HAS  THERE  BEEN  A  DECREASE  IN  THE  DEMAITO  FOR  RENTAL  HOUSING  IN  RURAL 
AREAS? 

CAN  YOU  TELL  ME  WHAT  FmHA  REQUESTED  FOR  THE  SECTION  515  BUDGET 
AUTHORITY?  WHAT  ABOUT  THE  DEPARTMENT  OF  AGRICULTURE'S  REQUEST  TO 
THE  PRESIDENT?   FINALLY,  WHAT  WAS  THE  0MB  PASSBACK? 

5.  I  am  also  disturbed  by  the  emphasis  on  loans  over  grants  for 
home  repairs.  ISN'T  THE  DEMAND  FOR  GRANTS  OVERWHELMING  IN  MOST 
STATES?   CAN  YOU  COMMENT  FURTHER? 

6.  In  the  Housing  and  Community  Development  Act  of  1992,  HUD  was 
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authorized  to  provide  assistance  for  homeless  in  rural  areas.  In 
Cranston  Gonzalez  National  Affordable  Housing  Act  in  1990,  FmHA  was 
authorized  to  implement  a  program  for  rural  homeless  and  migrants. 

HAS  FmHA  IMPLEMENTED  THE  1990  AUTHORIZED  PROGRAM?  HAS  THERE  BEEN 
ANY  PROGRESS?  WOULD  FmHA  BE  INTERESTED  IN  AND  CAPABLE  OF 
IMPLEMENTING  THE  AUTHORITY  THAT  HAS  BEEN  PROVIDED  TO  HUD.  SHOULD 
FmHA  BECOME  A  PROVIDER  OF  SUCH  ASSISTANCE  FOR  THE  HOMELESS  IN  LIEU 
OF  OR  IN  ADDITION  TO  HUD? 

7.  I  want  to  ask  you  about  the  recent  findings  of  severe  health  and 
safety  violations  in  the  46  projects.  I  couldn't  agree  with  you 
more  that  these  projects  represent  a  small  minority  of  bad  actors 
and  should  not  be  seen  as  an  indictment  of  the  section  515  program 
and  that  FmHA  has  taken  speedy  corrective  action.  HOWEVER,  I  AM 
DEEPLY  DISTRESSED  ABOUT  THE  APPARENT  EVIDENCE  THAT  THESE  VIOLATIONS 
MAY  EXHIBIT  A  PATTERN  OF  DISCRIMINATION  AND  FAIR  HOUSING  ACT 
VIOLATIONS.   CAN  YOU  COMMENT  FURTHER  ON  THIS? 


8.  H.R.  3838  proposes  a  delegated  processing  demonstration  for 
nonprofit  organizations  in  undeserved  areas.  CAN  YOU  COMMENT  ON 
THIS  PROVISION?  SHOULD  THE  CONGRESS  CONSIDER  A  DELEGATED  SERVICING 
DEMONSTRATION  FOR  DELINQUENT  BORROWERS  WITH  CAREFUL  AGENCY 
OVERSIGHT?  WON'T  THIS  MESH  WITH  YOU  EMPHASIS  OF  SUPERVISED  CREDIT? 


9.  In  H.R.  3838  we  have  included  a  provision  that  essentially 
converts  the  voucher  program  more  clearly  in  the  direction  of 
servicing  rental  assistance  for  troubled  section  515  projects. 
This  seems  to  agree  with  your  testimony.  CAN  YOU  COMMENT  FURTHER 
ON  THIS  PROVISION? 

10. In  H.R.  3838,  there  are  a  number  of  changes  in  the  prepayment 
and  preservation  provisions  in  an  effort  to  update  and  clarify  the 
provisions.  I  am  still  concerned  about  one  provision  in  the  1992 
Act  that  to  my  knowledge  has  not  been  implemented.  HAS  THE  OFFICE 
OF  PRESERVATION  BEEN  ESTABLISHED?  ARE  THERE  PLANS  TO  ESTABLISH 
THIS  OFFICE.   IF  SO,  WHEN  ?  IF  NOT,  WHY  NOT? 


473 

Responses  fron  Mr.  Dunn  to 
Chairman  Gonzalez'  Questions 


1.  Question:  Under  current  policy,  low-  and  very  low-income 
borrowers  pay  20  percent  for  housing  excluding  utilities  and 
maintenance.  The  budget  request  increases  the  minimum  payment  for 
section  502  borrowers  from  20  percent  to  30  percent  of  income  for 
principal,  interest,  taxes,  and  insurance.  DOES  THIS  INCREASE  ONLY 
APPLY  TO  PROSPECTIVE  BORROWERS  OR  ALL  CURRENT  BORROWERS? 

Answer:   This  increase  applies  only  to  prospective  borrowers. 

2.  Question:  Section  502  loans  are  limited  to  low-income 
families  with  incomes  below  80  percent  of  median  and  40  percent  of 
section  502  funds  are  limited  to  families  with  incomes  below  50 
percent  of  median. 

WHAT  IMPACT  WOULD  THIS  INCREASE  IN  BORROWER'S  SHARE  HAVE  ON  FmHA' s 
ABILITY  TO  MEET  THE  STATUARY  REQUIREMENTS  OF  PROVIDING  LOANS  TO 
VERY  LOW- INCOME  BORROWERS? 

Answer:  We  anticipate  an  average  housing  expense  increase  of 
$150  per  month  for  the  low- income  borrowers  and  an  increase  of  $75 
per  month  for  the  very  low- income  borrowers  and  this  would  likely 
increase  the  difficulty  in  the  use  of  the  single  family  rural 
housing  funds. 

3a.  Question:  IF  UTILITIES  AND  MAINTENANCE  ARE  INCLUDED  IN 
SHELTER  COSTS,  CAN  YOU  TELL  THE  SUBCOMMITTEE  WHAT  PERCENTAGE  OF 
INCOME  FmHA  BORROWERS  WOULD  HAVE  TO  PAY  TO  MEET  ALL  HOUSING  COSTS. 
WOULDN'T  THAT  PERCENTAGE  BE  PROHIBITIVE  FOR  VERY  LOW-INCOME 
RESIDENTS  THAT  FmHA  CURRENTLY  SERVES? 

Answer:  Currently  the  Section  502  borrowers  pay  33  percent  of 
their  income  for  principal,  interest,  taxes,  insurance  (PITI) , 
utilities,  and  maintenance.  Under  the  proposed  system  the  Section 
502  borrowers  would  pay  41  percent  of  their  income  for  these 
expenses.  This  increase  in  housing  expenses  would  have  a 
significant  impact  on  the  new  Section  502  borrowers. 
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3b.  Question:  Please  provide  for  the  Subcommittee  examples  which 
show  the  impact  of  this  increase  on  payments  by  currently  eligible 
section  502  families.  Please  be  sure  to  show  the  current  payments, 
including  utility  and  maintenance  costs,  and  the  change  in  their 
relative  to  income,  as  a  result  of  the  budget  request  requirement. 

Answer:  As  you  requested,  we  have  included  examples  from 
three  states  (California,  Georgia,  and  Maryland)  assuming  that 
borrowers  would  be  required  to  pay  30  percent  of  their  income  for 
PITI  including  utilities  and  maintenance.  These  borrowers 
represent  a  range  of  different  median  incomes  in  each  of  the 
states . 


3  0  PERCENT  INCOME  CONTRIBUTION 


Current 

Proposed 

Monthly 

Monthly 

Borrowers ' 

PITI  Plus 

PITI  Plus 

Percent 

Utilities 

Utilities 

Median 

Loan 

and 

and 

Percent 

Income 

Amount 

Maintenance 

Maintenance 

Increase 

CALIFORNIA 


39 

$  74,000 

$469 

41 

75, 900 

484 

59 

76,000 

472 

67 

105,000 

675 

$598 
567 
542 
898 


28 
17 
15 
33 


GEORGIA 


37 

58,200 

389 

46 

56,200 

386 

55 

45,570 

319 

61 

49, 000 

423 

MARYLAND 

37 

59,500 

353 

46 

56,200 

373 

55 

96, 900 

626 

65 

77,492 

595 

544 
531 
428 
581 


435 
499 
695 
808 


40 
37 
34 
37 


23 
34 
11 
36 


4 .    What  impact  would  the  reduced  Section  515  budget  request  have 
on  the  number  of  units  you  would  be  able  to  finance? 


In  FY  93,  FmHA  produced  approximately  13,500  new  Section  515  units 
throughout  rural  America.  Our  proposed  FY  95  budget  would  finance 
about  5,000  new  units  of  rental  housing.  A  large  increase  in  funds 
was  requested  for  Rental  Assistance  (Section  521)  so  that  tenants 
in  our  existing  complexes  will  no  longer  be  rent  overburdened  and 
that  our  vacant  units  can  be  made  affordable.   In  addition,  $25 
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million  was  requested  for  vouchers  which  will  provide  approximately 
1,000  families  with  the  ability  to  locate  affordable  housing.  We 
will  use  the  dollars  allocated  by  Congress  to  address  the  most 
serious  needs  in  rural  areas  and  to  protect  the  Government's 
investment  in  the  existing  FmHA- financed  complexes.  We  will 
attempt  to  use  the  limited  funds  more  wisely  by  evaluating  the  cost 
of  complexes  more  closely. 

Has  FmHA  experienced  a  decrease  in  demand  for  new  Section  515 
loans? 

The  demand  for  Section  515  assistance  continues  to  be  strong. 
Rural  America,  like  the  rest  of  the  country,  is  still  in  need  of 
affordable  housing.  We  plan  to  meet  this  demand  through  a  balanced 
rental  housing  program  emphasizing  affordable  rental  units. 

Has  there  been  a  decrease  in  the  demand  for  rental  housing  in  rural 
areas? 

There  continues  to  be  a  need  for  new  rental  housing  in  rural 
areas . 

Can  you  tell  me  what  FmHA  requested  for  the  Section  515  budget 
authority? 

The  request  for  the  Section  515  program  level  was  for  $562,665,000. 

What  about  the  Department  of  Agriculture's  request  to  the 
President? 

The  request  for  the  Section  515  program  level  was  for  $440  million. 

Finally,  what  was  the  0MB  passback? 

The  passback  was  $220  million. 
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5.  Question:  I  am  also  disturbed  by  the  emphasis  on  loans  over 
grants  for  home  repairs.  Isn't  the  demand  for  grants  overwhelming 
in  most  states?   Can  you  comment  further? 

Answer:  Mr.  Chairman,  our  appropriation  levels  for  FY  94  for 
grants  and  loans  are  $25  million  and  $35  million,  respectively. 
This  is  double  the  appropriation  for  Section  504  grants  and  triple 
the  appropriation  for  Section  504  loans  that  we  had  previously  for 
1993.  We  propose  to  maintain  these  same  levels.  We  recognize  the 
large  demand  for  grants  for  very  low- income  senior  citizens; 
however,  a  Section  504  loan  is  amortized  at  a  1  percent  interest 
rate  and  in  most  cases,  for  20  years.  Therefore,  we  are  confident 
that  loans  are  made  without  creating  an  economic  hardship  for  the 
borrowers.  Further,  grant  use  is  restricted  to  persons  62  years  of 
age  and  older.  Thus,  the  loan  program  permits  us  to  serve  other 
very  low- income  persons  that  need  to  make  repairs  to  their 
dwellings . 

6.  Question:  What  is  the  relative  size  of  that  inventory  of 
homelessness  in  the  rural  areas,  fully  defined  as  rural.  And  what 
is  the  inventory  of  vacant  housing  and  its   characteristics. 

Answer:  The  number  of  single  family  houses  (SFH)  in  FmHA 
inventory  totaled  3,125  as  of  March  31,  1994.  These  houses  are 
modest  in  size  design  and  cost,  generally  with  between  950  and  1100 
square  feet  of  livable  floor  space.  2,490  of  these  are  "program" 
SFH  properties,  suitable  to  be  repaired  and  sold  to  eligible  FmHA 
SFH  loan  applicants.  The  remainder  are  "nonprogram"  properties 
which  are  not  suitable  for  sale  to  an  eligible  FmHA  SFH  loan 
applicant  because  of  such  things  as  high  utility  costs  or 
structural  problems  which  cannot  be  economically  repaired  to  bring 
the  property  to  program  condition.  All  2,4  90  program  properties 
are  available,  or  being  made  available,  for  nonprogram  properties 
and  underutilized  program  properties  which  are  available  for  lease 
for  transitional  housing  for  the  homeless.  FmHA' s  loan,  lease  and 
inventory  sales  programs  directly  address  housing  the  homeless  or 
substantially  preventing  further  hcrelessness. 

7.  Question:  I  want  to  ask  you  about  the  recent  findings  of 
severe  health  and  safety  violations  in  the  46  projects.  I  couldn't 
agree  with  you  more  that  these  projects  represent  a  small  minority 
of  bad  actors  and  should  not  be  seen  as  an  indictment  of  the 
section  515  program  and  that  FmHA  has  taken  speedy  corrective 
action.  HOWEVER,  I  AM  DEEPLY  DISTRESSED  ABOUT  THE  APPARENT 
EVIDENCE  THAT  THESE  VIOLATION  MAY  EXHIBIT  A  PATTERN  OF 
DISCRIMINATION  AND  FAIR  HOUSING  ACT  VIOLATIONS.  CAN  YOU  COMMENT 
FURTHER  ON  THIS? 

Answer:  Our  preliminary  findings  have  produced  some  evidence 
of  discrimination  and  Fair  Housing  Act  violations  toward  tenants. 
We  are  currently  in  the  process  of  putting  together  the 
documentation  to  support  our  findings.  Additionally,  we  are 
working  very  closely  with  our  Office  of  General  Counsel  and  the  OIG 
to  determine  the  appropriate  legal  actions  to  take  against  the 
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violators . 

8.  Question:  H.R.  3838  proposes  a  delegated  processing 
demonstration  for  nonprofit  organizations  in  underserved  areas. 
CAN  YOU  COMMENT  ON  THIS  PROVISION?  SHOULD  THE  CONGRESS  CONSIDER  A 
DELEGATED  SERVICING  DEMONSTRATION  FOR  DELINQUENT  BORROWERS  WITH 
CAREFUL  AGENCY  OVERSIGHT?  WON'T  THIS  MESH  WITH  THE  EMPHASIS  OF 
SUPERVISED  CREDIT? 

Answer:  We  are  supportive  of  this  provision  as  we  believe 
this  will  provide  the  Agency  with  additional  resources  which  will 
better  assist  our  clients  in  the  more  remote  areas.  We  have 
interpreted  Section  512  of  H.R.  3838  to  provide  for  servicing 
activities  in  the  demonstration;  therefore,  we  do  not  believe  an 
additional  Servicing  Demonstration  would  be  needed. 

9.  Question:  In  H.R.  3838  we  have  included  a  provision  that 
essentially  converts  the  voucher  program  more  clearly  in  the 
direction  of  servicing  rental  assistance  for  troubled  Section  515 
projects.  This  seems  to  agree  with  your  testimony.  CAN  YOU 
COMMENT  FURTHER  ON  THIS  PROVISION? 

Answer:  The  program  would  operate  much  like  the  HUD  housing 
voucher  program,  except  that  the  grantees  are  not  limited  to  being 
public  housing  agencies,  and  the  term  of  the  agreement  with  the 
public  or  private  nonprofit  we  fund  is  limited  to  5  years. 
Therefore,  persons  or  families  assisted  would  have  rental 
assistance  for  up  to  five  years.  The  tenants  would  pay  up  to  30 
percent  of  their  income  for  rent  and  utilities.  The  voucher  would 
cover  the  difference  between  the  tenant's  payment  and  the  actual 
rent,  capping  at  the  fair  market  rent  determined  locally  with  FmHA 
concurrence . 

10.  Question:  In  H.R.  3838,  there  are  a  number  of  changes  in  the 
prepayment  and  preservation  provisions  in  an  effort  to  update  and 
clarify  the  provisions.  I  am  still  concerned  about  one  provision 
in  the  1992  Act  that  to  my  knowledge  has  not  been  implemented.  HAS 
THE  OFFICE  OF  PRESERVATION  BEEN  ESTABLISHED.  ARE  THERE  PLANS  TO 
ESTABLISH  THIS  OFFICE.   IF  SO,  WHEN?   IF  NOT,  WHY  NOT? 

Answer:  No,  the  Office  of  Preservation  has  not  been 
established.  Yes,  there  are  plans  to  assign  this  responsibility  to 
an  individual  in  our  Multi-Family  Housing  Servicing  and  Property 
Management  Division  as  a  collateral  duty. 
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Mr.  Chairman  and  Members  of  the  Committee,  thank  you  for 
giving  me  the  opportunity  to  be  here  today  to  discuss  H.R.  3838, 
the  Housing  and  Community  Development  Act  of  1994.   As  agreed  with 
your  office,  I  will  focus  my  comments  on  aspects  of  the  bill  on 
which  GAO  has  either  completed  or  is  in  the  process  of  completing 
work.   Some  of  this  work  has  been  carried  out  at  your  request,  Mr. 
Chairman,  and  some  has  been  performed  for  other  requesters  who  have 
given  us  permission  to  discuss  it  with  you  today.   Because  this 
statement  is  based,  in  part,  on  ongoing  work,  some  of  the  results 
we  present  are  preliminary. 

The  aspects  of  the  bill  that  I  will  discuss  relate  to  (1) 
default  prevention  for  Community  Development  Block  Grant  loans;  (2) 
the  structure  of  and  funding  for  the  McKinney  Act's  homeless 
assistance  programs;  (3)  the  merger  of  the  Department  of  Housing 
and  Urban  Development's  (HUD)  section  8  tenant-based  certificate 
and  voucher  assistance  programs;  (4)  the  reamortization  and 
refinancing  of  the  Farmers  Home  Administration's  (FmHA)  rural 
housing  loans;  and  (5)  the  disposition  and  loan  management  of  HUD's 
multifamily  assets. 

In  summary,  H.R.  3838  addresses  a  number  of  problems  that  we 
have  identified  in  our  work.   For  example,  it  contains  provisions 
that  could  reduce  the  potential  for  defaults  or  foreclosures  in 
three  government-sponsored  loan  programs--HUD' s  insured  multifamily 
loans,  HUD-guaranteed  Community  Development  Block  Grant  loans,  and 
FmHA's  rural  housing  loans.   It  would  improve  HUD's  efficiency  in 
providing  assistance  to  lower-income  households  by  merging  the  HUD 
tenant-based  certificate  and  voucher  assistance  programs.   It  also 
authorizes  increased  funding  for  homelessness  assistance  programs. 
This  funding  could  help  fill  the  gap  between  need  and  the  programs' 
capacity  to  help  the  homeless. 

Our  work,  however,  has  also  identified  several  factors  that 
the  Committee  should  be  mindful  of  as  it  considers  this 
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legislation.   One  important  issue  that  affects  both  the  proposed 
merger  of  the  certificate  and  voucher  assistance  programs  and  the 
homelessness  assistance  programs  is  how  the  programs  can  best  be 
structured  to  meet  the  needs  of  program  recipients  while  minimizing 
administrative  burdens  on  HUD  staff  and  program  recipients. 
Furthermore,  our  work  has  pointed  out  the  usefulness  of 
congressional  monitoring  of  both  the  Community  Development  Block 
Grant  and  HUD's  multifamily  loan  programs  to  ensure  that  continued 
delinquencies,  defaults,  and  foreclosures  do  not  threaten  the 
programs'  effectiveness. 

I  would  now  like  to  discuss  our  work  in  each  the  five  areas  I 
mentioned  and  comment  on  how  H.R.  3838  would  address  the  problems 
we  found. 

CONP^NITY    DEVELOPMENT    BLOCK    GRANT    PROGRAM 

Mr.  Chairman,  I  would  like  to  begin  by  discussing  the  proposal 
in  H.R.  3838  to  establish  new  grants  to  be  used  in  connection  with 
section  108  loan  guarantees  under  the  Community  Development  Block 
Grant  (CDBG)  program.   We  believe  these  new  grants,  together  with 
improved  monitoring,  should  help  lessen  the  incidence  of  defaults 
on  these  guaranteed  loans. 

As  you  know,  several  weeks  ago  GAO  reported  on  the  CDBG 
program,  as  required  by  the  Housing  and  Community  Development  Act 
of  1992  (P.L.  102-550).^  One  thing  we  found  is  that  the  section 
108  loan  guarantees  are  important  to  local  communities'  funding  of 
economic  development  activities,  particularly  for  larger  projects 
that  require  more  funds  than  are  normally  available  through  CDBG 


^Community  Development:   Block  Grant  Economic  Development 
Activities  Reflect  Local  Priorities  (GAO/RCED-94-108,  Feb.  17, 
1994). 
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grants.*  Unlike  the  CDBG  grants,  section  108  loan  guarantees  tend 
to  be  used  by  communities  more  for  economic  development  than  for 
other  purposes.   For  example,  communities  committed  about  51 
percent  of  their  section  108  loans  to  economic  development  in 
fiscal  year  1992,  while  entitlement  communities  (generally  cities 
and  urban  counties)  have  consistently  spent  10  to  14  percent  of 
their  CDBG  grants  for  economic  development  each  year  since  1984. 

As  you  are  well  aware,  Mr.  Chairman,  defaults  on  CDBG  loans 
have  persistently  been  identified  as  a  problem  by  HUD's  Inspector 
General.   While  no  established  acceptable  default  rate  has  been 
established  for  CDBG  economic  assistance  loans,  a  higher  than 
normal  rate  might  be  expected  because  such  loans  are  usually  made 
to  businesses  that  cannot  obtain  private  financing  and  that  often 
are  located  in  distressed  areas  that  have  high  crime  rates.   Most 
of  the  Inspector  General's  findings  have  involved  loans  that 
communities  make  using  CDBG  grant  funds,  but  notable  defaults  have 
occurred  on  loans  guaranteed  by  HUD  under  the  section  108  program. 

H.R.  3838  could  help  reduce  the  likelihood  of  defaults  on 
these  loans  by  authorizing  HUD  to  use  unspent  funds  recovered  from 
the  Urban  Development  Action  Grant  program  to  provide  additional 
grants  in  conjunction  with  the  section  108  loan  guarantee  program. 
These  additional  grants  would  likely  help  ensure  the  financial 
soundness  of  projects  benefitting  from  the  section  108  loans.   The 
grants  may  also  encourage  more  communities  to  use  the  loans  and 
thereby  result  in  more  widespread  use  of  the  CDBG  program  for 
economic  development  activities.   To  date,  this  use  has  been 
concentrated  among  a  limited  number  of  grantees.   However,  because 
section  108  loans  tend  to  involve  larger  amounts  and  the  local 


^Communities  and  states  that  receive  CDBG  grants  can,  under 
section  108  of  the  Housing  and  Community  Development  Act  of  1974, 
apply  for  additional  financing  in  the  form  of  loans.   Under  this 
program,  HUD  guarantees  notes  issued  by  grantees  for  up  to  five 
times  their  current  year's  CDBG  grant. 
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conununities  are  responsible  for  repaying  the  guaranteed  loan  by 
using  future  CDBG  allocations,  defaults  can  have  a  seriously 
detrimental  effect  on  the  grantees'  CDBG  activities.   We  therefore 
recommended  that  HUD  assist  the  Congress  in  monitoring  the 
seriousness  of  the  default  situation  by  starting  to  include  in  its 
annual  CDBG  report  to  the  Congress  data  on  delinquencies  and 
defaults  that  it  has  begun  to  collect  from  grantees. 

Our  report  also  noted  that  CDBG- funded  economic  development 
activities,  including  section  108-funded  projects,  can  play  a 
significant  role  in  helping  communities  carry  out  their  economic 
revitalization  strategies.   However,  without  a  comprehensive  set  of 
performance  measurements,  it  is  difficult  to  evaluate  how  effective 
these  activities  are.   Our  report  identified  numerous  measurements 
that  a  community  can  use  to  evaluate  local  economic  development 
initiatives.   These  indicators  of  ef fectiveness--which  should  be 
community  specif ic--could  measure  one  or  more  of  the  following 
outcomes:   (1)  the  number,  cost,  targeted  population,  and  types  of 
jobs  funded;  (2)  the  increases  in  the  community's  tax  base;  (3)  the 
leveraging  of  public  and  private  funds  relative  to  the  CDBG 
investment;  (4)  the  level  of  loan  defaults;  (5)  the  creation  of 
needed  essential  services  and  facilities;  and  (6)  the  types  and 
sizes  of  businesses  assisted.   In  addition,  although 
methodologically  difficult,  indicators  that  attempt  to  measure 
CDBG's  contribution  to  an  overall  effort  to  revitalize  a 
neighborhood  could  be  formulated.   Regardless  of  what  performance 
measurements  are  used,  it  is  important  that  they  reflect  the 
overall  goal  of  the  CDBG  program,  which  is  principally  to  benefit 
low-  and  moderate-income  persons.   Our  report  did  not  recommend 
that  HUD  establish  performance  measurements  because  we  believe  that 
such  measurements  can  best  be  formulated  by  local  grantees. 
However,  we  noted  that  HUD  has  the  opportunity  to  help  grantees 
define  the  measurements  that  would  serve  them  best. 
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PROGRAMS  UNDER  THE  STEWART  B.  MCKINNEY  HOMELESS  ASSISTANCE  ACT 

Another  matter  that  I  would  like  to  discuss  concerns 
provisions  of  H.R.  3838  that  would  reauthorize  and  increase  funding 
for  the  McKinney  Act's  homelessness  assistance  programs.   Within 
the  next  few  weeks,  GAO  will  be  publishing  the  results  of  a 
comprehensive  study  on  these  programs  that  was  requested  by  the 
Subcommittee  on  Housing  and  Urban  Affairs  of  the  Senate  Committee 
on  Banking,  Housing,  and  Urban  Affairs,   This  study  assesses  the 
local  impact  of  McKinney  Act  programs  via  comprehensive  case 
studies  in  the  cities  of  Baltimore,  St.  Louis,  San  Antonio,  and 
Seattle.   The  preliminary  results  from  this  work  indicate  that 
homelessness  continues  to  be  a  serious  problem  that  requires 
additional  federal  resources.   Our  work  also  developed  information 
that  the  Committee  may  find  useful  in  evaluating  the  differences 
between  H.R.  3838  and  proposals  made  in  the  President's  budget. 

Extensive  input  from  a  wide  range  of  those  involved  in 
assisting  the  homeless  (federal,  state,  and  local  government 
officials;  nonprofit  service  providers;  and  national  researchers) 
led  us  to  the  inevitable  conclusion  that  the  need  greatly  outstrips 
the  current  capacity  of  available  assistance  programs.   Local 
experts  expect  homelessness  to  remain  a  serious  problem  and  are 
looking  to  the  McKinney  programs  for  additional  resources  to  help 
them  fill  service  gaps,  particularly  in  the  areas  of  prevention, 
longer-term  housing,  and  comprehensive  services  to  help  the 
homeless  achieve  independent  living.   Both  H.R.  3838  and  the 
President's  budget  call  for  substantial  increases  in  McKinney 
program  funding,  which  should  help.   However,  these  experts  were 
quick  to  point  out  that  the  McKinney  programs  should  not  be 
expected  to  make  up  for  serious  shortcomings  in  mainstream 
assistance  programs  for  low-income  people,  which  are  supposed  to 
form  the  "safety  net"  against  becoming  homeless.   They  believe  the 
mainstream  programs  also  must  be  expanded  and  made  more  accessible 
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to  the  homeless  to  significantly  improve  the  current  situation.   In 
this  regard,  we  noted  that  the  President's  budget  proposes  to 
create  15,000  5-year  rental  assistance  certificates  to  move 
homeless  families  from  temporary  shelters  to  permanent  rental 
housing. 

Some  of  the  local  service  providers,  especially  those 
participating  in  more  than  one  McKinney  Act  program  at  the  same 
time,  have  found  funding  application  and  record-keeping 
requirements  burdensome  and  to  some  extent  duplicative.   Some 
providers  believe  that  the  McKinney  programs  should  be  further 
consolidated  to  streamline  their  administration--a  position 
endorsed  by  HUD  and  encompassed  in  the  "continuum  of  care"  approach 
proposed  in  the  President's  budget.   This  approach  would  fold  many 
of  HUD'S  McKinney  Act  programs  into  a  comprehensive  formula  grant 
program  with  the  intent  of  giving  communities  greater  flexibility 
to  focus  McKinney  program  resources  on  their  particular  needs. 
Some  experts,  however,  maintain  that  the  current  mix  of  categorical 
programs  (as  continued  in  H.R.  3838)  better  targets  services  to  the 
varied  needs  of  the  homeless  and  precludes  some  needs  getting  lost 
in  competing  demands  for  scarce  resources.   Some  experts  also 
believe  a  formula  grant  approach  might  merely  spread  limited 
resources  too  thin  to  be  effective.   Another  potential  problem  is 
the  difficulty  of  devising  an  allocation  formula  that  reflects 
relative  need.   As  you  know,  HUD  was  unable  to  establish  such  a 
formula  in  response  to  the  requirements  in  the  1990  McKinney 
amendments  act. 

Our  forthcoming  report  also  notes  the  possible  negative 
impacts  related  to  the  withdrawal  of  appropriations  in  fiscal  year 
1994  for  the  Interagency  Council  on  the  Homeless.   While  HUD  is 
providing  funds  to  a  successor  organization  formed  as  a  working 
group  of  the  Domestic  Policy  Council,  there  is  some  question 
whether  this  group  will  be  able  to  sustain  the  Interagency 
Council's  former  level  of  communication  of  information  to  the 
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homelessness  assistance  community  across  the  nation.   This  is  a 
function  we  believe  will  become  increasingly  important  over  the 
next  few  years  as  many  McKinney  program  evaluations  are  completed 
and  yield  information  on  what  service  strategies  work  best.   We  are 
pleased  to  see  that  H.R.  3838  reauthorizes  funds  for  the  Council. 

PROPOSED  MERGER  OF  THE  SECTION  8 
CERTIFICATE  AND  VOUCHER  PROGRAMS 

Mr.  Chairman,  I  would  like  to  turn  now  to  the  proposed  merger 
of  the  section  8  certificate  and  voucher  programs  contained  in  H.R. 
3838.   In  1989,  we  issued  a  report'  that  advocated  merging  these 
two  assistance  programs  and  we  continue  to  support  such  action. 
Moreover,  others,  including  national  organizations  representing 
owners  and  housing  agencies,  have  also  urged  that  the  two  programs 
be  unified,  as  has  the  administration.   However,  Mr.  Chairman, 
several  key  issues  associated  with  a  merger  would  need  to  be 
addressed,  not  the  least  of  which  is  the  capacity  of  HUD  and  the 
housing  agencies  to  effectively  carry  it  out. 

A  merger  of  the  certificate  and  voucher  programs  should 
benefit  HUD,  housing  agencies,  private  owners,  and  the 
approximately  1.3  million  households  assisted  through  these  two 
programs.   Under  a  merger,  HUD  and  the  housing  agencies  would  have 
one  program  to  administer  rather  than  two  and  should  have  fewer 
administrative  record-keeping  requirements.   In  addition,  private 
owners  should  no  longer  have  to  meet  different  requirements  for 
renters  receiving  assistance  through  different  programs.   Finally, 
similar  assisted  households  should  be  treated  similarly  in  the 
housing  subsidies  they  receive  and  their  choice  of  housing  under  a 
merged  program. 


'Rental  Housing:   Housing  Vouchers  Cost  More  Than  Certificates 
but  Offer  Added  Benefits  (GAO/RCED-89-20,  Feb.  16,  1989). 
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While  there  is  widespread  support  for  merging  the  two 
programs,  there  is  less  agreement  on  the  provisions  that  a  merged 
program  should  embody.   We  believe  that  there  are  five  major  issues 
that  must  be  resolved  in  merging  the  programs:   (1)  the  bases  on 
which  the  housing  subsidy  is  calculated  (fair  market  rents  or  the 
payment  standard  approach*),  (2)  whether  to  include  a  shopper's 
incentive,'  (3)  whether  to  provide  budget  authority  for  contract 
amendments  when  actual  subsidy  costs  are  greater  than  anticipated, 
(4)  how  to  minimize  the  impact  on  HUD  and  housing  agencies  of  a 
transition  to  a  merged  program,  and  (5)  ensuring  that  HUD  has  the 
organizational  capacity  to  carry  out  a  merger.   While  I  am  prepared 
to  answer  your  questions  concerning  any  of  these  issues,  I  would 
like  to  focus  my  remarks  today  on  the  latter  two,  which  have  had 
little  public  discussion  to  date. 

Effects  of  a  Transition  to  a  Merged  Program 

If  the  Congress  decides  to  merge  the  two  programs,  whatever 
approach  it  adopts  will  require  considerable  effort  on  the  part  of 
HUD  and  the  housing  agencies.   For  example,  the  Congress  could 
dissolve  the  certificate  and  voucher  programs  simultaneously  and 
require  HUD  to  provide  housing  assistance  for  all  households  under 
the  requirements  of  a  new  "merged"  program.   This  approach  would 
likely  require  a  considerable  short-term  effort  by  HUD  field 
offices  to  merge  about  30,000  existing  contracts  with  over  2,500 
housing  agencies  and  educate  these  agencies  about  new  program 
requirements.   Also,  the  housing  agencies  would  have  to  make 
considerable  efforts  to  (1)  educate  tens  of  thousands  of  housing 


*A  subsidy  benchmark,  set  by  public  housing  agencies,  which  may 
not  be  less  than  80  percent  of  the  fair  market  rent  for  the 
applicable  housing  market. 

'a  provision  which  allows  assisted  households  to  contribute  less 
than  30  percent  of  their  income  toward  rent  if  they  successfully 
"shop  for"  acceptable  housing  that  rents  for  less  than  the 
payment  standard. 
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owners  and  gain  their  acceptance  of  new  program  rules,  (2)  educate 
about  1.3  million  assisted  households  about  new  program 
requirements,  and  (3)  establish  unified  record-keeping  and 
accounting  systems. 

Alternatively,  if  the  Congress  adopted  a  gradual  merger 
approach  as  existing  housing  contracts  expire  (as  envisioned  in 
H.R.  3838),  HUD  would  be  required  to  run  three  separate  programs 
(the  certificate,  the  voucher,  and  the  merged  programs)  until 
existing  contracts  expired,  around  2003.   This  approach  would 
exacerbate  the  difficulties  involved  in  administering  multiple 
programs  for  both  HUD  and  the  housing  agencies,  since  it  would 
entail  three--instead  of  two--sets  of  program  requirements. 
However,  it  would  limit  the  effort  by  HUD  and  the  housing  agencies 
at  the  outset,  since  it  is  a  gradual  approach. 

Ensuring  Organizational  Capability 

HUD'S  organizational  structure  has  been  criticized  for 
fragmentation,  lack  of  accountability,  and  overlapping  authority. 
Because  a  merger  would  likely  require  considerable  effort  by  HUD  to 
complete  the  actions  mentioned  above,  policymakers  would  need  to 
ensure  that  HUD's  staffing  was  appropriate  and  was  organized  so 
that  a  merger  could  be  successfully  carried  out  with  little  or  no 
adverse  impact  on  the  section  8  rental  assistance  program  or  on 
other  agency  activities. 

As  you  know,  we  have  recently  designated  HUD  as  a  high-risk 
agency,  in  part,  because  of  an  organizational  structure  that  blurs 
accountability,  inadequate  information  and  financial  systems,  and 
staff  without  the  skills  to  effectively  manage  programs.   The 
Office  of  Management  and  Budget  (0MB)  has  also  designated  HUD  at 
risk  for  its  inability  to  ensure  efficient  and  effective  use  of 
resources  for  achieving  program  results,  while  minimizing  program 
risk  and  susceptibility  to  fraud,  waste,  and  abuse.   While 
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both  our  and  OMB's  designations  of  high  risk  are  agencywide,  given 
these  historical  inadequacies,  HUD  should  be  in  a  position  to 
demonstrate  that  it  can  effectively  carry  out  a  merger  before  it  is 
required  to  undertake  it.   In  this  vein,  the  Secretary  of  HUD 
announced  a  reorganization  to  correct  organizational  problems  in 
December  1993.   An  implementation  strategy  is  scheduled  to  be 
developed  by  September  30,  1994. 

REAMORTIZING  AND  REFINANCING  FMHA  LOANS 

I  would  now  like  to  now  discuss  H.R.  3838's  proposed  amendment 
to  allow  the  reamortization  and  refinancing  of  section  502  Farmers 
Home  Administration  housing  loans.   We  began  discussing  this  issue 
with  housing  advocacy  groups  and  FmHA  last  fall  and  are  currently 
working  on  a  request  from  the  Chairman,  Subcommittee  on 
Information,  Justice,  Transportation,  and  Agriculture,  Committee  on 
Government  Operations,  to  examine  the  extent  of  the  problem  and  the 
budgetary  impacts  of  allowing  reamortization/ref inancing  within  the 
program.   Although  we  have  not  yet  completed  the  budgetary  aspect 
of  our  work,  the  preliminary  results  from  our  work  indicate  that 
the  regulatory  prohibition  against  reamortization/ref inancing 
results  in  the  customers  of  FmHA's  section  502  program  paying 
interest  rates  significantly  higher  than  rates  available  to 
households  in  the  private  sector.   The  regulatory  prohibition 
exists  primarily  because  FmHA  officials  interpret  the  current 
legislation  as  requiring  refinancing  be  counted  as  a  new  loan,  and 
they  do  not  want  to  limit  the  amount  of  new  loans  that  could  be 
made  during  the  year.   Also,  FmHA  officials  believe  that 
refinancing  or  reamortization  authority  would  conflict  with  its 
goal  of  encouraging  graduation  to  private  credit. 

In  evaluating  the  scope  of  the  problem,  we  found  that  FmHA's 
portfolio  of  single-family  section  502  loans  has  a  large  percentage 
of  mortgages  with  high  interest  rates  when  compared  to  rates 
available  to  new  FmHA  borrowers  or  those  available  to  households  in 
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the  private  sector.   For  example,  as  of  September  30,  1993,  over  75 
percent  of  FmHA's  $18.7  billion  portfolio  (about  600,000  loans)  was 
at  rates  of  8  percent  or  higher.   The  current  mortgage  interest 
rate  available  to  new  FmHA  borrowers  is  about  6.5  percent;  private 
market  rates  are  7  to  7.5  percent.   Furthermore,  about  49,000  loans 
(over  $1.1  billion  worth),  are  paying  interest  rates  of  13  percent 
or  higher.   While  many  loans  are  receiving  some  amount  of  interest 
credit  subsidy,  over  400,000  FmHA  borrowers  with  total  unpaid 
principal  loan  balances  of  over  $6.4  billion  are  currently 
receiving  no  subsidy  at  all,  including  14,760  loans  paying  interest 
rates  of  13  percent  or  higher.* 

Mr.  Chairman,  while  we  have  not  yet  completed  our  analysis  of 
the  budgetary  impact  of  allowing  the  refinancing  and/or 
reamortization  of  section  502  loans,  we  have  found  some  positive 
outcomes  that  may  offset  the  impact  of  the  government's  receiving 
reduced  interest  payments. 

•  Since  lower  interest  rates  reduce  monthly  payments,  refinancing 
or  reamortizing  existing  loans  should  result  in  decreased 
delinquencies  and  foreclosures.   In  addition,  the  lower  mortgage 
payments  would  increase  households'  disposable  incoma,  which  they 
could  spend  in  their  local  communities,  making  the  communities 
economically  stronger. 

•  Reducing  interest  rates  will  reduce  the  number  of  FmHA  customers 
who  are  receiving  interest  credit  subsidies.   In  fiscal  year  1993 
these  subsidies  amounted  to  about  $600  million.   Reduced  rates 
will  also  reduce  the  associated  high  servicing  costs  involved  in 


*An  interest  credit  subsidy  reduces  the  homeowner's  effective 
interest  rate,  thereby  reducing  the  amount  of  the  monthly 
mortgage  payment.   Payment  assistance  in  the  form  of  interest 
credit  subsidies  is  granted  to  eligible  borrowers  whose  confirmed 
income  is  below  the  FmHA  published  limits.   The  amount  of  subsidy 
is  based  on  the  borrower's  verified  income,  real  estate  taxes, 
and  property  insurance. 
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performing  interest  credit  checks.   While  the  interest  credits 
reduce  the  effective  interest  rate  a  homeowner  pays,  it  also 
affects  homeowners'  wealth  because  recapture  accounts  are 
established  to  record  the  interest  credits  that  the  households 
receive.   Homeowners  are  required  to  be  pay  back  a  portion  of  the 
recapture  account  to  the  government  upon  sale  of  the  property. 

•  As  compared  to  a  refinancing  agreement  that  requires  a  new  loan 
with  associated  closing  costs,  we  believe  that  reamortizing  an 
existing  loan  to  a  lower  interest  rate  without  changing  the  other 
loan  terms,  such  as  the  life  of  the  original  loan,  will  minimize 
paperwork  costs  and  best  benefit  the  borrower. 

One  complication  of  allowing  blanket  reamortization  or 
refinancing  authority  is  the  impact  on  "graduating"  borrowers  to 
the  private  sector.   The  section  502  program  is  designed  to  be  a 
temporary  source  of  credit  for  low-income  borrowers.   As  such,  FmHA 
is  required  to  graduate  qualified  borrowers  to  private  lenders  when 
the  borrowers  are  financially  able.   However,  according  to  FmHA 
officials,  the  agency  cannot  force  its  customers  to  graduate 
because  most  U.S.  attorneys  will  not  back  efforts  to  foreclose  on 
current  borrowers  for  refusing  to  graduate.   This  conflict  of 
mission  aspect  needs  to  be  worked  out  between  the  Congress  and 
FmHA. 

In  connection  with  the  specific  proposal  in  H.R.  3838,  I  have 
a  few  comments. 

•  The  regulatory  prohibition  against  refinancing  is  in  place 
because  FmHA  interprets  the  present  legislation  as  requiring  that 
refinanced  loans  count  as  new  loans,  thereby  reducing  the  number 
of  new  borrowers  who  can  be  assisted.   However,  according  to 
USDA's  Assistant  General  Counsel,  the  amendment  as  currently 
written  would  not  solve  the  problem  of  having  to  use  current  year 
funds . 

12 
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•  Any  amendment  to  clarify  ref Inancing/reamortization  policy  should 
specify  the  availability  of  the  program  to  current  as  well  as 
delinquent  borrowers.   Limiting  an  amendment  to  covering 
delinquent  borrowers  would  create  an  incentive  for  current 
borrowers  to  become  delinquent  in  order  to  obtain  lower  interest 
rates . 

•  The  proposed  amendment  limits  the  reamortization  benefits  to  a  3- 
year  period.   If  this  means  the  borrowers'  payments  will  go  back 
to  the  original  loan  rate  after  3  years,  the  result  will  be  an 
administrative  ordeal  for  FmHA  and  a  financial  one  for  the 
customers . 

LOAN  MANAGEMENT  AND  PROPERTY 
DISPOSITION  OF  HUD'S  MULTIFAMILY  ASSETS 

Finally,  as  we  previously  reported  to  you  in  our  May  1993 
testimony'  and  discussed  with  your  staff  in  briefings  on  two 
ongoing  assignments,  there  has  been  an  increasing  problem  with 
HUD'S  ability  to  dispose  of  and  manage  its  inventory  of  multifamily 
properties  and  mortgages.   H.R.  3838,  as  well  as  other  bills 
introduced  in  the  Congress  last  year,  provide  frameworks  for 
addressing  these  problems.   In  our  view,  prompt  action  on  this 
legislation  is  needed.   While  the  bills  are  similar  in  a  number  of 
respects,  they  differ  in  the  extent  to  which  they  specifically 
require  that  properties  be  preserved  after  their  disposition  as 
rental  housing  for  lower-income  families. 

The  inventory  of  HUD's  multifamily  assets  is  made  up  of  three 
main  components-- ( 1)  foreclosed  multifamily  properties  ("HUD-owned 
properties"),  (2)  assigned  mortgages  ("HUD-held  mortgages"),  and 


^Multifamily  Housing:   Impediments  to  the  Disposition  of 
Properties  Owned  by  the  Department  of  Housing  and  Urban 
Development  (GAO/T-RCED-93-37 ,  May  12,  1993). 
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(3)  Insured  mortgages.*  The  numbers  of  HUD-owned  properties  and 
HUD-held  mortgages  have  Increased  substantially  over  the  past  few 
years.   Specifically,  the  HUD-owned  property  inventory  increased 
from  about  10,000  units  to  about  31,000  units  between  fiscal  years 
1990  and  1993.   Another  38,000  units  are  in  the  process  of 
foreclosure.   Since  1989,  the  number  of  HUD-held  mortgages  has 
increased  by  about  50  percent.   As  of  July  1993,  HUD  held  2,432 
mortgages.   In  addition,  a  substantial  number  of  insured  mortgages 
are  at  risk  of  default.   In  fiscal  year  1992,  HUD  established  a 
loan  loss  reserve  of  $11.9  billion  to  cover  estimated  losses  from 
Its  $43.6  billion  portfolio  of  insured  mortgages. 

I  will  now  further  discuss  the  management  and  disposition  of 
HUD'S  multifamily  assets. 

Management  of  HUD-Held  and  Insured  Loan  Portfolios 

According  to  HUD,  a  number  of  factors  have  led  to  the  problems 
with  its  insured  and  HUD-held  loan  portfolios.   These  factors 
include  the  economic  and  tax  consequences  of  the  1980s  recession 
and  the  1986  Tax  Reform  Act,  the  age  and  condition  of  the 
properties,  and  weaknesses  in  HUD's  loan  management  capabilities. 
As  of  July  20,  1993,  2,432  mortgages  with  a  total  unpaid  principal 
balance  of  $7.45  billion  had  been  assigned  to  HUD.   While  slightly 
more  than  half  of  the  loans  were  delinquent,  the  delinquent  loans 
represented  about  $6  billion  of  the  unpaid  principal--or  80  percent 
of  the  total  unpaid  principal  balance.   In  addition,  322  of  the 


*The  Federal  Housing  Administration  (FHA)  provides  insurance  to 
lenders  to  protect  them  from  financial  losses  stemming  from  a 
borrower's  default  on  a  multifamily  mortgage.   When  a  default 
occurs,  a  lender  may  assign  a  mortgage  to  HUD,  file  an  insurance 
claim,  and  obtain  the  claim  amount  from  HUD.   HUD,  generally, 
will  try  to  bring  the  defaulted  loan  current;  but  if  the  loan 
cannot  be  brought  current,  HUD  may  foreclose  on  the  mortgage. 
HUD  will  try  to  sell  the  mortgage  at  foreclosure  or  else  the 
property  will  end  up  in  its  inventory. 
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delinquent  loans  were  either  in  foreclosure  or  had  been  recommended 
for  foreclosure. 

Furthermore,  the  potential  exists  for  a  far  greater  number  of 
insured  loans  to  default  and  for  additional  losses  to  be  sustained 
by  the  insurance  funds.   As  of  September  30,  1992,  HUD  had 
insurance-in-force  on  over  15,000  multifamily  loans  with  a  unpaid 
principal  balance  of  about  $43.6  billion.   According  to  the  Federal 
Housing  Administration's  fiscal  year  1992  financial  statements,  as 
audited  by  Price  Waterhouse,  a  substantial  portion  of  these  loans 
are  at  risk  of  default.   In  anticipation  of  these  future  losses, 
HUD  increased  its  loss  reserves--the  net  amount  in  present  dollar 
terms  that  HUD  expects  to  lose  when  insured  loans  default--to  $11.9 
billion.   This  estimate  assumes  that  properties  that  currently 
receive  subsidies  will  continue  to  receive  them  in  the  future. 

H.R.  3838  contains  several  provisions  that  HUD  believes  are 
needed  for  it  to  more  effectively  carry  out  its  loan  management 
functions  and  reduce  the  potential  for  future  assignments  and 
foreclosures.   These  provisions  are  similar  to  those  in  S.  1299. 
According  to  HUD,  among  the  most  significant  provisions  in  the 
bills  are  those  governing  the  sale  of  HUD-held  mortgages.   The 
legislation  restates  the  conditions  under  which  HUD  can  sell 
subsidized  mortgages  and  clarifies  HUD's  authority  to  sell 
unsubsidized  mortgages.   HUD  officials  believe  that  decreasing  the 
number  of  HUD-held  mortgages  through  a  sale  will  relieve  some  of 
the  workload  for  its  loan  servicing  staff  and  will  also  reduce 
losses  to  the  insurance  funds.   While  the  bills'  provisions  should 
help  HUD  improve  the  management  of  its  HUD-held  loan  portfolio, 
given  the  serious  nature  of  the  problem,  it  is  important  that  HUD's 
success  in  reducing  delinquencies  and  avoiding  foreclosures  be 
closely  monitored. 
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Disposition  of  HUD's  Multlfamllv  Properties 

The  growth  in  the  HUD-owned  inventory  stems  from  provisions  in 
the  Housing  and  Community  Development  Act  of  1987  that  require  HUD, 
upon  disposition,  to  ensure  the  goal  of  preserving  many  of  the 
units  in  its  multifamily  inventory  as  affordable  rental  housing  for 
low-  to  moderate-income  people  for  15  years.   Specifically,  HUD  is 
mandated  to  preserve  all  units  in  "subsidized"'  properties  and 
those  units  occupied  by  low-income  tenants  in  "unsubsidized" 
properties.   To  ensure  that  these  units  are  available  and 
affordable  to  low-income  people,  HUD  generally  uses  a  federal 
rental  subsidy  program,  known  as  project-based  section  8 
assistance.^"  However,  because  of  the  limited  amount  of  section  8 
funds  available  to  meet  these  section  8  requirements,  HUD  has  been 
able  to  dispose  of  only  a  relatively  small  number  of  multifamily 
properties  in  recent  years. 

H.R.  3838,  as  well  as  H.R.  3400  and  S.  1299,  which  passed  the 
House  and  Senate  respectively  last  year,  provide  frameworks  for 
addressing  the  problems  of  HUD's  disposition  of  multifamily 
properties.   Each  of  these  bills  recognizes  that  the  disposition  of 
properties  requires  a  careful  balancing  of  several  goals,  including 
(1)  protecting  the  federal  government's  financial  interests,  (2) 
preserving  housing  so  that  it  remains  affordable  to  low-income 
people,  and  (3)  preserving  and  revitalizing  residential 


®A  "subsidized"  property  is  one  that  was  receiving  a  subsidy-- 
such  as  a  below-market  interest  rate  loan  or  other  rental  payment 
assistance--or  Housing  Assistance  Payments  (such  as  project-based 
section  8)  for  more  than  50  percent  of  its  units  before  HUD 
acquired  it.   An  "unsubsidized"  property  was  not  receiving  any 
subsidy  or  was  receiving  a  Housing  Assistance  Payment  for  less 
than  50  percent  of  its  units. 

^iJnder  this  program,  HUD  pays  the  project  owner  the  difference 
between  what  a  tenant  can  afford  to  pay  (30  percent  of  income) 
and  the  actual  rent  for  the  unit. 
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neighborhoods.   However,  they  differ  In  terms  of  the  extent  to 
which  they  mandate  preserving  properties  and  protecting  tenants. 

In  his  statement  before  the  Committee  on  February  24,  1994, 
the  HUD  Secretairy  cited  the  importance  of  revising  the  current 
legislative  requirements  for  multifamily  property  disposition.   We 
agree  with  his  assessment  that  the  need  for  prompt  action  on  this 
matter  is  critical.   The  problems  we  identified  with  HUD's 
multifamily  property  disposition  and  loan  management  were  a  major 
factor  in  our  recently  designating  HUD  as  "high  risk." 


Mr.  Chairman,  this  concludes  my  statement.   I  would  be  pleased 
to  respond  to  any  questions  you  or  Members  of  the  Subcommittee  may 
have. 


(385417) 
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Opening  Statement 

Chairman  Henry  B.  Gonzalez 

Sxjbconnnittee  on  Housing  and  Community  Development 

H.R.  3838 


This  is  the  third  in  a  series  of  hearings  that  will  address  the 
reauthorization  of  federal  housing  and  community  development 
programs  for  fiscal  years  1995  and  1996.   The  focus  of  this 
hearing  will  be  the  community  development  block  grant  program  and 
the  HOME  Investment  Partnerships  program.   I  have  always  said 
that  this  Subcommittee's  jurisdiction  is  housing  and  community 
development  and  this  is  the  hearing  where  those  two  major  and 
appropriate  concerns  are  highlighted  together. 

I  look  forward  to  the  witnesses  testimony  as  to  whether  the  CDBG 
and  HOME  programs  are  meeting  the  needs  in  the  communities  across 
America.   The  reauthorization  bill,  H.R.  3838,  which  was 
introduced  with  bi-partisan  support  on  February  10,  includes  a 
number  of  technical  changes  to  the  HOME  program  that  I  hope  will 
simplify  the  localities'  ability  to  administer  the  program. 

H.R.  3838  also  includes  the  Administration's  legislative  request 
that  will  provide  for  the  recapture  of  Urban  Development  Action 
Grant  funds  in   order  to  be  used  in  conjunction  with  section  108 
loan  guarantees.   This  will  enable  the  locality  which  is 
conducting  an  economic  development  activity  to  create  a  loan  loss 
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reserve  or  to  buydown  the  interest  rate. 

Before  I  proceed  I  would  also  like  to  express  my  opposition  to 
this  Administration's  attempt  to  decrease  HOME  funding  by  $275 
million,  because  of  so-called  budget  restraints.   While  I  realize 
that  participating  jurisdictions  have  HOME  funds  in  the  pipeline, 
the  problem  will  not  be  resolved  by  reducing  their  allocation. 
Simplifying  the  commitment  process  or  providing  the  participants 
with  additional  technical  assistance  will  improve  the  HOME 
program. 

Fortunately,  the  Administration  has  not  reduced  funding  for  the 
CDBG  program;  the  program  under  our  jurisdiction  which  provides 
funding  for  infrastructure  improvements  in  our  nation's 
communities.   I  am,  however,  disturbed  by  the  set-asides  from  the 
CDBG  program  that  were  included  in  the  Adminis-tration' s  budget 
request.   The  Operation  LIFT  program  will  be  closely  scrutinized 
by  the  Subcommittee  once  the  Congress  receives  the  Department's 
legislative  requests  for  1994.   At  a  time  when  our  cities  are 
striving  to  rebuild  their  crumbling  infrastructure  and  to  restore 
their  workforce,  it  would  be  disastrous  to  demonstrate  a 
diminished  federal  effort  in  housing  and  community  development. 

I  am  confident  that  the  witnesses  today,  based  on  their  firsthand 
knowledge,  will  offer  insightful  testimony  as  to  the  role  of  the 
CDBG  and  HOME  programs  in  their  regions. 
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3/16/94 
REMARKS  OF 
HONORABLE  MARGE  ROUKEMA  -  HOUSING  AUTHORIZATION 
PUBLIC  HOUSING/  SECTION  8  PROGRAMS 

Mr.  Chairman,  today  we  continue  to  receive  testimony  on  the 
reauthorization  of  our  federal  Housing  programs. 

The  topics  for  consideration  today  are  the  CDBG  and  the  H.O.M.E. 
programs  and  I  want  to  welcome  our  witnesses  here  today. 

In  the  interest  of  time,  I  will  refrain  from  my  usual  comments  in 
support  of  these  two  programs  and  move  right  to  some  specifics. 

With  respect  to  CDBG,  the  Administrations ' s  request  for  $4.4  billion 
and  the  Chairman's  proposal  for  $4.5  billion  demonstrates  the  continued 
strong  support  for  the  program.   I  believe  the  Congress  will  support  this 
level  of  funding. 

However,  I  am  concerned  with  HUD's  request  to  set  aside  some  $200 
million  for  a  new  initiative  known  as  LIFT,   "Leveraged  Investments  for 
Tomorrow. " 

We  have  not  seen  the  legislation  for  this  program  yet  but  we  have 
been  told  that  this  program  may  seek  to  provide  subsidies  to  private 
enterprises  and  businesses  or  to  leverage  private  investments  for  mixed- 
use  development  projects  in  distressed  neighborhoods. 

My  concern  is  not  for  the  objective  of  this  initiative,  some  new  form 
of  economic  development.   My  concerns  are  two- fold. 

First,  we  are  being  asked  to  establish  yet  another  new  set-aside 
within  the  CDBG  program  which  assumes  that  traditional  state  and  local 
efforts  to  develop  relationships  with  the  private  sector  may  not 
effective  and  that  the  federal  government  must  intervene. 

CDBG  was  created  to  be  a  flexible  program  that  would  provide  federal 
funds  to  states  and  localities  to  be  used  to  meet  local  needs  and  based 
on  local  decision-making.   These  set-asides  represent  a  profound  shift 
away  from  the  very  intent  of  the  program. 

I  am  also  concerned  because  the  adoption  of  LIFT  will  result  in  a 
$200  million  decrease  in  the  overall  funding  level  for  the  program.   This 
will  result  in  less  funds  for  the  grantees. 

By  all  objective  measurements  and  studies  conducted  by  HUD  and  other 
oversight  agencies,  the  CDBG  program  continues  to  be  an  effective 
Federal,  State  and  local  partnership  in  which  90  percent  of  the  funds 
available  are  used  to  principally  benefit  low-  and  moderate  income 
citizens . 

Now,  the  CDBG  program  is  not  without  its  problems.   Those  have  been 
documented  and  HUD  is  working  on  the  solutions. 

But  the  CDBG  program  does  work,  it  is  an  important  supplement  for 
local  programs  and  the  infrastructure  and  housing  programs  supported  by 
the  CDBG  program  help  stimulate  the  economy  and  strengthen  the  nation's 
overall  growth. 


501 


HOME  INVESTMENT  PARTNERSHIP 

With  respect  to  the  HOME  program,  I  will  simply  restate  my  strong 
support  for  HOME  and  restate  my  position  that  HUD's  Fiscal  Year  1995 
budget  request  for  HOME  is  unacceptable. 

As  an  early  proponent  of  HOME,  I  believe  this  was  perhaps  the  single 
most  important  program  created  by  the  Congress  in  the  1990  Housing  Act. 

To  date,  witnesses  who  have  come  before  this  Committee  to  testify  on 
the  HOME  program,  have  said  that  it  is  a  much  welcomed  program. 

And,  to  their  credit,  all  have  been  forthright  in  identifying  areas 
for  change  which  would  improve  the  efficiency  of  the  program.   Both  you 
and  I,  Mr.  Chairman,  have  introduced  several  improvements  to  this  program 
and  I  believe  many,  if  not  all,  of  those  can  accommodated. 

However,  the  H.O.M.E.  Partnership  was  also  created  specifically  to 
ensure  the  promise  of  a  steady  flow  of  Federal  funds   which  would  allow  a 
more  rational  long-range  planning  process. 

I  hope  Mr.  Chairman  that  we  can  work  together  to  restore  an  adequate 
funding  level  to  this  important  program. 

With  that  said,  however,  I  want  to  express  a  few  concerns  I  have  with 
respect  to  HOME. 

First,  I  am  concerned  with  the  so-called  "pipeline"  argument  which  is 
being  used  to  justify  the  proposed  budget  reductions. 

If  there  is  a  pipeline,  I  hope  our  witnesses  today  will  address  the 
size  and  reasons  for  it.   However,  I  believe  cutting  this  program  is 
premature  and  that  given  the  appropriate  amount  of  time  and  the  necessary 
changes  that  many  of  our  witnesses  have  brought  to  our  attention,  this 
program  will  become  a  successful  housing  production  tool. 

I  am  informed  that  much  of  the  HOME  funds  are  being  used  for  rental 
housing  projects,  homeowner  rehabilitation,  and  first -time  homebuying. 

However,  I  am  a  little  concerned  with  the  limited  amount  of  funds 
being  used  for  new  construction  at  this  time.   I  understand  that  part  of 
this  is  due  to  the  high  match  requirement.   I  believe  our  Committee  will 
lower  the  match  to  a  flat  25  percent  for  all  activities  and  when  that 
happens  I  hope  to  see  more  new  construction  activity. 

However,  many  jurisdictions  are  being  urged  to  use  more  funds  for 
tenant-based  rental  assistance.   I  want  to  caution  those  jurisdictions  in 
the  strongest  possible  terms  to  be  careful  here.   Rental  assistance  is 
fine  in  a  limited  sense  where  affordable  rental  units  are  available. 

However,  I  do  not  want  to  see  the  HOME  program  become  another  Section 
8  program.   Rental  assistance  was  an  eleventh-hour  addition  and  only  for 
a  limited  duration.   If  you  are  confident  that  those  you  assist  can  be 
weaned  off  rental  assistance  in  the  short  term,  fine.   If  not,  more  and 
more  of  your  funds  will  have  to  be  used  to  renew  this  type  of  assistance. 
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Let  me  conclude  on  HOME  by  saying  that  the  HOME  program  is  making 
significant  progress  in  trying  to  demonstrate  its  productivity  and  merit. 
I  have  been  a  sponsor  and  a  strong  supporter  of  HOME  since  its  original 
conception  and  really  hope  to  see  this  program  succeed. 

I  look  forward  to  the  testimony  today. 
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OPENING  STATEMENT  OF  THE  HONORABLE  KWEISI  MFUME 
ON  THE  HEARING  BEFORE  THE  HOUSE  SUBCOMMITTEE  ON  HOUSING 

Wednesday,  3/16/94 


Thank  you,  Mr.  Chairman,  for  convening  this  hearing  today  to  talk 
primarily  about  two  very  important  programs  --  the  Community  Development 
Block  Program  and  the  Home  Investments  Partnerships  program.  Both  of 
these  programs  deal  with  some  very  real  needs  in  our  society,  and  I  was 
pleased  to  see  both  addressed  in  H.R.  3838. 

Let  me  also  express  my  pride  and  indeed  pleasure  over  the  list  of 
witnesses  we  have  with  us  today.  To  begin  we  have  the  Mayor  of 
Baltimore,  Kurt  Schmoke.  We  also  have  his  Housing  and  Community 
Development  Commissioner,  Mr.  Daniel  Henson.  While  these  men  are  here 
to  discuss  the  views  of  their  respective  organizations,  I  would  hope  that 
they  would  also  take  some  time  to  discuss  some  of  the  projects  that  the  city 
of  Baltimore  has  undertaken  with  CDBG  and  HOME  monies. 

As  anyone  familiar  with  the  housing  or  community  development  fields 
can  attest,  Baltimore  has  undertaken  some  innovative,  and  indeed  successful 
projects.  Probably  the  jewel  in  the  crown  is  the  Sandtown-Winchester 
project,  which  this  subcommittee  visited  a  couple  of  years  ago. 

Sandtown-Winchester  is  a  72  square  block  community  on  Baltimore's 
west  side.  It  is  home  to  1 0,300  residents;  over  half  of  the  households  have 
incomes  under  $10,000,  and  four  out  of  five  children  live  in  poverty. 

In  1990  Mayor  Schmoke,  along  with  community  residents  and  the 
Enterprise  Foundation,  formed  Community  Building  in  Partnership  in  order  to 
launch  the  nation's  first  "Neighborhood  Transformation"  program.  After 
seven  months  of  planning  and  three  years  of  implementation  Sandtown- 
Winchester  is  truly  a  community  in  transformation. 

More  than  fifty  projects  and  services  have  been  initiated  in  Sandtown- 
Winchester,  including  the  development  of  more  than  1,000  housing  units 
and  a  new  multi-purpose  community  center;  a  health  outreach  program 
linking  pregnant  mothers  with  prenatal  and  infant  care;  the  planting  of  over 
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30  community  gardens;  the  establishment  of  a  residents'  food  and  clothing 
cooperative;  and  the  production  of  a  neighborhood  newspaper. 

Mr.  Chairman,  the  CDBG  program  is  one  of  the  few  programs  that  is 
almost  universally  popular  in  Congress  as  well  as  among  the  state  and  local 
officials  and  the  public,  which  recognizes  its  benefits.  Now  in  its  twentieth 
year,  the  CDBG  program  has,  literally,  been  a  major  player  in  the  building  of 
America  these  last  two  decades.  I  was  pleased  to  see  both  the 
Administration  and  our  Chairman  propose  increases  in  funding  for  the  CDBG 
program,  as  I  feel  the  amounts  being  discussed  are  well  deserved. 

I  am  also  looking  forward  to  hearing  testimony  from  our  panelists 
regarding  the  HOME  program.  This  program  has  the  potential  to  be  as 
useful  to  communities  as  the  CDBG  program,  but  because  it  is  new  I 
understand  that  there  are  a  few  kinks  that  must  be  worked  out. 

I  therefore  hope  that  the  people  before  us  today  will  be  so  kind  as  to 
talk  about  their  experiences  with  the  HOME  program,  discuss  its 
effectiveness  to  date  as  well  as  its  potential,  and  offer  suggestion  about 
how  to  improve  the  program.  I  would  also  be  interested  to  know  if  the 
panelists  agree  that  the  HOME  program  should  receive  less  funding  in  FY'95 
than  it  did  in  FY'94,  as  is  suggested  by  the  President  in  his  budget  proposal. 

Thank  you  again,  Mr.  Chairman,  for  convening  this  hearing  and  for  the 
distinguished  panelists  we  have  before  us.  I  look  forward  to  hearing  what 
they  have  to  say  and  to  working  with  them,  and  you,  to  ensure  that  H.R. 
3838  is  as  productive  and  effective  as  possible. 
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Opening  Statement  of  Congresswoman  Maxine  Waters 

Subcommittee  on  Housing  and  Community  Development 

March  16,  1994 

"The  Community  Development  Block  Grant  Program  and  the 
Home  Investment  Partnership  Program" 

Good  morning  Mr.  Chairman,  I  am  pleased  to  be  here  and  I 
commend  you  on  these  on-going  hearings  to  examine  the 
various  authorization  issues  addressed  by  H.R.  3838. 

I  am  particularly  interested  in  the  two  programs  that  we  will 
discuss  today  -  Community  Development  Block  Grant  and 
the  Home  Investment  Partnership  Program.    Mr.  Chairman,  I 
am  especially  pleased  that  H.R.  3838  provides  for 
reauthorization  of  the  Section  108  loan  guarantee  program  as 
well  as  amending  language  to  further  enhance  the  programs 
ability  to  create  greater  opportunities  for  economic 
development.    I  have  been  and  continue  to  be  a  strong 
supporter  of  the  Section  108  loans  because  I  truly  believe 
they  provide  a  meaningful  response  to  the  crisis  in  our  cities. 
So  I  really  want  to  thank  you  Mr.  Chairman  for  including 
these  initiatives  in  H.R.  3838. 

I  want  to  make  a  few  comments  regarding  the  Home 
Investment  Partnership  Program  and  share  my  concerns 
regarding  the  implementation  of  the  program  and  particularly 
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the  planning  process  associated  with  the  program. 

In  Los  Angeles,  it  appears  that  far  too  often  non-profits  or 
Community  Housing  Development  Organizations  apply  for  and 
receive  Home  funds  and  immediately  go  about  the  business 
of  constructing  low-income  housing  without  taking  into 
consideration  the  real  needs  of  the  community.    Now,  as  I 
understand  the  program,  grantees  must  submit  a  CHAS, 
comprehensive  housing  affordability  strategy.    The  CHAS  is 
supposed  to  be  a  5  year  plan  addressing  a  communities  need 
and  demand  for  low  income  housing.    It  would  seem  to  me 
that  any  planning  process  in  this  regard  would  automatically 
include  the  involvement  of  citizens  in  determining  the 
community  needs,  social  services,  cultural  enhancements; 
recreation,  site  selection  and  design;  economic  development, 
and  so  forth.    I  don't  see  this  happening  and  I  hope  that  this 
is  something  that  HUD  and  this  Committee  will  take  a  look  at 
as  we  continue  in  our  discussions  on  the  HOME  Program. 
Mr.  Chairman,  let  me  make  clear  that  I  remain  one  of  the 
strongest  advocates  for  low  income  housing  but  we  are 
going  to  have  to  take  a  look  at  the  issue  of  density  and 
impaction  and  make  sure  that  we  are  not  targeting  certain 
neighborhoods  and  thereby  perpetuating  ghettos.    I  just  think 
that  in  our  planning  we  have  to  be  sure  that  we  don't 
saturate  a  community  with  low  income  housing  and  in  the 
process  over-look  the  economic  development  needs  of  the 
community. 
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Mr.  Chairman  I  look  forward  to  my  continued  work  on  this 
committee  as  we  continue  to  address  reauthorization  issues. 
Thank  you. 


508 


CAROLYN  B,  MALONEY 
14TM  OUTmcT.  Ntw  Yomc 

COMMITTEE  ON  BANKING,  FINANCE 
AND  URBAN  AFFAIRS 


COMMITTEE  ON 
GOVERNMENT  OPERATIONS 


CONGRESSIONAL  CAUCUS 
ON  WOMEN'S  ISSUES 
EXECUTIVE  COMMITTEE 


CONGRESSIONAL  ARTS  CAUCUS 
EXECUTIVE  COMMITTEE 


(Conqnii  of  tfje  ®niteb  ^tatti 
J^ouit  of  iRcprej(entatilje« 

WatfljinBton.  SC  20515-3214 


WASHINGTON  Of fICE 
1604   LONCWOftlH  ButLOINC 

Washington.  DC  20S16-32I4 
(2021  22B'7944 

OlSTniCT  OFFICES 

950  Third  Avenuc 

19tm  Flood 

New  Yoni.  NY  10022 

1212)832-6631 

2B-1  1  ASToniA  Bivo 

AsTOBiA.  NY  I  1  102 

(7  181  932-1804 

e  1  9  LORIMER  STKEET 
eROOILTN,   NY    1  1211 

(718)349-1260 


OPENING  STATEMENT 

Subcommittee  on  Housing 
Hearing  on  HR  3838:  the  Community  Development  Block  Grant  Program 

March  16,  1994 


Thank  you  Mr.  Chairman.  Today's  hearing  focuses  attention  on  a  program  that  remains 
somewhat  controversial  despite  the  excellent  success  it  has  in  providing  funds  for  development 
in  urban  areas. 

Each  year,  it  seems,  someone  gets  the  idea  that  we  should  eliminate  the  CDBG  program  in 
favor  of  deficit  reduction  and  more  narrowly  defmed  Federal  assistance  to  our  cities. 

However,  as  a  former  city  legislator  let  me  tell  you  that  few  Federal  programs  are  as  important 
to  the  cities  as  CDBG. 

First  and  foremost,  the  flexibility  of  the  CDBG  program  allows  each  city  to  define  for  itself  the 
significant  programs  needs  that  require  funding. 

This  means  that  while  New  York  City  might  focus  on  housing  rehabilitation,  a  small  city  might 
focus  on  other  types  of  infrastructure  problems. 

As  I'm  sure  we're  all  too  familiar,  the  least  successful  programs  established  by  the  Federal 
Government  are  those  that  try  and  put  all  cities  into  the  same  cookie  cutter  mold. 

But  if  Federal  programs  don't  recognize  that  there  are  fundamental  differences  between  Buffalo 
and  Boise,  the  seeds  of  those  programs  demise  will  have  been  sown  from  the  beginning. 

When  the  Banking  Committee  passed  the  Community  Development  Banking  bill  last  year,  we 
made  sure  that  the  maximum  amount  of  flexibility  was  built  into  the  Trust  Fund. 

That  same  flexibility  for  local  initiatives  is  the  halhnark  of  the  CDBG  program,  Mr.  Chairman. 

I  look  forward  to  working  with  you  to  re-authorize  and  improve  this  significant  Federal 
initiative. 

Thank  you. 
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OPENING  STATEMEOT  OF  THE  HC»«X»BLE  DOUG  BEREOTEK  ' 

BEPC»E  IHE  SUBOa-finTEE  CW  HOUSING  AND  CCMMUNnY  DEVELDEMENT 

MARCH  16,    1994 

Mr.  Qiairman,  I  vrant  to  thank  you  fear  holding  this  hearing  today  and  for 
providing  a  forum  for  discxissicais  of  the  future  of  the  Ccmrnunity  Development 
Block  Grant  program. 

While  I  recx)gnize  and  praise  the  successes  of  the  CDBG  program,  I  am 
ccaicemed  about  the  increasing  trend  of  using  CteG  for  econcmic  developoaent 
purposes,  rather  than  connunity  infrastructure  develcpnent.  I  am  ccxxiemed 
also,  about  the  Clintoi  Administration's  new  ULFV  proposal  to  fund  private 
enterprises  in  distressed  nei^iborhoods.  While  it  is  imperative  to  provide 
ecOTKwdc  assistance,  and  all  forms  of  develc^snent,  for  troubled  nei^nborhoods, 
there  seems  to  be  nuch  potential  for  abuse  in  this  newly  proposed  program.  I 
am  ccaicemed  too,  that  the  funding  for  this  program  is  to  ccsne  frcm  the 
existing  CCSC  program,  at  the  expense  of  what  may  well  be  the  more  eCT'":p'^i3te 
goals  of  the  existing  program. 

Additicaially,  I  will  be  interested  in  hearing  the  witnesses  opiniois 
regarding  the  use  of  rece^jtured  UDAG  funds  in  oonjuncticsi  with  Sec.  108  loan 
guarantees.  While  this  is  an  interesting  and  inrovative  proposal,  I  do  have 
scjne  COTicems  both  about  reallocation  of  these  funds  and  HUD's  ability  to 
handle  pooling  of  Sec.  108  funds  for  leveraging  purposes. 

Agciin,  Mr.  Chairman,  thank  you  for  holding  this  hearing.  I  look  forward 
to  the  witnesses  testimcxiy. 
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Good  Morning  Mr.  Chairman  and  members  of  the 
subcommittee.  Thank  you  for  inviting  me  to  testify  this  morning. 
As  Mayor  of  Baltimore,  I  serve  as  Chair  of  The  U.S.  Conference 
of  Mayors  Standing  Committee  on  Community  Development  and 
Housing. 

Mr.  Chairman,  the  Conference  of  Mayors  would  like  to 
commend  you  on  H.R.  3838,  the  Housing  and  Community 
Development  Act  of  1994.  It  is,  of  course,  necessary  that  existing 
housing  and  community  development  programs  be  authorized  for 
FY95  and  FY96,  but  it  is  also  necessary  that  new  programs  be 
developed  and  authorized  and  existing  programs  be  refined  and 
improved  upon.    And,  all  of  this  is  achieved  in  H.R.  3838. 

As  mayors  we  know  that  there  is  a  great  deal  to  be  done  to 
address  housing  and  community  development  needs.  The  U.S. 
Conference  of  Mayors  most  recent  Status  Report  on  Hunger  and 
Homelessness  In  America's  Cities,  a  26-city  survey,  makes  the 
extent  of  the  need  very  clear.  We  found  that  last  year  requests 
for  assisted  housing  by  low  income  families  and  individuals 
increased  in  70  percent  of  the  cities  surveyed;  applicants  must 
wait  and  average  of  21  months  for  public  housing  in  the  survey 
cities;  the  wait  for  Section  8  housing  is  35  months  and  for 
vouchers  it  is  31  months;  and,  fifty-eight  percent  of  the  cities  have 
stopped  accepting  applications  for  at  least  one  assisted  housing 
program  due  to  the  excessive  length  of  the  waiting  list.  (I  have 
attached  more  detailed  data  on  our  findings  to  this  testimony  for 
the  record). 

With  these  conditions  in  our  cities,  H.R.  3838  is  an 
important  step  in  continuing  to  address  the  housing  and 
community  development  needs  of  citizens  across  the  nation. 
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My  comments  this  morning,  Mr.  Chairman,  are  on  several 
aspects  of  the  bill  that  are  of  particular  importance  to  the  U.S. 
Conference  of  Mayors. 

I  would  first,  however,  like  to  make  a  few  comments  on  the 
President's  FY95  HUD  Budget  as  it  relates  to  the  programs  in 
H.R.  3838.  While  overall  we  are  pleased  with  the  FY95  HUD 
Budget  request,  there  are  several  items  that  give  us  concern.  The 
cuts  in  public  housing  assistance-  operating  subsidies, 
modernization,  new  construction  and  aid  for  severely  distressed 
public  housing  --  are  misguided.  Similarly,  the  cut  in  elderly  and 
disabled  housing  is  unwise. 

We  are  also  very  concerned  about  the  $275  million  in  the 
HOME  Investment  Partnership  program.  This  program  has 
come  a  long  way  since  its  creation  in  1990,  and  indeed,  it  is 
further  refined  in  H.R.  3838  to  work  even  better.  Funding 
commitments  by  localities  and  states  are  up  and  the  projects 
being  developed  are  benefiting  our  low-income  tenants.  We  feel 
that  a  cut  of  $275  million  to  HOME  is  far  too  deep  for  a  program 
that  is  just  now  beginning  to  really  take  off.  Mayors  believe  that 
HOME  will  become  the  primary  production  program  for  cities  in 
the  1990s  and  beyond. 

I  would  also  like  to  comment  on  one  of  the  new  initiatives  in 
the  FY95  HUD  Budget  that  is  very  troubling  to  us.  It  is  the 
Leveraged  Investments  for  Tomorrow  (LIFT)  program.  As  you 
know,  HUD  would  use  $200  million  of  Community  Development 
Block  Grant  (CDBG)  funds  to  award  competitive  grants  to 
distressed  urban  neighborhoods  to  pursue  leveraged  private 
investment  in  strategic  non-residential  or  mixed-use  development 
projects.    To  be  sure,  the  rationale  for  this  program  is  good,  and 
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we  commend  HUD  on  its  development.  Our  problem  is  that  it 
would  be  funded  from  existing  CDBG  funds.  The  earmark  of 
$200  million  is  a  cut  in  the  CDBG  program.    And  this  we  oppose. 


As  for  our  specific  comments  on  H.R.  3838,  first  of  all,  let 
me  say  that  we  are  once  again  pleased  with  your  continued 
support  of  the  CDBG  program.  The  CDBG  program,  Mr. 
Chairman,  continues  to  work  well  and  is  deserving  of  the 
popularity  that  it  enjoys  here  in  Congress  and  in  our  nation's 
cities.  As  we  celebrate  the  20th  Anniversary  of  the  program,  the 
nation's  mayors  would  like  to  thank  you  and  members  of  the 
subcommittee  for  your  efforts  in  making  CDBG  stronger. 

Except  for  the  provisions  included  in  your  bill,  we  do  not  call 
for  any  fundamental  changes  in  the  CDBG  program.  We  do, 
however,  have  a  recommendation  on  the  expansion  of  the  CDBG 
Section  108  loan  program.  In  general,  we  think  this  initiative 
that  was  proposed  by  HUD  last  year  is  a  good  one.  But  we  do 
have  a  concern  about  the  use  of  recaptured  Urban  Development 
Action  Grants  (UDAGs)  to  fund  the  grants  that  would  lower 
interest  rates  and  provide  loan  loss  reserves.  Cities  with  those 
unexpended  UDAG  grants  certainly  do  not  want  to  lose  the 
money;  they  would  like  to  find  some  way  to  make  use  of  the 
funds.  We,  of  course,  realize  that  cities  cannot  hold  onto  unspent 
UDAG  funds  indefinitely. 

Last  year,  the  Senate  developed  a  UDAG  Amnesty  program 
which  would  allow  cities  with  unspent  UDAG  grants  to  return  a 
certain  percentage  of  the  funds  to  HUD  that  could  be  used  for  the 
Section  108  economic  development  initiative.  The  remaining 
funds   could   be  retained   by  the  cities   to  be  used  for  eligible 
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economic  development  activities.   We  would  suggest  that  the  H.R. 
3838  adopt  this  approach. 

With  respect  to  the  HOME  program,  even  after  the  1992 
Housing  Act,  there  still  are  a  number  of  legislative  refinements 
which  would  make  for  a  more  efficient  program.  So  therefore,  we 
agree,  Mr.  Chairman,  with  the  changes  that  have  been  made  in 
the  HOME  program  in  H.R.  3838.  In  fact,  many  of  the  HOME 
provisions  of  H.R.  3838  have  been  suggested  by  the  Conference  of 
Mayors  and  several  national  organizations  representing  state  and 
local  governments  as  well  as  non-profits. 


The  changes  that  we  have  suggested  and  included  in  H.R. 
3838  are: 

o       Uniform  Match  --  this  replaces  the  current  two-tiered  match 
with  a  uniform    match   of  25  percent   for  all  HOME 
eligible  activities.  This  makes  the  program  simpler  and 
removes  the  bias  against  new  construction. 

o  Calculate  Programwide  Targeting  by  Units  Assisted 
Rather  than  Funds  Spent  --  this  replaces  the  current 
law  requirement  that  programwide  funds  targeting  be 
accounted  for  by  funds  expended  with  a  requirement 
that  targeting  be  accounted  for  by  units  assisted.  This 
provision  also  simplifies  the  program. 

o  Recapture  of  Funds  Used  for  Homeownership  ~  this 
modifies  the  requirement  that  funds  used  for 
homeownership  which  are  recaptured  by  a  participating 
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jurisdiction  be  used  only  for  homeownership,  allowing 
them  to  be  used  for  any  HOME-eligible  activity.  This 
provision  will  increase  the  program's  flexibility. 

0  Environmental  Review  by  States  -  this  provides 
authority  for  states  to  delegate  environmental  review  to 
local  governments  to  which  they  allocate  HOME  funds. 
This  is  permitted  under  the  CDBG  program. 

0  State  Administration  of  HOME  --  this  adds  state 
"instrumentalities'  to  the  deflnition  of  state  in  order  to 
permit  state  housing  finance  agencies  to  administer 
HOME  directly  rather  than  as  subrecipients. 

0  Housing  Services  Under  CDBG  --  this  eliminates  the 
current  law  requirement  that  housing  services  activities 
under  CDBG  be  subject  to  the  20  percent 
administrative  cap.  This  is  a  technical  correction.  The 
law  prior  to  1992  did  not  place  these  activities  under 
the  cap. 

One  recommendation  that  we  made  along  with  the  other 
national  organizations  is  that  the  provision  in  the  statute  should 
be  eliminated  which  reduces  the  threshold  to  $335,000  for  direct 
local  funding  whenever  the  congressional  appropriation  falls 
below  $1.5  billion:  we  recommend  returning  the  threshold  to 
$500,000.  We  also  suggested,  hold  harmless  of  any  existing 
participating  jurisdiction.  We  urge  the  Subcommittee  to  consider 
this  provision  as  part  of  H.R.  3838. 

Before  closing,  Mr.  Chairman,  I  would  like  to  comment  on 
a  couple  of  other  programs   that  will  be  considered  in  the  bill. 
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Regarding  the  provisions  on  multifamily  housing  property 
disposition,  we  would  recommend  that  HUD  be  given  the 
necessary  flexibility  to  move  the  properties.  Accordingly,  tenants 
already  receiving  subsidies  should  continue  to  receive  subsidies. 
We  view  this  as  a  very  serious  problem  for  cities.  If  these 
properties  are  not  taken  care  of,  they  will  certainly  become  a 
detriment  to  our  neighborhoods. 

Although,  we  have  not  seen  the  plan,  we  have  been  told  that 
HUD  is  now  planning  the  consolidation  of  homeless  programs. 
In  the  past,  as  you  know,  we  have  been  opposed  to  the 
consolidation  and  block  granting  of  these  programs.  But  we 
believe  that  if  the  programs  are  to  be  funded  at  a  significant 
level,  consolidation  might  now  be  feasible.  We  look  forward  to 
working  with  you,  Mr.  Chairman,  and  members  of  the 
subcommittee  and  HUD  on  such  a  plan. 

In  closing,  Mr.  Chairman,  I  would  like  to  thank-you  and  the 
subcommittee   for  the  opportunity   to  testify  this  morning.     We 
look  forward  to  working  with  you  further  in  the  development  of 
the  1994  housing  and  community   development   reauthorization 
bill.   Thank-you. 
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Assisted  Housing  Requests 

During  the  last  year,  requests  for  assisted  housing  by  low  income  families  and  individuals 
increased  in  70  percent  (16)  of  the  survey  cities,  remained  the  same  in  17  percent  (four)  of  the  cities  and 
decreased  in  13  percent  (three)  cities.  Requests  increased  m  Boston,  Chicago,  Cleveland,  Los  Angeles, 
Miami,  Minneapolis,  Nashville,  Norfolk,  Philadelphia,  Portland,  Saint  Louis,  Salt  Lake  City,  San 
Antonio,  San  Diego,  Santa  Monica  and  Trenton.  They  remained  the  same  in  Alexandria  Charleston, 
Louisville  and  New  Orleans.  They  decreased  m  Kansas  City,  New  York  City  and  Seattle.  Among  the 
city  officials'  comments  on  the  increase  in  requests  for  assisted  housing: 

'•'"  Boston:  Cuts  in  programs  like  the  Massachusetts  Rental  Voucher  Program  have  increased  the 

requests  for  the  remaining  housing  assistance  programs. 

*  Chicago:  Continued  increases  in  rents  and  decreases  in  low  and  moderate  housing  units 
contribute  to  more  requests  for  assistance. 

*  Los  Angeles:  The  increase  in  unemployment  as  well  as  a  reduction  in  general  relief  created 
a  greater  demand  for  publicly  subsidized  housing. 

*  Nashville:  There  has  been  an  increase  in  public  housing  applications  and  an  increased  volume 
of  calls  from  persons  wanting  Seaion  8  assistance. 

*  Philadelphia:  In  Philadelphia,  the  demographic  and  employment  trends  have  exacerbated  the 
problem  of  poverty.  Increasing  poverty  has  intensified  the  need  for  housing  and  support 
services.  The  1990  Census  indicates  that  the  need  for  affordable  housing  in  Philadelphia  is 
great.  According  to  the  CHAS  Databook  (a  special  tabulation  prepared  by  HUD)  the 
affordability  crisis  appears  to  affea  renters  more  than  homeowners:  46  percent  of  renter 
households  pay  more  than  30  percent  of  their  gross  income  for  housing,  and  26.3  percent  pay 
more  than  50  percent. 

Although  the  number  of  persons  on  PHA  waiting  lists  severely  under-represents  the  total 
number  of  households  with  such  need,  those  waiting  lists  also  indicate  the  need  for  low-income 
rental  housing.  According  to  PHA,  there  are  currently  13,960  families  on  the  Section  8  waiting 
list  and  8,982  on  the  Public  Housing  waiting  list  (some  families  are  on  both  lists).  The  number 
of  persons  on  the  waiting  lists  is  relatively  low  for  two  reasons.  First,  not  everyone  who 
desires  PHA  housing  is  able  to  apply.  PHA  has  recently  opened  its  waiting  lists  for  those 
homeless  applicants  who  are  in  the  preference  Tier  I,  because  their  status  can  be  certified  by 
the  City's  Office  of  Services  to  the  Homeless  and  Adults.  Since  1981,  however,  the  lists  have 
been  closed  to  all  other  applications  needing  a  two  bedroom  or  larger  unit.  Second,  the  general 
public  knowledge  that  those  on  the  list  may  wait  two  years  to  be  placed  in  a  public  housing 
unit  (and  as  long  as  three  years  for  a  Section  8  unit)  has  discouraged  applications  from  families 
in  immediate  need  of  housing. 
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In  contrast  to  the  number  of  persons  seeking  PHA  housing,  many  of  whom  must  wait  vears 
for  assistance,  the  number  of  available  units  has  been  diminishing  over  time.  Several  thousand 
units  are  unavailable  because  of  substandard  conditions. 

■•"  Portland:   The  waiting  list  for  Section  8  housing  increased  six  percent,  60  percent  for  low  rent 

public  housing. 

""  Saint  Louis:    The  need  for  assisted  housing  is  constant.    Our  entire  jurisdiction  only  received 

155  Section  8  certificates  for  a  city  with  396,000  people,  more  than  28  percent  of  whom  are 
very  low  income. 

Louisville  officials  explain  that  their  city  has  seen  an  increase  in  low-cost  housing  units  because 
the  Abramson  administration  has  worked  diligently  for  the  last  eight  years  to  address  low  cost  housing. 
This  was  done  by  creating  and  developing  partnerships  with  the  private  lending  institutions  in  the 
housing  industry.    In  Louisville,  requests  for  assisted  housing  remained  the  same  during  the  last  year. 


The  Wait  for  Assisted  Housing 

Applicants  in  the  survey  cities  must  wait  for  public  housing  for  an  average  of  21  months  from 
the  time  of  application  until  they  actually  receive  assistance.  For  Section  8  housing  the  average  wait 
in  the  cities  is  35  months;  for  vouchers  it  is  31  months. 

*  For  public  housing  the  average  wait  ranges  from  42  to  48  months  in  Alexandria,  36  to  48 

months  in  San  Diego,  36  months  in  Chicago,  Saint  Louis  and  Trenton  to  six  months  in 
Cleveland  and  Louisville,  three  months  in  Nashville  and  one  month  in  San  Antonio. 

■■•■  The  average  wait  for  Section  8  housing  ranges  from  132  months  in  Chicago,  48  months  in 

New  Orleans,  42  to  48  months  in  Alexandria,  36  to  60  months  in  San  Antomo  and  36  to  48 
months  in  San  Diego  to  nine  to  12  months  in  Charleston. 

'■■'  For  vouchers  the  average  wait  ranges  from  132  months  in  Chicago,  42  to  48  months  in 

Alexandria  and  36  to  60  months  in  San  Antonio  to  mne  to  12  months  in  Charleston,  six 
months  in  New  Orleans  and  three  months  in  Los  Angeles. 

Fifty-eight  percent  of  the  survey  cities  have  stopped  accepting  applications  for  at  least  one 
assisted  housing  program  due  to  the  excessive  length  of  the  waiting  lists.  The  14  cities  which  have 
stopped  accepting  applications  are  Alexandria,  Boston,  Chicago,  Cleveland,  Denver,  Minneapolis, 
Nashville,  Norfolk,  Philadelphia,  Portland,  Saint  Paul,  San  Antonio,  Santa  Monica  and  Trenton. 

Among  the  comments  by  the  city  officials  on  the  closed  waiting  lists: 

Alexandria:  The  Alexandria  Redevelopment  and  Housing  Authority  closed  its  waiting  list  for 
one,  two  and  three  bedroom  units  in  December  of  1989.  The  waiting  list  for  two  bedroom 
umts  was  opened  in  March  of  1992  and  closed  again  in  April  of  1992.  In  the  one  month  period 
the  Housing  Authority  received  over  1,000  applications.  The  Housing  Authority  opened  and 
closed  the  waiting  list  for  one  bedroom  (non-elderly)  in  October  of  1992.  The  waiting  list  for 
one  bedroom  (elderly)  has  remained  open.      The  waiting  list  for  three  bedroom  units  has 
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remained  closed  since  December  of  1989.  Currently,  there  are  1,079  households  on  the  waiting 
lists. 

*■  Boston:    Lists  are  closed  for  the  Section  8  and  voucher  programs. 

*  Chicago:  Lists  for  non-elderly  households  have  been  closed  since  1985  except  for  federal 
preference  categories. 

*  Minneapolis:    Waiting  lists  are  closed  for  family  housing  and  special  needs  housing. 

*  Nashville:  Seaion  8  application  taking  was  suspended  in  August  1991.  On  November  5,  1993, 
application  taking  was  resumed  on  Fridays  only  of  each  week. 

*  Norfolk:    The  waiting  lists  are  closed  for  Section  8,  voucher  and  public  housing. 

*  Philadelphia:  The  Philadelphia  Housing  Authority  has  stopped  taking  applications  from  the 
general  public;  only  homeless  persons  within  the  Tier  I  preference  are  given  a  priority. 

*  Portland:  Seaion  8  is  closed.  All  other  lists  are  open  except  two  and  three  bedroom 
apartment  units. 

*  Saint  Paul:  Waiting  lists  are  closed  for  three  and  four  bedroom  public  housing  units  and  aJl 
Seaion  8  certificates  and  vouchers. 

*  San  Antonio:  The  Seaion  8  and  Moderate  Rehabilitation  Programs  have  closed  their  waiting 
lists. 

*  Santa  Monica:  The  Section  8  waiting  list  is  closed  for  all  categories  and  it  is  not  expected  to 
open  until  1994.    This  year  120  new  certificates  were  awarded  out  of  5,000  requests. 

*  Trenton:    Public  housing  and  Seaion  8  are  currently  not  accepting  applications. 

Applications  for  assisted  housing  are  being  accepted  in  Charleston,  Kansas  City,  Los  Angeles, 
Louisville,  New  Orleans,  New  York  City,  Saint  Louis,  Salt  Lake  City,  San  Diego  and  Seattle.  Among 
the  explanations  by  officials  in  these  cities: 

*  Kansas  City:  The  Missouri  Housing  Development  Commission  reports  lists  are  closed  for 
Seaion  8  certificates  and  vouchers  (homeless).  The  Housing  Authority  of  Kansas  City  reports 
lists  have  not  been  closed.    Due  to  a  consent  decree,  our  waiting  lists  remain  open. 

''■  New  Orleans:    They  continue  to  accept  applications,  but  people  stay  on  the  waiting  list  for 

years.  Our  public  housing  has  many  vacancies,  but  very  poor  conditions  and  significant 
renovations  are  needed  before  renting  many  apartments.  The  waiting  list  for  Section  8  has 
been  closed. 

■'■  Saint  Louis:    Waiting  lists  are  heavily  dependent  on  the  availability  of  funds.    One  and  two 

bedrooms  are  more  available  thai!  two  and  three  bedrooms. 
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Special  Needs  Housing 

Among  those  with  special  needs,  it  is  most  difficult  to  find  assisted  housing  for  large  families 
and  for  mentally  ill  persons.  Those  next  most  difficult  to  find  housing  for  are  persons  with  AIDS  and 
homeless  people. 

"•"  Twelve  (55  percent)   of  the  responding  cities  identified  large  families  as  a  special   needs 

population  for  whom  it  is  panicularly  hard  to  find  assisted  housing:  Alexandria,  Boston, 
Charleston,  Cleveland,  Denver,  New  York  City,  Norfolk,  Ponland,  Saint  Louis,  Santa  Momca, 
Seattle  and  Trenton. 

'•"  Twelve  cities  as  well  identified  mentally  ill  persons  as  a  special  needs  population  difficult  to 

house:  Chicago,  Cleveland,  Denver,  Los  Angeles,  Louisville,  Nashville,  New  Orleans,  New 
York  City,  Norfolk,  Salt  Lake  City,  San  Antonio  and  Trenton. 

*  Twenty-seven  percent  (six)  of  the  cities  reported  that  it  is  particularly  hard  to  find  housing  for 
persons  with  AIDS:  Chicago,  Los  Angeles,  Minneapolis,  New  Orleans,  New  York  City  and 
Trenton. 

*  Kansas  City,  Los  Angeles  and  Philadelphia  all  reported  that  it  is  difficult  to  find  housing  for 
homeless  people. 


People  Served  by  Assisted  Housing 

An  average  of  28  percent  of  eligible  low  income  households  are  currently  served  by  assisted 
housing  in  the  survey  cities.  The  percentage  of  those  served  ranges  from  60  percent  in  Louisville  and 
New  Orleans,  39  percent  in  Portland  and  Saint  Paul  and  37  percent  in  Nashville  to  20  percent  in  Los 
Angeles,  15  percent  in  Chicago,  13  percent  in  Norfolk  and  10  percent  in  San  antonio  and  Santa 
Momca. 
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CITY  DATA  ON  HOUSING 


ClTt- 

HOUSING 
REQUESTS 

PUBUC 
HOUSING 

\XAIT  IN 
MONTHS 

SECTION  8 
WAIT  IN 
MONTHS 

VOUCHER 
WAIT  IN 
MONTHS 

STOPPED 

ACCEPTING 

APPS 

PERCENT 
OF  NEED 
MET 

.\Jexindna 

same 

42-48 

42-48 

42-48 

yes 

NA 

Boston 

increase 

15 

26 

26 

yes 

30 

Charleston 

same 

i:-16 

9-12 

9-12 

no 

34 

Chicago 

increase 

36 

132 

132 

yes 

15 

Cleveland 

increase 

6 

NA 

NA 

yes 

33 

Kansas  City 

decrease 

i:-:6 

12-26 

12-26 

no 

NA 

Los  Angeles 

increase 

24 

38 

3 

no 

20 

LouisvJie 

same 

6 

24 

30 

no 

60 

Minneapolis 

increase 

9 

24 

24 

yes 

27 

Nashville 

increase 

3 

30 

30 

yes 

37 

New  Orleans 

same 

28 

48 

6 

no 

60 

Norfolk 

increase 

12 

30 

30 

ya 

'^ 

Philadelphia 

increase 

6-25 

14-20 

14-20 

yes 

7 

Portland 

increase 

3-36 

18-36 

NA 

yes 

39 

Saint  Louts 

increase 

36 

36 

36 

no 

14 

Saint  Paul 

NA 

12-60 

24 

24 

yes 

39 

Salt  Lake  City 

increase 

1-24 

6-24 

6-24 

no 

NA 

San  Antoruo 

increase 

1 

36-60 

36-60 

yes 

10 

San  Diego 

increase 

36-48 

35-48 

NA 

no 

NA 

Santa  Monica 

increase 

NA 

24 

NA 

yes 

10 

Seattle 

decrease 

24 

24-36 

24-36 

no 

24 

Trenton 

increase 

36 

36 

36 

yes 

NA 
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March  16,  1994,  hearing  held  by  the 

Subcommittee  on  Housing  and  Community  Development, 

entitled  "H.R.  3838,  Housing  and  Community 

Development  Act  of  1994" 


QUESTIONS  FROM  CHAIRMAN  HENRY  B.  GONZALEZ  TO 
HONORABLE  KURT  SCHMOKE 


1.  What  are  your  suggestions  as  how  to  promote  the  amount  of 
economic  development  activities  conduted  by  CDBG  recipients.  Will 
the  UDAG  recaptures,  which  may  provide  the  Department  with  only 
$100  million  in  extra  funding,  used  in  conjunction  with  the  section 
108  loan  guarnatees  reduce  communities'  reluctance  to  engage  in 
economic  development  activities  with  section  108  loan  guarantees. 

Are  local  community  development  agencies  aware  of  the  section  108 
program  and  its  requirements?  Do  they  have  the  capacity  to  create 
viable  loans  arrangements  with  other  organizations  or  is  greater 
technical  assistacne  needed  to  assist  them?  Do  you  fell  as  if  HUD 
has  the  capacity  to  review  these  laon  applications  and  make  a 
informed  judgeenint  as  to  whether  they  are  worth  the  risk? 

2.  In  your  estimation,  what  hinders  communities  from  conducting 
economic  development  activities?  Is  legislative  or  regulatory 
change  necessary  to  increase  communities'  participation  in  economic 
development  activities? 

3.  How  do  you  feel  about  increasing  the  public  servies  cap  in  he 
CDBG  program? 

4.  How  do  you  feel  about  expanding  the  eligible  activities  for 
Section  108  loan  guarantees  for  the  purpose  of  financing  non- 
housing,  community  facilities? 


5.  In  your  testimony  you  have  noted  HUD's  interpretation  of 
statutory  provisions  concerning  match.  Can  you  give  us  other 
examples  of  regulatoiry  "over  interpretation" --not  now  but  in 
writing,  so  that  if  necessary  we  can  reaffirm  Congressional  intent? 
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(Responses  fron  Hon.  Schmoke) 


1)  What  are  your  suggestions  as  how  to  promote  the  amount  of  economic 
development  activities  conducted  by  CDBG  recipients.  Will  the  UDAG  recaptures, 
which  may  provide  the  Department  with  only  $100  million  in  extra  funding,  used  in 
conjunction  with  the  section  108  loan  guarantees  reduce  communities'  reluctance  to 
engage  in  economic  development  activities  with  section  108  loan  guarantees. 

Are  local  community  development  agencies  aware  of  the  section  1 08  program  and  its 
requirements?  Do  they  have  the  capacity  to  create  viable  loans  arrangements  with 
other  organizations  or  is  greater  technical  assistance  needed  to  assist  them?  Do  you 
feel  as  if  HUD  has  the  capacity  to  review  these  loan  applications  and  make  a  informed 
judgement  as  to  whether  they  are  worth  the  risk? 

Response:  We  believe  that  the  Section  108  program  is  a  useful  tool  for  getting  local 
governments  involved  in  economic  development  activities.  In  some  cases  the  UDAG 
recapture  will  provide  the  incentives  for  communities  to  use  the  Section  108  Loan 
Guarantee  program.  However,  the  funding  is  probably  to  small  to  have  a  significant 
impact  on  the  $2  billion  available  for  loan  guarantees  to  local  governments. 

HUD's  career  staff  has  been  looking  at  Section  108  loan  applications  for  some  time. 
We  believe  that  they  have  the  capacity  to  review  the  applications  and  make  good 
judgments  on  them. 

2.  In  your  estimation,  what  hinders  communities  from  conducting  economic 
development  activities?  Is  legislative  or  regulatory  change  necessary  to  increase 
communities's  participation  in  economic  development  activities? 

Response:  Cities  complain  that  burdensome  HUD  regulations  have  kept  them  from 
conducting  economic  development  activities  with  CDBG.  Because  of  restrictive 
regulations,  cities  have  attempted  to  use  other  means  to  pursue  economic 
development.  And  whereas  there  really  are  no  significant  federal  programs  available 
for  local  development  purposes,  cities  would  like  a  loosening  of  the  HUD  regulations 
on  using  CDBG  for  economic  development  or  a  legislative  remedy  to  achieve  this 
result. 

3.  How  do  you  feel  about  increasing  the  public  services  cap  in  the  CDBG  program? 

Response:  The  U.S.  Conference  of  Mayors  supports  increasing  the  public  services  cap 
in  the  CDBG  program.  Mayors  adopted  policy  calling  for  an  increase  in  1  992  and  said 
that  many  cities  could  spend  more  of  their  CDBG  funds  on  public  services  to  address 
human  development  needs  if  there  were  a  change  in  federal  law. 

4.  How  do  you  feel  about  expanding  the  eligible  activities  for  Section  108  loan 
guarantees  for  the  purpose  of  financing  non-housing,  community  facilities? 

Response:  The  Conference  of  Mayors  favors  the  expansion  of  Section  108  for  the 
purpose  of  financing  community  facilities.  With  the  expansion  of  the  program  to  more 
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than  $2  billion  a  year,  the  resources  are  certainly  available  to  conduct  non-housing, 
community  facilities.    Moreover,  this  would  offer  more  flexibility  in  the  use  of  the 

program. 

5.  In  your  testimony  you  have  noted  HUD's  interpretation  of  statutory  provisions 
concerning  mratch.  Can  you  give  us  other  examples  of  regulatory  "over  interpretation" 
--  not  now  but  in  writing,  so  that  if  necessary  we  can  reaffirm  Congressional  intent? 

Response:  With  the  publishing  of  the  Fifth  Interim  Rule  on  HOME  and  passage  of  the 
recent  housing  bill  which  made  the  match  universal  at  25%,  most  of  the  earlier  "over 
interpretation"  by  HUD  has  been  cleaned  up.  We  believe  that  there  are  other  possible 
creative  uses  that  can  be  made  with  HOME  that  may  in  the  future  require  statutory 
provisions.  But,  in  general,  we  believe  that  HOME  is  operating  as  it  was  intended  as 
can  be  seen  in  the  dramatic  increase  in  the  commitment  of  funds  by  state  and  local 
governments  over  the  last  several  months. 
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Cities  •  MIHie  MacLeod.  Counol  Memoer  Moornead.  Mmnesora  •  Maryann  Mahsffey.  Cv  Council  PresKSeni  Detroit  Mictngan  ■  Thomas  M.  Menmo.  Mayor  Boston  Massacr>usens  - 
Thomas  F  Morales.  Jr .  Vice  Mayor  Avonoaie  Arizona  •  J  Ed  Morgan,  f/avor  HamesDurg,  Mississidd'  •  Kathryn  Nack.  Vice  Mayor  Pasadena  California  •  James  P  Nii.  Mayor  Fairnope, 
Aiaoama  -  Mary  Pinkeft  Cour>cii  Memoer  New  vow  New  vof  •  Sharori  Pnesl.  City  Director  Little  Oocn  Arkansas  •  Carolyn  Ratto.  Council  Memoer  """jriDcx  Caiiiorma  •  Bill  Revell,  Mayor 
DyersOurg  Tennessee  ■  L-  Lynn  Re»,  E>ecuiive  Director  League  of  NeDrasM  Muniooaiiiies  •  Altcia  M.  Sancnez,  Counciimemoer  Port  Huron  Michigan  •  Raymor>d  C.  Sttttg,  E«ecutive 
Oireaor  Fionda  League  ot  Cities  •  Woodrow  Slantey.  Mayor  Fimt  Mic-iigan  •  Frank  SturzJ,  Eiecutrve  Direaor  Teias  Mumobai  League  •  Dan  Thompson,  Eiecutive  Oireaor  League  at 
Wisconsin  Munooaiiiies  -  Max  W.  Wells.  Councumember  Dallas  Teias  •  Jim  W.  While,  Counalmember  Kem  Wasningion  •  Jack  B.  Williams,  Mayor  FranHlin  Park  itlinots 

Recycled  Paoer 
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GOOD  MORNING,  MR.  CHAIRMAN  AND  MEMBERS  OF  THE  HOUSE  SUBCOMMITTEE 
ON  HOUSING  AND  COMMUNITY  DEVELOPMENT.   MY  NAME  IS  EDDIE 
BLANKENSHIP  AND  I  AM  THE  COUNCIL  PRESIDENT  OF  THE  CITY  OF 
BIRMINGHAM,  ALABAMA.   I  AM  HERE  TODAY  IN  MY  CAPACITY  AS  CHAIRMAN 
OF  THE  NATIONAL  LEAGUE  OF  CITIES'  COMMUNITY  AND  ECONOMIC 
DEVELOPMENT  (CED)  POLICY  COMMITTEE. 

THE  NATIONAL  LEAGUE  OF  CITIES  REPRESENTS  MORE  THAN  17,000  CITIES 
NATIONWIDE.  THE  CED  POLICY  COMMITTEE  IS  COMPRISED  OF  2  00  MAYORS 
AND  COUNCILMEMBERS  FROM  49  STATES  REPRESENTING  CITIES  AND  TOWNS 
OF  ALL  SIZES.   THE  COMMITTEE  IS  RESPONSIBLE  FOR  REVIEWING  FEDERAL 
ISSUES  IN  THE  AREAS  OF  HOUSING,  COMMUNITY  AND  ECONOMIC 
DEVELOPMENT,  HOMELESSNESS  AND  LAND  USE  POLICIES  TO  DETERMINE 
THEIR  IMPACT  ON  LOCAL  GOVERNMENTS. 

ON  BEHALF  OF  THE  MEMBERS  OF  THE  CED  POLICY  COMMITTEE,  I  WANT  TO 
THANK  YOU  FOR  PROVIDING  NLC  WITH  THE  OPPORTUNITY  TO  APPEAR  BEFORE 
YOU  TODAY  AND  OFFER  OUR  VIEWS  ON  THE  COMMUNITY  DEVELOPMENT  BLOCK 
GRANT  (CDBG)  AND  THE  HOME  STATE  AND  LOCAL  BLOCK  GRANT  PROGRAMS. 

SUMMARY 

MR.  CHAIRMAN,  WE  JUST  COMPLETED  OUR  CONGRESSIONAL  CITY  CONFERENCE 
WHERE  WE  ADOPTED  AN  ACTION  AGENDA  FOR  CITIES  FOR  1994.  OUR  THIRD 
HIGHEST  PRIORITY  IS  ACTION  TO  RESTORE  LOCAL  ECONOMIES. 

IN  THE  MIDST  OF  STRONG  ATONAL  ECONOMIC  RECOVERY,  LOCAL  ECONOMIES 
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HAVE  BEEN  LET  BEHIND.   THERE  ARE  MORE  LAYOFFS  OCCI7RRIM6  NOW  THAN 
DURING  THE  DEPRESSION  BY  MAJOR  CORPORATIONS.   THE  PRESIDENT'S 
ECONOMIC  REPORT  ISSUED  LAST  MONTH  DEMONSTRATES  THAT  DISPARITIES 
BETWEEN  CITIES  AND  FAMILIES  CONTINUE  TO  GROW.   THEREFORE,  WE 
BELIEVE  WITH  YOUR  LEADERSHIP  THAT  PROMPT  ACTION  TO  REAUTHORIZE 
AND  FULLY  FUND  THE  NATION'S  HOUSING  AND  COMMUNITY  DEVELOPMENT 
LAWS  ARE  CRITICAL. 

THE  ROAD  TO  RECOVERY  IS  UNEVEN.   IT  IS  NOT  LIKE  ANY  ECONOMIC 
RECOVERY  THIS  NATION  HAS  EVER  EXPERIENCED.   THE  DISPARITIES 
BETWEEN  RICH  AND  POOR  CITIES  AND  RICH  AND  POOR  FAMILIES  CONTINUE 
TO  GROW.   DESPITE  THE  RECOVERY,  HOWEVER,  JOB  LOSSES  CONTINUE.   IN 
1989,  BIG  COMPANIES  LAID  OFF  OVER  100,000  WORKERS.   LAST  YEAR, 
THEY  LAID  OFF  615,000  WORKERS.   AND  LAST  JANUARY,  NEARLY  110,000 
LOST  THEIR  JOBS.   THAT  WAS  AS  MANY,  IN  A  MONTH  THAT  INDICATED 
SIGNS  OF  A  STRONG  RECOVERY,  AS  LOST  THEIR  JOBS  IN  THE  ENTIRE 
RECESSION  YEAR  OF  1989. 

TOO  MANY  OF  THESE  JOBS  ARE  GONE  FOREVER  —  LEAVING  A  TRAIL  OF 
HOPELESSNESS,  ANGER,  AND  FRUSTRATION.   THE  FEAR  OF  LOSING  A  JOB 
AND  HEALTH  CARE  BENEFITS  FOR  ONE'S  FAMILY  CREATES  DARK  HOLES  IN 
LOCAL  ECONOMIES. 

IN  THE  TELEPHONE  BUSINESS  ALONE,  THE  LONG  DISTANCE  PHONE 
COMPANIES  HAVE  LAID  OFF  NEARLY  100,000  EMPLOYEES  IN  CITIES  OVER 
THE  LAST  YEAR  —  DESPITE  SURGING  PROFITS  IN  THE  INFORMATION 
SUPERHIGHWAY.  THAT  HIGHWAY  WILL  RADICALLY  ALTER  TRADITIONAL 
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AMERICAN  METHODS  OF  SHOPPIKO,  COMMUTING  AND  COMMESCIAXi  INVESTMENT 
WITH  SERIOUS  IMPLICATIONS  FOR  SALES  AND  PROPERTY  TAX  REVENUES  AT 
EH  SATE  AD  LOCAL  LEVEL. 

OUR  MEMBERSHIP  BELIEVES  WE  HAVE  A  JOINT  RESPONSIBILITY  TO  HELP 
BRING  BACK  LOCAL  ECONOMIES  AND  TO  ASSURE  THEIR  STRENGTH  IN  AN  AGE 
WHERE  NAFTA  AND  GATT  ARE  PITTING  LOCAL  ECONOMIES  AGAINST  THOSE 
NATIONS  ON  THE  PACIFIC  RIM  AND  IN  EXmOPE. 

STRENGTHENING  OUR  LOCAL  ECONOMIES 

LOCAL  ECONOMIC  OPPORTUNITIES  ARE  THE  KEY  TO  THE  FUTURE:  JOBS, 

PUBLIC  SAFETY,  ADEQUATE  INCOMES,  AFFORDABLE  PRIORITIZED  FEDERAL 

REQUIREMENTS  THAT  BEAR  A  VALID  RELATIONSHIP  TO  THE  REAL  PROBLEMS 
ACING  A  CITY  OR  TOWN. 

BY  INVESTING  IN  ECONOMIC  DEVELOPMENT  AND  BUSINESS  RETENTION,  AND 
LOOKING  BEYOND  OUR  OWN  BORDERS  TO  OTHER  COUNTRIES  THAT  ARE  EAGER 
TO  BUY  AND  SELL  OUR  PRODUCTS,  LOCAL  ECONOMIES  CAN  PROSPER  NOW, 
AND  IN  THE  FAST- APPROACHING  NEXT  CENTURY. 

LONG  TERM  ECONOMIC  GROWTH  IS  CENTRAL  TO  ALMOST  ALL  OUR  MAJOR 
CONCERNS  AS  A  SOCIETY.   IT  WILL  REQUIRE  PUBLIC  AND  PRIVATE 
INVESTMENT  IN  INFRASTRUCTURE,  HUMAN  CAPITAL,  AND  TECHNOLOGY. 
THOSE  ARE  ESSENTIAL  INVESTMENTS  TO  PRODUCTIVITY. 

PRESENTLY,  U.S.  INVESTMENT  STANDS  AT  ITS  LOWEST  LEVEL  IN  THREE 
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DECADES.   DX7RIKO  THE  LAST  TWO  DECADES,  GROWTH  IN  AMERICAN 
PRODUCTIVITY  HAS  SLOWED  SUBSTANTIALLY.   IT  IS  TIME  TO  REVERSE  THE 
DISINVESTMENT  IN  CITIES  AND  TOWNS  AND  BEGIN  A  PROCESS  OF  HUMAN 
AND  CAPITAL  INVESTMENT. 

TO  MAKE  A  DIFFERENCE,  MR.  CHAIRMAN,  WE  URGE  YOU  TO: 

-  REAUTHORIZE  AND  FULLY  FUND  THE  COMMUNITY  DEVELOPMFJTF  BLOCK 
GRANT  (CDBG)  AND  HOME  STATE  AND  LOCAL  BLOCK  GRANT  PROGRAMS; 

-  CONSIDER  INITIATING  LEGISU^TION  TO  MAKE  SURE  THAT  SECURITIES 
AND  FINANCIAL  INSTITUTIONS  REINVEST  A  PORTION  OF  LOCAL  DEPOSITS 
AND  INVESTMENTS  IN  OUR  OWN  LOCAL  ECONOMIES;  AND 

-  RESTRUCTURE  OUR  FEDERAL  BUDGET  TO  STOP  THE  UNLIMITED  GROWTH  IN 
TAX  AND  ENTITLEMENT  PROGRAMS  IN  ORDER  TO  INSURE  INVESTMENT  IN  THE 
HUMAN  AND  CAPITAL  NEEDS  CRITICAL  TO  THE  FUTURE  OF  LOCAL 
ECONOMIES. 

COMMUNITY  DEVELOPMENT  BLOCK  GRANT  (CDBG) 

MR.  CHAIRMAN,  LET  ME  REITERATE  WHAT  HAS  BEEN  WELL  DOCUMENTED 
BEFORE  THIS  SUBCOMMITTEE,  THE  NATIONAL  LEAGUE  OF  CITIES  STRONGLY 
SUPPORTS  THE  COMMUNITY  DEVELOPMENT  BLOCK  GRANT  (CDBG)  PROGRAM  AND 
OPPOSES  ANY  EFFORTS  TO  REDUCE  ITS  FUNDING  LEVEL  BELOW  THE  $4.4 
BILLION  APPROPRIATED  IN  1994. 
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AS  YOU  KNOW,  THIS  YEAR  WE  ARE  CELEBRATING  THE  2  0TH  ANNIVERSARY  OF 
THE  CDBG  PROGRAM.   NO  OTHER  PROGRAM  IN  THIS  COMMITTEE'S 
JURISDICTION  ENJOYS  THE  LEVEL  OF  RESPECT  AND  SUPPORT  WITHIN 
CONGRESS  LIKE  CDBG.   THE  CDBG  PROGRAM  HAS  PROVEN  TO  BE  AN 
EFFICIENT,  COST  EFFECTIVE  PROGRAM,  FREE  OF  SCANDAL.   CDBG 
BENEFITS  LOW  AND  MODERATE  INCOME  HOUSEHOLDS  AND  OFFERS  LOCAL 
COMMUNITIES  THE  OPPORTUNITY  TO  TAILOR  THEIR  EFFORTS  TO  MEET  LOCAL 
NEEDS.  THE  ONLY  PROGRAM  THAT  CAN  BOAST  OF  A  SIMILAR  LEVEL  OF 
CREDIBILITY  IS  THE  HEAD  START  PROGRAM. 

LAST  YEAR,  THE  CDBG  PROGRAM  CAME  UNDER  ATTACK  AS  A  "PORK  BARREL" 
PROGRAM  THAT  RECEIVED  EXCESSIVE  FUNDS  WITH  LITTLE  TANGIBLE 
RESULTS.   THERE  ALSO  CONTINUES  TO  BE  SOME  MEMBERS  OF  CONGRESS  WHO 
WOULD  LIKE  TO  CUT  THE  CDBG  PROGRAM  IN  THE  INTEREST  OF  DEFICIT 
REDUCTION  AND  DISASTER  ASSISTANCE  TO  NAME  A  FEW.   RECENTLY, 
DURING  THE  BUDGET  DEBATE,  SOME  MEMBERS  OF  CONGRESS  WERE 
CONSIDERING  A  SUBSTITUTE  BUDGET  ITEMS  BY  REPS.  DAN  SCHAEFER  (R- 
CO) ,  AND  TIM  PENNY  (DFL-MN)  THAT  WOULD  HAVE  COMPLETELY  ELIMINATED 
THE  CDBG  PROGRAM. 

LET  ME  BE  ON  RECORD  AS  SAYING  THAT  CUTTING  CDBG  WILL 
SIGNIFICANTLY  DAMAGE  LOCAL  EFFORTS  TO  REVITALIZE  COMMXTNITIES .   IN 
FACT,  MAINTAINING  CDBG  AT  THE  1994  LEVEL  OF  $4.4.  BILLION  IS  A 
THREE  AND  A  HALF  PERCENT  CUT  IN  REAL  DOLLARS.   AS  A  RESULT,  CDBG 
FUNDING  AT  1994  LEVELS  WILL  NOT  GO  AS  FAR  IN  1995.   THIS  WILL  PUT 
ADDED  PRESSURE  ON  LOCAL  COMMUNITIES  TO  DO  MORE  WITH  LESS. 
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MR.  CHAIRMAN,  I  WOULD  ENCOURAGE  YOURSELF,  THE  OTHER  MEMBERS  OF 
THIS  SUBCOMMITTEE  AND  OTHER  MEMBERS  OF  CONGRESS  TO  PARTICIPATE 
WITH  THEIR  LOCAL  COMMUNITIES  IN  THE  CELEBRATION  OF  THE  2  0TH 
ANNIVERSARY  OF  CDBG  DURING  THE  NATIONAL  COMMUNITY  DEVELOPMENT 
WEEK  HELD  FROM  MARCH  28  TO  APRIL  3RD.   THIS  WILL  ALLOW  EVERYONE 
THE  OPPORTUNITY  TO  SEE  FIRST  HAND  WHAT  CDBG  IS  DOING  IN  THEIR 
RESPECTIVE  COMMUNITIES. 

I  HAVE  ENCLOSED  A  COPY  OF  AN  ARTICLE  THAT  APPEARED  IN  NLC'S 
PUBLICATION,  NATION'S  CITY  WEEKLY,  THAT  DESCRIBES  A  BRIEF  HISTORY 
OF  THE  PROGRAM.  MORE  IMPORTANTLY,  THE  ARTICLE  PROVIDES  EXAMPLES 
OF  WHAT  COMMUNITIES  ARE  DOING  WITH  THEIR  CDBG  FUNDS.  I  ENCOURAGE 
COMMITTEE  MEMBERS  TO  DUPLICATE  IT  AND  SHARE  WITH  OTHER  MEMBERS  OF 
CONGRESS  NOT  ON  THIS  SUBCOMMITTEE  AND  WHO  ARE  UNFAMILIAR  WITH  THE 
SUCCESSES  THAT  HAVE  RESULTED  FROM  THIS  PROGRAM. 

IN  BIRMINGHAM,  WE  HAVE  USED  OUR  CDBG  FUNDS  TO  FOSTER  NEIGHBORHOOD 
STABILITY,  TO  PROVIDE  INFRASTRUCTURE  IMPROVEMENTS  AND  HOUSING 
REHABILITATION,  TO  ENCOURAGE  BUSINESS  DEVELOPMENT  AND  JOBS,  AND 
TO  INCREASE  HOUSING  PRODUCTION  AND  HOME  OWNERSHIP  FOR  FAMILIES  AT 
ALL  INCOME  LEVELS. 

THE  HOME  PROGRAM 

MR.  CHAIRMAN,  LET  ME  SAY  VERY  SIMPLY:  HOME  IS  WORKING. 
COMMUNITIES  THROUGHOUT  THE  COUNTRY  ARE  USING  HOME  FUNDS  AS  THEY 
WERE  INTENDED  TO  BE  USED  —  TO  MEET  THE  NEEDS  OF  LOW  AND  MODERATE 
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INCOME  HOUSEHOLDS  THROUGHOUT  THE  COUNTRY. 

THE  199  0  PASSAGE  OF  THE  NATIONAL  AFFORDABLE  HOUSING  ACT  (NAHA) 
GENERATED  A  GREAT  DEAL  OF  EXCITEMENT  AMONGST  LOCAL  ELECTED 
OFFICIALS.   NAHA  OFFERED  A  NEW  APPROACH  TO  PRODUCING  AFFORD 
ABLE  HOUSING  BY  CREATING  THE  HOME  PARTNERSHIP  INVESTMENT  PROGRAM 
(HOME) .  MODELED  AFTER  THE  CDBG  PROGRAM,  HOME  PROVIDES  HOUSING 
FUNDS  DIRECTLY  TO  LOCAL  COMMUNITIES  WITH  THE  FLEXIBILITY  TO 
ENSURE  THE  PARTICULAR  NEEDS  OF  LOCAL  COMMUNITIES  ARE  MET. 

HOME  REPRESENTS  A  FEDERAL  COMMITMENT  TO  THE  INVESTMENT  OF  NEW 
FEDERAL  FUNDS  INTO  AFFORDABLE  HOUSING  INITIATIVES  FOR  THE  FIRST 
TIME  IN  MORE  THAN  TEN  YEARS.  THE  1992  AMENDMENTS  ARE  ANOTHER 
EXAMPLE  OF  CONGRESS'  COMMITMENT  TO  AFFORDABLE  HOUSING.   THOSE 
AMENDMENTS  HAVE  GONE  A  LONG  WAY  IN  SIMPLIFYING  THE  IMPLEMENTATION 
OF  THE  HOME  PROGRAM  AND,  FOR  THAT,  I  WOULD  LIKE  TO  THANK  THE 
SUBCOMMITTEE  FOR  ITS  LEADERSHIP  IN  THIS  AREA. 

THE  NATIONAL  LEAGUE  OF  CITIES  SUPPORTS  YOUR  LEGISLATION  H.R. 

3838,  THE  HOUSING  AND  COMMUNITY  DEVELOPMENT  ACT  OF  1994  BECAUSE 

IT  CONTAINS  MANY  OF  THE  PROVISIONS  WE  WOITLD  LIKE  TO  SEE  IN  A 

REAUTHORIZATION  BILL  INCLUDING  A  MULTI-YE2VR  REAUTHORIZATION  FOR 
HOME  AND  CDBG. 

BUT  MORE  IMPORTANTLY  IT  CONTAINS  PROVISIONS  THAT  WILL  HELP  MAKE 
HOME  WORK  MORE  EFFICIENTLY.   THESE  INCLUDE  A  FLAT  MATCH 
REQUIREMENT  OF  2  5  PERCENT  FOR  PARTICIPATION  IN  THE  HOME  PROGRAM; 
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A  SIMPLIFICATION  OF  TBE  INCOME  TARGETING  REQUIREMENT  WITHIN  HOME; 
AND,  THE  USE  OF  COMMUNITY  DEVELOPMENT  BLOCK  GRANT  (CDBG)  FUNDS 
FOR  HOME  PROGRAM  EXPENSES. 

WE  DO  URGE,  MR.  CHAIRMAN,  THAT  AS  YOU  DELIBERATE  ON  THIS 
LEGISLATION  THAT  YOU  INCLUDE  THE  ELIMINATION  OF  THE  PROVISION 
WHICH  REDUCES  THE  LOCAL  PARTICIPATION  THRESHOLD  TO  $335,000  WHEN 
APPROPRIATIONS  FALLS  BELOW  $1.5  BILLION.   WE  SUGGEST  YOU  KEEP  THE 
THRESHOLD  AT  $500,000  AND  HOLD  HARMLESS  THOSE  COMMUNITIES  ALREADY 
DESIGNATED  AS  PARTICIPATING  JURISDICTIONS.   THIS  WOULD  ELIMINATE 
THE  FLUCTUATION  IN  THE  NUMBERS  OF  PARTICIPATING  JURISDICTIONS  AND 
WOULD  MAINTAIN  CONSISTENCY  IN  THE  PROGRAM. 

WE  ON  THE  LOCAL  LEVEL  HAVE  TRIED  TO  REPAY  THAT  COMMITMENT  BY 
DILIGENTLY  WORKING  TO  FULFILL  THE  PURPOSES  OF  THE  ACT. 

FOR  EXAMPLE: 

THE  CITY  OF  ALBUQUERQUE,  NEW  MEXICO  HAS  USED  ITS  HOME  FUNDS  FOR 
INCREASING  THE  SUPPLY  OF,  AND  MAINTAINING  THE  QUALITY  OF 
AFFORDABLE  RENTAL  HOUSING;  PRESERVING  THE  QUALITY  OF  OWNER 
OCCUPIED  HOUSING;  INCREASING  THE  SUPPLY  OF  RENTAL  HOUSING  FOR 
ELDERLY  AND  THE  DISABLED;  AND  INCREASING  HOME  OWNERSHIP 
OPPORTUNITIES  THROUGH  FIRST  TIME  HOME  BUYER  PROGRAMS. 

THE  CITY  OF  FARMINGTON,  NEW  MEXICO  USED  ITS  HOME  FUNDS  FOR 
HOUSING  REHABILITATION  AND  RENTAL  PRODUCTION. 
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THE  CITY  OF  LAKEWOOD,  OHIO,  AS  PART  OF  THE  CUYAHOGA  HOUSING 
CONSORTIUM  IS  USING  ITS  HOME  FUNDS  FOR  A  FIRST-TIME  HOME  BUYER 
PROGRAM. 

THE  CITY  OF  RALEIGH,  NORTH  CAROLINA,  HAS  USED  ITS  HOME  FUNDS  FOR 
REHABILITATION  OF  OWNER  OCCUPIED  DWELLINGS,  THE  ACQUISITION  AND 
REHABILITATION  OF  EXISTING  UNITS  FOR  LOW  INCOME  HOUSEHOLDS,  AND 
THE  PURCHASING  AND  REHABILITATION  OF  VACANT  AND  ABANDONED  HOUSING 
FOR  SINGLE-FAMILY  HOME  OWNERSHIP. 

THE  CITY  OF  FORT  WORTH,  TEXAS,  IS  USING  ITS  HOME  FUNDS  FOR  THE 
ACQUISITION,  REHABILITATION  AND  RESALE  OF  HOMES  FOR  FIRST-TIME 
HOME  BUYERS  IN  CONJUNCTION  WITH  COMMUNITY  HOUSING  DEVELOPMENT 
ORGANIZATIONS  (CHDOS) . 

THE  CITY  OF  CAMBRIDGE,  MASSACHUSETTS,  IS  UTILIZING  ITS  FUNDS  WITH 
CHDOS  AS  WELL  FOR  REHABILITATION  AND  HOME  OWNERSHIP  PROJECTS. 

KANSAS  CITY,  MISSOURI  USES  ITS  HOME  FUNDS  TO  SUBSIDIZE  MORTGAGES 
FOR  HOUSEHOLDS  AT  80  PERCENT  BELOW  AREA  MEDIUM. 

NORTH  LAS  VEGAS,  NEVADA  USES  ITS  HOME  FUNDS  TO  REHABILITATE  HOMES 
FOR  SENIOR  CITIZENS,  FEMALE  HEADS  OF  HOUSEHOLDS  AND  TRADITIONAL 
FAMILIES  AND  TO  REHABILITATE  RENTAL  UNITS  FOR  HOUSEHOLDS  AT  60 
PERCENT  BELOW  AREA  MEDIAN.   THE  CITY  WILL  USE  SOME  OF  ITS  HOME 
FUNDS  TO  PROVIDE  DOWN  PAYMENT  ASSISTANCE  FOR  LOW  INCOME  FAMILIES 
WISHING  TO  PURCHASE  HOMES.   THE  CITY  IS  CURRENTLY  MEETING  WITH 
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LOCAL  BANKS  TO  DEVELOP  A  FIRST-TIME  HOME  BUYER  PROGRAM  THAT  IS 
PROJECTED  TO  LEVERAGE  BETWEEN  $1.4  MILLION  TO  $1.6  MILLION  IN 
MORTGAGE  FUNDS  FOR  LOW  INCOME  FAMILIES. 

SUNNYVALE,  CALIFORNIA  HAS  USED  ITS  HOME  FUNDS  FOR  A  NEW  12 3 -UNIT 
SINGLE  ROOM  OCCUPANCY  DEVELOPMENT  FOR  SENIOR  CITIZENS  AND  SINGLE 
PARENTS. 

MACON,  GEORGIA  IS  USING  ITS  HOME  FUNDS  FOR  A  FIRST  TIME  HOME 
BUYERS  PROGRAM. 

THESE  ARE  JUST  SOME  OF  THE  EXAMPLES  OF  WHAT  HOME  IS  DOING  IN 
COMMUNITIES  THROUGHOUT  THE  COUNTRY.   THESE  EXAMPLES  UNDERSCORE 
WHAT  WE  SAID  PRIOR  TO  HOME'S  ENACTMENT:  PROVIDE  US  WITH  THE 
RESOURCES  AND  THE  FLEXIBILITY  TO  TAILOR  PROGRAMS  TO  MEET  LOCAL 
NEEDS  AND  WE  WILL  PRODUCE  AFFORDABLE  HOUSING. 

IT  IS  IMPERATIVE,  MR.  CHAIRMAN,  THAT  THIS  SUBCOMMITTEE  IMPRESS 
UPON  HUD  TO  REVISE  ITS  DEFINITION  OF  COMMITMENT  UNDER  THE  HOME 
PROGRAM  TO  ENSURE  THE  FUTURE  SUCCESS  OF  THE  PROGRAM.   CURRENTLY 
HUD'S  DEFINITION  OF  COMMITMENT  FAILS  TO  RECOGNIZE  THE  LEGALLY 
BINDING  AGREEMENTS  LOCAL  GOVERNMENTS  HAVE  SIGNED  WITH  PROJECT 
SPONSORS.   PERMANENTLY  REVISING  THIS  DEFINITION  TO  REFLECT  THAT  A 
LEGALLY  BINDING  DOCUMENT  REFLECTS  A  "COMMITMENT"  ON  THE  PART  OF  A 
PARTICIPATING  JURISDICTION,  WILL  RECOGNIZE  THE  REALITY  OF  LOCAL 
COMMUNITY  DEVELOPMENT  AMD  NOT  PENALIZE  COMMUNITIES. 
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IN  CliOSZNG,  LET  ME  EXPRESS  CONCERN,  MR.  CHAIRMAN,  ABOUT  THE 
ADMINISTRATION'S  PROPOSED  BUDGET  WHICH  SEEKS  TO  REDIRECT  FUNDS 
FROM  EXISTING  PROGRAMS  FOR  "NEW"  INITIATIVES  AND  PRIORITIES. 
WHILE  WE  SUPPORT  THE  ADMINISTRATION'S  INTENT,  IT  IS  OUR  HOPE  THAT 
THE  SUBCOMMITTEE  WILL  NOT  ALLOW  PROGRAMS  LIKE  CDBG,  HOME  AND 
PUBLIC  HOUSING  MODERNIZATION  BECOME  VICTIMS  OF  BUDGET  "GIMMICKS". 
EACH  OF  THESE  PROGRAMS  ARE  ESSENTIAL  TO  PROVIDING  AFFORDABLE 
HOUSING  TO  LOW  AND  MODERATE  INCOME  RESIDENTS  IN  OUR  NATION'S 
CITIES  AND  TOWNS. 
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How  CDBG  Is  Working  To  Improve  America's  Communitie 


San  Francisco 

San  Francisco  (Pop. 
723,959)  uses  some  of  its 
CDBG  funds  for  Renaissance 
Micro  Business  Incubator  (MBI) 
program  designed  to  foster  and 
support  self  sufficiency  for  low 
and  moderate  income  minorities 
and  »omen.  A  combined  total  of 
$77,000  in  CDBG  funds  for  FY 
92  and  FY  93  has  leveraged 
$  1 02.000  for  this  program. 

The  MBI  program  provides 
low  cost  office  space,  office  sup- 
port services  and  intensive  busi- 
ness management  assistance  to 
stimulate  the  growth  of  small 
businesses  for  the  targeted 
population.  Participants  are  ex- 
pected to  stay  an  average  of  two 
years  and  then  be  able  to 
"hatch"  out  of  the  incubator. 
The  goal  of  the  Renaissance  MBI 
is  both  to  enhance  the  self  suffi- 
ciency of  bunilies  through  self 
employment  and  asset  develop- 
ment and  also  to  create  jolis  for 
community  residents. 

The  project  has  exceeded 
expectations  and  is  now  tripling 
Its  size — fixim  5  to  15  tenants.  In 
five  years,  the  MBI  served  15 
busmesses:  50  percent  minor- 
ity-owned. 50  percent  owned  by 
women.  Forty  jobs  were  created 
for  San  Francisco  residents,  in- 
cluding the  ownos. 


Boston 


The  City  of  Boston's  (pop. 
574,283)  Public  Facilities  De- 
partment (PFD)  participates  in 
its  Ten  Most  Wanted  Drug  Dens 
prograiiL  Created  in  1991,  the 
Ten  Most  Wanted  Drug  Dens 
program  is  a  mutti-'goveniment 
agency  initiative  which  identi- 
fies buildings  in  the  dty  of  Bos- 
ton where  illegal  dru^  are  being 
distributed. 


The  program  invoh^es  the  et- 
fort  of  13  aty  and  federal  agen- 
cies working  together  to  free  a 
neighborhood  of  driig  activity. 
Primary  members  of  the  task 
force  include  the  US.  Attorney's 
Office,  the  Boston  Police  De- 
partment, the  Boston  Police 
Drug  Control  Unit,  the  dty  of 
Boston  Inspectional  Services 
Department,  and  the  Mayor's 
Office  of  Neighborhood  Ser- 
vices. Neighborhood 
Crimewat  -h  groups  are  also  key 
to  the  success  of  the  operation. 

The  strategies  used  by  the 
Ten  Most  Wanted  Task  Force 
include  tenant  evictions,  hous- 
ing court  remedies,  expedited 
tax  foreclosure,  or  seizure  by 
the  federal  government.  No 
strategy  is  the  same,  each  drug 

den  that  is  shut  down  is  subject 
to  a  specific  plan.  Property  ob- 
tained by  the  dty  through  fore- 
dosure  or  seizure  may  be  re- 
routed    to     the     PFD     for 
redevelopment  By  committing 
a  total  of  $1.6  million  in  CDBG 
funds  to  this  effort,  PFD  is  able 
to  return  former  drug  dens  to 
productive  use  with  acquisition 
and  rehabilitation  ftinds,  design 
and  construction  management, 
technical   assistance,    project 
management  and  marketing  ser- 
vices. 

Since  its  inception,  the  pro- 
gram has  dosed  44  drug  build- 
ings, seized  and  forfeited  27 
buUduigs  and  demolished  one 
drug  building. 


Long  Beach 

The  Neighborhood  Improve- 
ment Toolbox  m  Long  Beach, 
Calif,  (pop.  429,433)  concept 
was  developed  ui  response  to 
the  need  for  improved  outreach 
to  Long  Beach  residents  most  in 
need  of  currently  available  fed- 
erally funded  neighborhood  im- 
provement programs.  These 
programs  are  designed  specifi- 
cally to  improve  housing  condi- 
tions for  low-income  residents 
in  severely  deteriorated  neigh- 
borhoods as  well  as  neighbor- 
hoods sliding  into  similarty  pro- 
found deterioration. 

Previous  outreach  materials 
were  successful  in  reaching  lit- 
erate English-speaking  property 
owners  and  tenants.  However 
they  were  less  successful  in 
reaching  the  poorly  educated 
and  those  speaking  little  or  no 
English.  Long  Beach  has  a  siz- 
able population  of  Latinos  and 
Southeast  Asians;  with  the  larg- 
est concentration  of  Cambodi- 
ajis  outside  of  Phnom  Penh, 
many  of  whom  have  little  formal 
education  of  Englisli  fluency 

An  Hispanic-American  gradu- 
ate an  student  from  California 
State  UniveTsiIy  at  Long  Beach 
designed  a  new  marketing  in- 
strument as  part  of  his  course 
work:  the  'Toolbot" 

The  Toolbox  is  a  briefcase  de- 
sign with  punchout  handles 
which  opens  up  to  a  pop-up 
house  in  need  of  repairs.  On 
either  aide  of  the  house  are  in- 
serts of  tool-and  materials- 
shaped  pullouts  (a  dumpster, 
paint  can,  cutting  saw.  spray 
can.  potted  plant,  deadbolt  lock, 
etc.)  on  which  are  printed  brief 
descriptions  of  the  relevant  pro- 
gram and  phone  number.  The 
exterior  of  the  briefcase  is  a 
wood  grain  design,  with  three 
"little  workman "  Neighborhood 


Improvement  logos  endrded 
respectreely  in  English,  Spanish 
and  Khmer  by  the  words  "City 
of  Long  Beach  Neighborhood 
ImprorvemenL" 

The  mailceting  tool  was  re- 
viewed by  a  croas-section  of  per- 
sons representing  the  target  au- 
dience and  the  response 
indicated  that  the  marketing 
piece  produced  the  desired  re- 
sult 

The  Toolbox  prototype  was 
intrtxluced  at  the  dty's  annual 
National  Community  Develop- 
ment Week  Breakfast  a  year 
ago.  They  are  now  being  dissem- 
inated to  the  target  public 
through  community  meetings 
(neighborhood  volunteer  and 
business  and  professional 
groups).  Neighborhood  Watch 
meetings,  safety  fairs,  group 
mailings  to  new  low-income  tar- 
get areas,  and  personal  handout 
by  Spanish  speaking  and  Khmer 
speaking  community  outreach 
staff. 
The   "little  workman"   logo 

has  been  so  well  received  that 
It's  been  adopted  for  use  on  all 
program  flyers  and  other  mar- 
keting materials  (buttons,  pins, 
rulers,  litter  bags,  magnets) 
used  by  the  Neighborhood  Im- 
provement Division. 

A  total  of  10,000  toolboxes— 
5,000  English;  3,000  Spanish; 
and  2,000  Khmer  have  been 
produced  with  the  graphics  de- 
signer, priming,  and  assembly 
costing  $34,000. 


13 


539 


Rochester 

The  dty  of  Rochester,  N.Y. 
(pop.  231,636)  devised  a  com- 
prehensive strategy  to  reduce 
the  number  of  vacant  residential 
properties:  which  at  the  same 
time  win  strengthen  residential 
neighborhoods,  provide  home- 
ownership  opportunities  for  low 
and  moderate  income  house- 
holds and  provide  high  quality 
rental  units  for  those  with  vei; 
low  incomes. 

Rochester's  Housing  Occu 
pancy  Initistive  wss  formal]} 
adopted  by  City  Council  in  M4> 
1993  as  an  elonent  of  the  FY 
1993  Community  Development 
Program  Plan/CDBG  Final 
Statement  The  initiative  is  a 
multi&ceted  $18  million  pro- 
gram (rf  public  and  private  in- 
vestment which  has  four  pri- 
maiy  components: 

Acquisition  and  Rehabilita- 
tion: Acquire  and  rehabilitate  80 
single  and  two  £amily  homes  for 
resale  to  owner-occupants. 

Home  Replacement:  D«nol- 
ish  125  dilapidated  residential 
structures  and  constiuct  75  sin- 
gle and  two-family  homes  as  re- 
placement units. 

Home  Reoccupation:  Induce 
the  owners  of  100  vacant  resi- 
dential prop^ties  to  seO  to  low 
and  moderate  income 
hom^xiyers  or  rehabilitate  their 
propoties  and  place  them  'jack 
into  occupancy. 

Hocnebuyer  Assistance:  Pro- 
vides a  system  of  financial  assis- 
tance and  counseling  to  the  pur- 
chasers  of  once-vacant, 
rehabilitated  homes  and  newly 
constiucted  houses. 

In  its  first  year,  the  Housing 
Occupancy  Initiative  is  expected 
to  provide  205  homeownerahip 
opportunities  for  low  and  mod- 
erate income  buyers.  These 
homeownership  efforts  will  tar- 
get those  with  incomes  from  60 
to  100  percent  of  the  MSA  me- 
dian family  income  (MFI).  In  ad- 
dition, up  to  135  rental  units  will 
be  developed  to  serve  house- 
holds at  60  percent  or  less  of 
MFI. 


The  d^,  in  cooperation  with 
the  Greater  Rochester  Housing 
Partnership  and  experienced 
not-for-profit  developers,  has 
devised  an  Integrated  Afford- 
able Housing  Delivery  System  to 
insure  that  the  development  ca- 
pacity will  exist  to  produce  the 
housing  units. 


Orem 


Kids  on  the  Move,  INC. 
(KOTM)  in  Orem,  Utah  (pop. 
67,561)  is  a  family  focused, 
early  intervention  program.  The 
mission  is  to  serve  families  who 
have  infants  and  toddlers  with 
disabilities  or  delays.  The  pro- 
gram offers  services  in  the  home 
or  at  the  centCT.  In  order  to 
qualify  for  services  a  child  must 
show  a  mild  delay  in  three  areas 
of  development,  a  moderate  de- 
lay in  two  areas,  or  a  severe 
delay  in  one  area.  The  areas  of 
development  are:  receptive  or 
expressive  language,  fine  or 
gross  motor,  personal-social, 
self-help  or  cognitive. 

The  goals  of  early  interven- 
tion are  the  following: 

•  To  intervene  durii\g  the 
critical  development  years  fhjm 
birth  to  age  six  of  a  child  in 
preventing  the  effects  of  handi- 
cappii\g  conditions  that  mi^ 
manifest  themselves  in  a  child's 
development  in  later  childhood. 

•  To  help  handicapped  chil- 
dren reach  their  full  potential: 
and 

•  To  prtivide  support  and 
guidaiKe  for  parotts  of  handi- 
capped children  enabling  them 
to  help  feu-iiitMg  and  better  cope 
with  their  child's  developm^iL 

An  infant  who  is  placed  in  an 
institution  will  cost  tax  payers 
about  $35,000  per  year.  Current 
early  intervention  funding  to 
Kids  on  the  Move  averages  ap- 
proximatety  $1,700  per  infant 
per  year. 

The  Orem  Community  Devel- 
opment Block  Grant  (CDBG) 


awarded  $100,000  to  help 
launch  a  fund  raising  program 
to  build  a  permanent  home  for 
KOTM.  Subsequently,  CDBG 
has  given  $27,000  for  the  final- 
■zation  of  the  building  and  con- 
tinues to  support  this  exemplary 
program  with  operational  costs 
annually.  Because  of  this  initial 
CDBG  fimding,  KOTM  has  been 
able  to,  in  a  sense,  wean  itself  of 
CDBG  assistance — which  is  the 
ultimate  goal 

Any  family  with  a  handi- 
capped child  is  served.  Cur- 
rently, technical  assistance  is 
being  given  to  begiiming  and 
early  intervention  projects  in 
Mexico,  Costa  Rica,  and  Alba- 
rua.  The  primary  goal  is  to  be  a 
support  to  fam^ies  within  their 
own  communities,  developing 
public  awareness  and  expand- 
ing resources  to  benefit  the  lit- 
tlest and  most  vulnerable  mem- 
ber. 

Fort  Wayne 

The  city  of  Fort  Wayne,  Ind. 
(pop.    173.072),   using  CDBG 
funds,   purchases  severely  de- 
teriorated houses  and  donates 
them  to  Lincoln  Iif->  Improved 
Housing  (LLIH).   Lincoln  Life 
Improved  Housing  rehabilitates 
the  home  at  a  cost  of  approxi- 
mately $42,000  and  provides 
two  fiill  time  staff  to  administer 
the  program,  supervise  rehabili- 
tation and  assist  the  participant 
families.   Local   lenders  (Fort 
Wayne  National  Bank,   NBD 
Bank,  Norwest  and  Home  Loan 
Bank)  place  a  mortgage  equal  to 
one-half  of  the  rehabilitation 
cost  of  the  property:  Lincoln  Na- 
tional Corporation  donates  the 
other  half.  Many  local  contrac- 
tors donate  their  services  in  or- 
der to  reduce  the  cost  of  renova- 
tion. Per  unit,  the  average  cost 
breakdown  is  $2,200  in  CDBG 
funds,   $21,000   from  Lincoln 
National  Corporation  fmcludes 
some  in-kind  donations  from 
contractors)  and  $21,000  mort- 
gage placed  by  lender,  naking 
the  total  per  unit  acquisition  and 
rehabilitation  cost  $44,200. 


Since  1973,  Lincoln  Life  Im- 
proved Housing,  Inc.  has  as- 
sisted more  than  200  kiw  and 
moderate  income  families  pur- 
chase renovated,  energy-effi- 
cient homes.  Most  of  the  fam- 
ilies assisted  are  headed  by 
single  female  parents  with  chU- 
*en  who,  without  the  assis- 
tance of  this  progiam,  wouU 
probably  not  be  able  to  pur- 
chase a  h«ne.  Roughly  90  per- 
cent of  the  participant  families 
are  African  American.  LLIH  also 
IWOTides  a  full-time  family  coun- 
selor as  well  as  a  mamteiBnce 
supervisor  to  provide  technical 
assistance  on  home  repairs. 


Salinas 


Salinas,  Kans.  (pop.  108,777) 
developed  the  idea  (rf  the  Bread- 
box  Recreation  Center  as  a  re- 
sult of  increasing  ^ng  violence 
in  the  East  Salinas  area. 

The  Center  was  conceived  us- 
ing a  new  concept  called  Com- 
munity Oriented  Public  Service 
(C.O.P.S.).  This  COPS  phUoso. 
phy  is  based  on  the  oxicept  that 
public  empkiyees  and  pnvate 
citizens  working  together  in  cre- 
ative ways  can  help  solve  con- 
temporary community  prob- 
lems.   The    philosophy    is 

predicted  on  the  belief  that 
«*ieving  these  goals  requires 
that  cities  devetop  a  new  rela- 
tionship with  the  citizens  in  the 
community,   allowing  them  a 
greater  voice  in  setting  tocal  pri- 
orities and  invoMng  them  in  ef- 
forts to  improve  the  overall  qual- 
ily  of  life  in  the  dty.  It  shifts  the 
focus  of  the  dty  effort  from  re- 
acting to  requests  for  assistance 
to  one  of  sohring  community 
problems  through  participative 
management  —  a  visionary 
•eadershjp  from  aD  invoked  in 
the  COPS  process. 

The  community's  care  and  in- 
terest in  the  "at  risk"  youth  was 
shown  through  many  donations 
of  volunteer  labor,  approxi- 
■nately  1,000  hours,  to  renovate 
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die  14,500  sq.  ft  facility  into  Che 
recreatiofi  center  and  by  dona- 
tion of  equipment  to  the  center 
such  as  materials  needed  to  con- 
struct and  re-model  the  facility, 
along  with  weight  equipment, 
exercise  equipment,  a  pool  ta- 
ble, and  game  eqiopment.  The 
volunteer  labor  and  donated  ma- 
terials and  equipment  was  esti- 
mated to  be  worth  $300,000. 
Additionally,    money   in   the 


Pinellas  Park 


At  this  facility  sign  language  is 
the  norm,  providing  residents 
The  Bayou  Courtyaitl  Apart-  '^^  *  ""^o'^' «>  "ley  can  com- 
ments at  Byars  Landing  in  Pinel- 1'^'"^'''''  '^""""unicate.  The 
las  Park,  Fla.  (pop.  43  426)  is  ^y""  Courtyard  Apartments 
an  innovative  multipurpose  P"^"** ''^^  devices  for  a  safe 
complex  that  services  the  spe-  ^"™^™"^"'  ^°^  deaf  individ- 
cial  housing  needs  of  deaf  per-  "^'  ^**  ^  telephone  signal- 
sons.  It  was  established  by  the  '*"'  ^^°'**  detectors,  other 
Fnends  of  the  Deaf  Service  Cen     ^""^i^ency  devices,   and  door 


Shreveport 


Inc.,  a  community-based 
amount  of  $33,C00  was  donated  nonprofit  organization,  utilizing 
to  pay  for  construction  materials  * '^'^^^tive  mix  of  incentives  pro- 
and  equipment/supplies  needed  "ded  through  the  Community 
for  the  fadljty.  Development   Block   Grant 

The  Breadbox  otfera  a  place  (CDBG)  and  the  Resolution 
for  all  ages  to  come  and  take  Trust  Corporation  (RTC).  The 
part  in  constructive  recreation  complex  includes  52  one-bed- 
programs.  It  also  has  office  """"  "'"^  equipped  with  visual 
space  for  two  "Partner"  orga-  ^'Knalling  devices,  telecom- 
nizations.  Second  Chance  Youth  munication  devices,  telecapdon 
Program,  fiinded  m  part  wrth  decoders,  and  in&ared  personal  j, 
ODBC  monies,  and  the  Salinas    "s^ning  systems.  TTiis  complex,     TZT  ^  ■■  ^  "^"^  "" 

PoUceActivtf.es  League.  Second    formerly   an    underutilized,         "^^  "°^^    "*  residents 
Chance  is  a  program  for  "at    P""'^  sited  Days  Inn  Suite  Mo- 
tel, now  includes  full  service 
commercial  catering,  banquet, 
"hiding  and  conference  &cili- 


b>ells  which  flash  certain  lamps 
rather  than  ring  and  devices 
with  tamps  or  strobe  lights  with 
a  specified  pattern. 

Bayou  Courtyard  Apartments 
provides  52  one-bedroom  units 
at  rents  affordable  to  house- 
holds earning  less  than  80  per- 
cent of  the  area's  median  m- 
come.  Typically,  due  to  their 
disability,  the  deaf  hold  lower 
paying  jobs.  Rents  are  below 


risk"  youth  and  young  adults 
which  includes  street-reach,  pa- 
rental and  neighborhood  work- 
shops,  in-home  service,  job   ''**  wtuch  will  provide  an  esd- 
placement,   wilderness   adven-  "'a'*d  S48,000  annually  Coward 
ture  excursions,  an  educational  ""^  nonprofit's  ongoing  operat- 
antn-gang  cumculum,  a  mentor  ""8  expenses. 
program,  a  diversion  program.       '"  Pinellas  County,  with  a 
parents  in  control  and  commu-  PoP"Ia«ionof850,000,  there  are 
nity  coordination.  Providing  an  "^'^  100,000  hearing  impaired 
alternative  to  gang  involvement,  residents  of  which  approxi- 
Second  Chance  indicated  the  "<ately  20,000  are  profoundly 
number  of  ganges  has  gone  de»f-  TTiis  is  due  in  part  to  the 
from  22  in  1989  to  15  in  1992.  "^^e   elderly   population   and 
The  Salinas  PoUce  Activities  *<aving  two  VA  hospitals  in  the 
League  was  organized  to  pro-  Tampa  Bay  area, 
vide  common  meeting  ground 
for  police  ofBceis,  citizens  and 
the  youth  of  Salinas  in  the  area 
of  sports  and  supervised  ama- 
teur athletic  competition,  and 
thereby  to  foster  and  encourage 
youth  bith  in  American  princi- 
ples and  in  the  traditions  of 
sportsmanship,  good  will  and 
&ieitdship. 


win  be  able  to  access  a  variety  of 
specialized  services  already  pro- 
vided by  the  nonprofit  on  site. 
Rehabilitation  of  the  units  was 
completed  in  August  1 993.  As  of 
December  21,  1993,  26  of  the 
52  of  the  units  have  been  occu- 
pied. This  is  a  50  percent  lease 
up  in  the  first  45  days  and  has 
exceeded  expectations.  The 
units  are  expected  to  be  fully 
occupied  well  in  advance  of  the 
12-month  projection.  One  of  the 
goals  was  to  secure  RTC  and 
GosFemment  owned  properties 
to  increase  the  supply  of  afford- 
able housing.  A  total  of 
$180,000  in  CDBG  funds  has 
been  used  for  the  initialive. 


The  "Paint  Your  Heart  Out 
Shreveport"  program  in  Shreve- 
port, La.  (pop.  198,525)  was 
initiated  to  provide  much 
needed  minor  repair  and  paint- 
ing for  low-income  elderiy  and 
disabled  citizens  of  the  city. 

The  program's  concept  is  to 
spruce  up  these  homes  in  one 
day  with  fresh  paint  and  nunor 
repairs,  to  improve  the  neigh- 
borhoods aesthetically.  Addi- 
tionally, homes  benefit  from  the 
iiTvolvement  of  both  the  Police 
and  Foe  Departments  as  they 
install  deadbott  locks  and  snoke 
detectors  for  residents. 

During  the  one-day  painting 
party  in  1993,  there  woe  more 
than  1500  volunteers  who  do- 
nated some  12,750  hours  in  this 
labor  of  love.  Approximately 
1 100  gallons  of  paint  and  trim 
were  used,  not  just  to  paint  sev- 
enty-six houses,  but  to  improve 
the  quality  of  living  for  76  resi- 
dents through  a  vastly  improved 
housing  environmenL  A  total  of 
$179,931  in  CDBG  funds  has 
been  used  to  date.  ■ 
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March  16,  1994,  hearing  held  by  the 

Subcommittee  on  Housing  and  Community  Development, 

entitled  "H.R.  3  838,  Housing  and  Community 

Development  Act  of  1994" 


QUESTIONS  FROM  CHAIRMAN  HENRY  B.  GONZALEZ  TO 
HONORABLE  EDDIE  BLANKENSHIP 


1.  What  are  your  suggestions  as  how  to  promote  the  amount  of 
economic  development  activities  conduted  by  CDBG  recipients.  Will 
the  UDAG  recaptures,  which  may  provide  the  Department  with  only 
$100  million  in  extra  funding,  used  in  conjunction  with  the  section 
108  loan  guarnatees  reduce  communities'  reluctance  to  engage  in 
economic  development  activities  with  section  108  loan  guarantees. 

Are  local  community  development  agencies  aware  of  the  section  108 
program  and  its  requirements?  Do  they  have  the  capacity  to  create 
viable  loans  arrangements  with  other  organizations  or  is  greater 
technical  assistacne  needed  to  assist  them?  Do  you  fell  as  if  HUD 
has  the  capacity  to  review  these  laon  applications  and  make  a 
informed  judgeemnt  as  to  whether  they  are  worth  the  risk? 

2.  How  do  you  feel  about  increasing  the  public  servies  cap  in  he 
CDBG  program? 

3.  How  do  you  feel  about  expanding  the  eligible  activities  for 
Section  108  loan  guarantees  for  the  purpose  of  financing  non- 
housing,  community  facilities? 

4.  Many  of  your  examples  of  HOME  fund  usage  are  single  family 
programs.  Now  that  the  regulations  are  being  eased,  with  the 
changes  proposed  in  this  year's  housing  legislation,  and  with  the 
permanent  extension  of  the  low  income  housing  tax  credit,  do  you 
believe  more  communities  will  use  HOME  funds  for  multifamily 
housing?  Will  communities  put  HOME  funds  to  acquire  properties 
under  a  reformed  multifamily  property  disposition  program? 

5.  Can  you  comment  on  CHDO  activities,  their  expenditure  rates, 
and  capabilities?  Are  participating  jurisdictions  still  having 
difficulties  in  identifying  CHDOs? 

6.  How  often  are  HOME  funds  being  used  for  tenant  based  rental 
assistance? 

7.  In  your  testimony  you  have  noted  HUD's  interpretation  of 
statutory  provisions  concerning  match.  Can  you  give  us  other 
examples  of  regulatory  "over  interpretation" --not  now  but  in 
writing,  so  that  if  necessary  we  can  reaffirm  Congressional  intent? 
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The  Honorable   Henry   B. 

Chairman 

Subcommittee   on  Housing   and  Community  Development 

House   Committee   on  Banking  and  Urban  Affairs 

B   303   Rayburn  House  Office   Building 

Washington,    D.C.    20515 


Dear  Mr.    Chairman: 

Thank  you   once   again   for  providing  me   the   opportunity  to  testify 
before  your   Subcommittee  on  March    16.         I   am  writing    in  response 
to   the  questions   you   raised  during   the  hearing   regarding   the  use 
of   the   Community   Development   Block  Grant    (CDBG)    program   for 
economic   development   activities,    the   Section    108    Loan  Guarantee 
program,    and   the   HOME  program. 

1.    What  are  your   suggestions  on  how  to  promote  the  amount   of 
economic  development   activities   conducted  by  CDBG  recipients? 

In   canvassing   our  membership,    we  have   found  that   the  General 
Accounting  Office    (GAO)    report   entitled,    "Community  Development 
Block  Grant   Economic  Development  Activities   Reflect   Local 
Priorities",    identified   three   principal    issues   preventing 
communities    from  using   Community  Development   Block  Grant    (CDBG) 
and   Section   108    funds   for   economic  development   purposes. 

The   first    impediment   identified  was   the    "inconsistent 
interpretations   of   rules   by   HUD's   headquarters   and   field 
offices".      In  canvassing  our  membership,    a   consistent   complaint 
levied   against   HUD    is   the    inability   for   local   communities   to  get 
a   clear   explanation   of   the  department's   regulations. 

This   has   hindered    local   participation    in   the   Section   108   program 
and   has   been   a   particular  hinderance    in  getting  HOME   started   in 
many   communities.      For   smaller   communities,    with   limited   staff, 
this    is   particularly   frustrating.      The   City   of   College   Park, 
Maryland,    for   example,    decided   against   using   their   CDBG   funds   for 
economic  development   because   of   the  uncertainty   over  what 
constituted   an  eligible   activity  and   the  heavy  paperwork   burden 
required. 
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Many  communities  use  their  CDBG  funds  for  infrastructure 
improvements  that  in  turn  create  economic  development 
opportunities  to  avoid  the  burdensome  regulations  involved. 
Additionally,  local  governments  are  under  extreme  pressure  to 
fund  other  needed  community  activities  with  CDBG  funds. 

While  job  creation  should  be  an  important  focus  of  economic 
development,  the  Subcommittee  should  review  the  viability  of 
determining  the  success  of  CDBG-funded  economic  development 
initiatives  based  on  the  number  of  jobs  created.   The 
subcommittee  may  want  to  consider  infrastructure  improvements  as 
an  economic  development  activity  if  job  creation  for  low  and 
moderate  income  households  can  be  demonstrated. 

Davis-Bacon  was  the  second  impediment  to  creating  economic 
development  initiatives.   Davis-Bacon  simply  drives  up  the  cost 
of  projects  to  the  point  where  they  are  prohibitive  for  some 
communities.   Davis-Bacon  also  presents  an  obstacle  in  utilizing 
minority  and  women-owned  businesses  for  CDBG  funded  projects 
because  of  the  increased  administrative  expenses  associated  with 
completing  a  project.   Increasing  the  threshold  for  compliance 
with  Davis-Bacon  would  make  economic  development  activities 
possible  for  communities  of  all  sizes. 

The  third  issue  raised  as  an  impediment  is  the  difficulty  in 
using  grants  to  retain  jobs  in  communities.   The  emphasis  on  job 
creation  and  retention  for  low  and  moderate  income  people 
prevents  communities  from  responding  to  immediate  local  needs. 
The  documentation  needed  to  justify  compliance  is  burdensome  for 
communities  and  is  considered  too  cumbersome  to  entertain. 

I  have  enclosed  a  list  of  the  various  activities  undertaken  in 
Birmingham  for  your  perusal,  Mr.  Chairman.   As  you  can  see,  much 
of  our  activity  centers  around  housing  and  infrastructure 
improvements . 

Will  the  UDAG  recaptures,  which  may  provide  the  Department  with 
$100  million  in  extra  funding,  used  in  conjunction  with  the 
Section  108  loan  guarantee  progrsun,  reduce  communities' 
reluctance  to  engage  in  economic  development  activities  with  the 
program? 

It  is  unclear  if  recapturing  these  funds  is  enough  to  drive  down 
the  interest  rates  on  Section  108  loans  to  make  them  more 
attractive  to  localities.   Right  now.  Section  108  loans  are  not 
competitive  enough  with  market  rate  loans  for  communities  to  risk 
their  future  CDBG  funds  on  guaranteeing  these  loans.   If 
sufficient  funds  can  be  found  in  the  HUD  budget,  not  from  the 
HOME  or  CDBG  accounts,  to  drive  down  the  Section  108  interest 
rates  and  protect  a  communities'  future  CDBG  funds,  then  I 
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believe  this  program  would  be  more  attractive  to  communities. 

More  importantly,  HUD  must  provide  guidance  on  how  communities 
can  use  the  108  funds  in  such  a  way  as  to  not  jeopardize  their 
future  CDBG  allocations.   This  is  the  biggest  drawback  of  the 
program.   Eliminating  the  obligation  to  secure  the  loan  with 
future  CDBG  allocations  would  generate  greater  use  of  108  funds. 

Finally,  many  communities  have  projects  that  are  ready  to  go  but 
do  not  fit  under  the  old  UDAG  criteria.   If  you  redefine  the 
eligible  uses  of  those  funds,  they  will  be  spent  quickly. 

Are  local  community  development  agencies  aware  of  the  Section  108 
loan  program  and  its  requirements?   Do  they  have  the  capacity  to 
create  viable  loan  arrangements  with  other  organizations  or  is 
greater  technical  assistance  needed  to  assist  them?   Do  you  feel 
as  if  HUD  has  the  capacity  to  review  these  loan  applications  and 
make  an  informed  judgement  as  to  whether  they  are  worth  the  risk? 

Yes,  community  development  agencies  are  aware  of  the  108  program 
and  its  requirements.   As  I  stated  in  the  previous  answer,  the 
structure  of  the  108  program  makes  it  prohibitive  for 
communities.   I  believe  HUD  needs  to  reevaluate  the  current 
program  and  adopt  some  of  the  changes  proposed  in  the  GAO  report. 

HUD  should  not  be  directly  involved  in  technical  assistance 
activities  but  should  provide  more  examples  of  how  other 
communities  are  using  108  funds.   HUD's  failure  to  provide  proper 
guidance  has  been  a  hinderance;  this  must  change.   Some 
communities,  such  as  Los  Angeles  and  Kansas  City,  have  been  very 
successful  in  learning  how  to  use  these  funds.   Their  experiences 
should  be  shared  with  others. 

How  do  you  feel  about  increasing  the  public  services  cap  in  the 
CDBG  program? 

NLC  is  on  record  in  support  of  a  20  percent  service  cap. 

How  do  you  feel  about  expanding  the  eligible  activities  for  the 
Section  108  loan  guarantees  for  the  purpose  of  financing  non- 
housing,  community  facilities? 

NLC  would  support  an  expansion  of  eligible  activities  but  would 
do  so  after  reaffirming  the  concerns  we  expressed  in  the  previous 
questions. 

Do  you  believe  that  more  communities  will  use  HOME  funds  for 
multi-feunily  housing  now  that  changes  are  being  made  to  the  HOME 
program? 


545 


Letter  to  The  Honorable  Henry  B.  Gonzalez 
Page  four 
April  4,  1994 

Yes,  I  believe  the  current  changes  to  the  HOME  program  will  make 
it  more  attractive  for  communities  to  develop  multi-family 
properties. 

Will  communities  use  HOME  funds  to  acquire  properties  under  a 
reformed  multifauaily  property  disposition  progreun? 

I  believe,  where  it  conforms  with  local  goals  and  needs,  yes, 
communities  will  use  HOME  funds  to  acquire  properties  from  a 
reformed  multifamily  disposition  program. 

Please  comment  on  CHDO  activities,  tbeir  expenditure  rates,  and 
capabilities?   TVre  participating  jurisdictions  still  having 
difficulties  in  identifying  CHDOs? 

I  do  not  have  numbers  to  verify  the  activities  of  CHDOs  but 
municipalities  continue  to  have  problems  identifying  CHDOs. 
However,  our  members  have  found  that  many  nonprofits  do  not  want 
to  restructure  their  board  of  directors  to  conform  with  the  HOME 
program  and  in  some  cases  nonprofits  do  not  exist.   It  would  be 
wise  for  the  subcommittee  to  revisit  the  CHDO  issue. 

How  often  are  HOME  funds  being  used  for  tenant-based  rental 
assistance? 

Based  on  HUD  figures  dated  February  28,  1994,  three  percent  of 
HOME  funds  have  been  spent  on  tenant-based  rental  assistance. 

What  are  some  examples  of  HUD's  "over  interpretation"  of 
Congressional  intent  in  the  drafting  and  implementation  of 
regulations  pertaining  to  HOME? 

NLC  believes  HUD  has  not  interpreted  the  congressional  intent  on 
the  issue  of  commitment.   Commitment  should  mean  any  legally 
binding  contract  not  the  actual  draw  down  of  funds.   HUD  has 
submitted  language  that  would  correct  the  definition  of 
commitment  for  FY  1992  funds.   However,  these  changes  should  be 
made  permanent  for  the  program.   A  permanent  revision  of  the 
definition  of  commitment  will  recognize  the  reality  of  local 
community  development  and  ensure  the  rapid  expenditure  of  HOME 
funds. 


Sincerely  yours. 


Eddie  Blankenship,  Chair 

NLC  Community  and  Economic  Development  Policy  Committee 

Council  President,  Birmingham,  Alabama 

cc:  enclosure 
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(Mr.  Blankenship) 

FINAL  STATEMENT  OF  COMMUNITY  DEVELOPMENT 

OBJECTIVES  AND  PROJECTED  USE  OF  FUNDS 

CITY  OF  BIRMINGHAM,  ALABAMA 

19TH  PROGRAM  YEAR 

Project  No.  B-93-MC-01-0002 


Pursuant  to  the  requirements  of  Section  104(a)(2)(B)  of  the  Housing  and  Community 
Development  Act  of  1974  as  amended,  the  City  of  Birmingham,  Alabama  is  hereby  publishing 
a  Final  Statement  of  Community  Development  Objectives  and  Projected  use  of  Community 
Development  Block  Grant  (CDBG)  Funds  for  the  19th  year  entitlement  (July  1,  1993  -  June  30, 
1994).  This  final  statement  has  been  developed  after  giving  consideration  to  citizen  comments 
and  proposals  received  at  CDBG  Public  Hearings  conducted  by  the  City  on  January  28,  1993 
and  February  18,  1993  and  from  citizen  comments  and  proposals  received  on  or  before  February 
18,  1993  following  the  publication  of  a  "Proposed  Statement  of  Community  Development 
Objectives  and  Projected  Use  of  Funds"  in  the  Birmingham  Post-Herald  on  February  9,  1993, 
the  Birmingham  News  on  February  1 1 ,  1993,  and  the  Birmingham  Times  on  February  1 1 ,  1993. 
The  City's  Community  Development  Objectives  are  to  foster  neighborhood  stability,  to  utilize 
CDBG  funds  for  physical  improvements  and  housing  rehabilitation,  to  encourage  business 
development  and  jobs,  and  to  foster  increased  housing  production  and  home  ownership  for 
families  at  all  income  levels. 

The  projected  use  of  funds  stated  herein  has  been  developed  so  as  to  give  maximum  feasible 
priority  to  activities  which  will  benefit  low-and  moderate-income  families  or  aid  in  the 
prevention  or  elimination  of  slums  and  blight.  In  addition,  the  projected  use  of  funds  is 
consistent  with  the  City's  established  strategy  of  stabilizing  the  City  and  reversing  negative 
trends  associated  with  urban  decay  and  blight.  The  City's  strategy  for  community  development 
has  three  basic  goals:  1)  Rehabilitation,  2)  To  improve  the  economic  life  of  the  City  by 
encouraging  business  development  and  jobs,  and  3)  To  foster  increased  production  and  home 
ownership  for  families  at  all  income  levels. 

CDBG  Funding  Sources  Available  For  Use: 

FY  1993  CDBG  Entitlement  Funding:  $  8,618,000.00 

FY  1992  CDBG  Reallocated  Funding:  1,000.00 

Projected  FY  1993  Program  Income:  1.716.500.00 

TOTAL  $10,335,500.00 

Projected  FY  1993  Program  Income  is  anticipated  to  be  generated  from  the  following  activities: 
Section  108  loan  repayments  $90,000;  Housing  Rehab  Deferred  Payment  loan  repayments 
$108,000;  Housing  Rehab  Non-Profit  Sponsor  loan  repayments  $55,000;  Housing 
Rehabilitation  Relocate/Rehab/Sell  repayments  $490,000;  Housing  Rehabilitation  Multi-Family 
loan  repayments  $578,500;  Housing  Rehabilitation  Variable  loan  repayments  $375,000;  and, 
Birmingham  Neighborhood  Housing  Services  loan  repayments  $20,000.  Total:  $1,716,500.00. 

CDBG  Program  Year  19  Use  of  Funds: 

Under  its  19th  Program  Year  (FY  93)  CDBG  Entitlement  of  $8,618,000  plus  allocated  funds 
from  FY  92  of  $1 ,000  plus  anticipated  program  income  of  $1,716,500,  the  City  of  Birmingham 
will  undertake  the  following  activities: 
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The  City  anticipates  that  approximately  90%  of  available  funds  to  be  used  for  these  activities 
will  benefit  low  and  moderate  income  persons. 

The  City  does  not  expect  any  proposed  CDBG  activities  to  result  in  displacement.  Should 
displacement  occur,  the  City  of  Birmingham  will  provide  assistance  pursuant  to  its  published 
Community  Development  Block  Grant  Anti-Displacement  and  Relocation  Assistance  Plan,  copies 
of  which  are  available  in  the  City's  Community  Development  Department,  10th  Floor,  City  Hall. 

The  City  of  Birmingham,  Alabama  will  submit  this  "Final  Statement  of  Community 
Development  Objectives  and  Projected  Use  of  Funds"  to  the  U.S.  Department  of  Housing  and 
Urban  Development  on  or  before  May  28,  1993.  The  City's  19th  Program  Year  of  Entitlement 
will  begin  July  1,  1993  and  will  run  through  June  30,  1994. 


James  R.  Land,  Director 
Department  of  Community  Development 
10th  Floor  City  Hall 
Birmingham,  Alabama   35203 

June  3.  10.  1993 
Dates  of  Publication 
The  Birmingham  Times  -  Legal 
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Mr.  Chairman  and  Members  of  the  Subcommittee: 

My  name  is  William  E.  Hanna,  Jr.  and  I  am  President  of  the  Montgomery  County  Council  in  nearby 
Maryland.  I  appear  before  you  today  on  behalf  of  the  National  Association  of  Counties  (NACo)'. 
for  whom  I  serve  as  its  Housing  Subcommittee  Chair.  I  am  also  here  representing  NACo's  affiliate, 
the  National  Association  for  County  Community  and  Economic  Development  (NACCED)^.  NACo 
and  NACCED  appreciate  the  Subcommittee's  solicitation  of  our  views  on  issues  relating  to 
reauthorization  of  the  nation's  housing  and  community  development  laws. 

At  the  outset,  Mr.  Chairman,  we  commend  you  for  holding  these  timely  hearings  on  reauthorization 
issues.  We  also  commend  you  for  introducing  H.R.  3838  which  reauthorizes  for  two  years  federal 
housing  and  community  development  programs  while  making  a  number  of  substantive  changes 
therein.  It  certainly  provides  an  excellent  starting  point  for  the  Subcommittee's  deliberations.  During 
my  testimony  this  morning  I  will  provide  NACo  and  NACCED's  comments  on  various  provisions 
which  are  currently  in,  or  which  we  wish  to  see  added  during  markup,  to  H.R.3838.  We  also 
understand  that  the  Clinton  Administration  will  submit  its  recommendations  with  respect  to 
reauthorization  later  this  month.  Once  we  review  those  proposals  we'll  be  happy  to  provide  the 
Subcommittee  with  our  views. 

Mr.  Chairman,  as  you  know  county  governments,  acting  through  NACo  and  NACCED,  have  assisted 
this  Subcommittee  and  the  Congress  over  the  years  in  helping  formulate  the  nation's  housing  and 
community  development  policies  and  programs  Our  work  was  very  much  in  evidence  as  you  enacted 
the  Housing  and  Community  Development  Act  of  1974  which  created  the  landmark  CDBG  program 
and  afforded  urban  counties  entitlement  status.  Urban  county  participation  in  the  CDBG  program 
has  grown  from  73  entitlement  jurisdictions  in  FY  1975  to  135  today.  We  were  also  there  when  you 
and  your  Congressional  colleagues  enacted  the  landmark  Cranston-Gonzalez  National  Affordable 
Housing  Act  of  1990,  with  its  centerpiece  the  HOME  program.  Currently  89  urban  counties  receive 
HOME  fijnds  directly,  while  61  consortia  have  been  formed,  all  of  which  include  counties.  Both  of 
these  programs  are  strongly  supported  by  the  nation's  counties,  as  they  are  flexible  tools  based  on  the 
premise  that  local  elected  officials,  in  concert  with  their  affected  low-  and  moderate-income  citizens, 
can  fashion  tailored  responses  to  their  unique  housing  and  community  development  problems. 

This  year  marks  the  twentieth  anniversary  of  the  CDBG  program.  HUD  Secretary  Cisneros  and 
others  have  pronounced  it  to  be  the  nation's  best  federal  domestic  program.  I  heartily  agree  with  this 
assessment.  Congress  must  as  well,  having  increased  funding  for  the  program  by  $200  million,  $600 
million,  and  $400  million  during  the  past  three  years  to  its  current  level  of  $4  4  billion. 


'NACo  is  the  only  national  organization  representing  county  government  in  the  United  States.  Its 
goals  are  to  improve  county  government,  act  as  liaison  with  other  levels  of  government,  present  the 
county  position  on  national  issues  and  advance  public  understanding  of  the  role  of  counties. 

^ACCED  members  administer  Community  Development  Block  Grant  (CDBG),  HOME  Investment 
Partnership  (HOME)  and  McKinney  Act  homeless  housing  programs  within  their  counties. 
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The  CDBG  program  has  been  responsibly  used  by  counties  and  cities  to  reclaim  blighted 
neighborhoods,  provide  needed  public  facilities  and  services,  and  to  expand  job  opportunities  for  low- 
and  moderate-income  persons.  In  the  1993  Annual  Report  to  Congress  on  the  Community 
Development  Block  Grant  program,  HUD  reported  that  more  than  90  percent  of  flinds  expended  in 
1990  went  for  activities  benefitting  low-  and  moderate-income  households,  in  iceeping  with 
Congressional  intent.  During  that  year,  urban  counties  continued  their  usual  pattern  of  spending, 
using  32  percent  of  their  funds  for  housing-  related  activities,  36  percent  of  their  funds  for  public 
works  activities,  8  percent  for  economic  development,  6  percent  for  public  services,  and  14  percent 
for  program  administration. 

In  Montgomery  County,  we  use  the  CDBG  program  for  a  variety  of  activities  including  faulities 
rehabilitation  and  public  services.  One  exemplary  activity  to  be  undertaken  with  CDBG  funds  in  1994 
is  fijnding  Silver  Spring  Vision,  a  non-profit  organization  which  will  oversee  the  rehabilitation  of  an 
old  bakery  into  a  day  center  for  the  homeless.  To  be  known  as  the  Silver  Spring  Counseling  and 
Renewal  Center,  the  Center  will  include  meals  provided  by  another  non-profit.  Shepherd's  Table, 
psychiatric  counseling,  job  counseling,  clothing  availability  and  support  groups.  Medical  services  are 
planned  at  a  later  date.  The  Center  will  open  late  this  year. 

Funding  for,  and  Refinements  to.  the  CDBG  Program 

Mr.  Chairman,  during  the  recent  NACo  Legislative  Conference  a  Resolution  was  adopted  which 
contains  NACo's  policy  recommendations  with  respect  to  funding  for,  and  refinements  to,  the 
Community  Development  Block  Grant  program.  A  copy  of  that  Resolution  is  attached.  I  would  like 
to  highlight  some  of  its  key  provisions. 

The  Resolution  calls  on  Congress  to  appropriate  in  FY  1995  a  minimum  of  $4.4  billion  for  CDBG. 
We  are  pleased  to  note  that  H.R.3838  authorizes  $4.53  billion  in  FY  1995  and  $4.66  billion  in  FY 
1996  for  CDBG.  We  support  these  authorization  levels.  We  also  support  the  $2. 1 1  billion  in  FY 
1995  and  $2.17  billion  for  FY  1996  in  loan  guarantee  authority  under  Section  108.  Likewise  we 
support  the  Administration's  "Economic  Development  Initiative,"  included  in  H.R.3838  whereby 
funds  recaptured  from  Urban  Development  Action  Grants  will  be  used  to  reduce  the  interest  rate, 
and/or  provide  a  loan  loss  reserve,  on  loans  made  for  economic  development  under  Section  108. 

We  must,  however,  point  out  that  NACo  is  opposed  to  the  proposal  in  the  FY  1995  budget  which 
would  set-aside  $200  million  in  CDBG  fiinds  for  a  new  LIFT,  "Leveraged  Investments  for 
Tomorrow"  program.  While  such  a  program,  focused  on  neighborhood-based  economic 
development,  may  be  an  appropriate  use  of  federal  funds,  we  could  not  support  it  at  the  expense  of 
funding  for  the  CDBG  program.  Taking  formula  grant  funding,  which  benefits  all  entitlement 
jurisdictions,  and  converting  it  to  discretionary  money  for  the  benefit  of  a  few  cannot  in  our  view  be 
justified. 

Another  very  important  element  of  the  Resolution  calls  on  Congress  to  resist  any  attempt  to  restrict 
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the  CDBG  program's  flexibility  by  limiting  eligible  activities,  requiring  proportionate  accounting  of 
low-  and  moderate-income  benefits,  or  making  certain  categories  of  current  grantees  ineligible  to 
receive  direct  allocations.  Allow  me  to  elaborate  on  this  recommendation. 

The  nation's  county  officials  were  deeply  disappointed  and  disturbed  over  the  "trashing"  the  CDBG 
program  took  on  the  floor  of  the  Senate  during  debate  last  year  on  the  Administration's  failed 
economic  stimulus  proposal.  As  you  will  recall  54  projects  were  singled  out  for  criticism  on  the  basis 
that,  as  recreational  facilities  like  swimming  pools  or  warming  huts,  they  represented  an  inappropriate 
use  of  CDBG  fijnds.  We  unabashedly  submit  that  a  swimming  pool  in  a  low-income  neighborhood, 
perhaps  serving  a  public  housing  project,  is  an  appropriate  use  of  CDBG  funds.  This  provides 
constructive  activities  for  young  people  and  an  alternative  to  violence  and  drugs.  Prohibiting  the 
fiinding  of  needed  recreational  facilities  with  CDBG  funds  would  strike  at  the  heart  of  the  program 
by  undermining  local  needs-identification,  local  priority-setting  and  local  flexibility.  We  strongly  urge 
Congress  to  resist  such  a  change. 

Likewise  we  are  strongly  opposed  to  requiring  a  proportionate  accounting  of  benefit.  You  will  recall 
that  the  previous  Administration  called  for  this  change,  as  has  HUD's  Inspector  General.  The 
proposal  was  debated  at  length  by  the  full  House  Banking  Committee  in  1990  and  resoundingly 
rejected.  Such  accounting  would  make  it  very  difficult,  if  not  impossible,  for  a  community  to 
undertake  priority  area-benefit  activities.  In  addition,  it  would  severely  hamper  our  efforts  to  stabilize 
marginal,  mixed  income  neighborhoods  that  may,  in  the  absence  of  CDBG  improvements,  be  overrun 
with  blight,  and  thereby  require  more  substantial  revitalization  efforts  later  on. 

Mr.  Chairman,  as  you  know  the  Congress  mandated  that  HUD  undertake  a  study  of  the  adequacy  of 
the  existing  CDBG  formula  and  report  back  with  recommended  changes  by  July,  1 993 .  While  we 
have  not  seen  it,  there  are  hints  that  the  study  may  recommend  that  certain  categories  of  current 
entitlement  recipients  be  rendered  ineligible  to  receive  funding  directly  from  HUD,  based  apparently 
on  the  notion  that  they  are  too  wealthy  and  thus  do  not  have  a  need.  Should  the  study  make  such  a 
recommendation,  we  urge  you  to  reject  it. 

There  are  a  number  of  reasons  why.  First,  to  be  poor  in  a  wealthy  jurisdiction  is  usually  more  difficult 
than  in  one  where  those  of  similar  lower  incomes  reside.  Second,  to  the  extent  that  formulae,  either 
the  current  or  some  other,  are  a  proxy  for  need,  the  funds  will  be  directed  toward  that  need.  Thus 
if  a  jurisdiction's  relative  need  is  less,  it  will  get  less  funding.  Finally,  let's  not  forget  that  CDBG 
funds  result  from  federal  taxes  collected.  The  taxpayers  residing  in  jurisdictions  which  currently 
receive  CDBG  funds  should  not  be  arbitrarily  excluded  from  seeing  a  return  of  some  of  those  dollars 
to  their  jurisdiction  to  benefit  lower  income  persons  residing  there. 

The  Subcommittee  may  be  asked  to  consider  a  proposal  to  increase  the  CDBG  public  services  cap 
from  15  to  20  percent.  NACo  does  not  support  this  increase.  CDBG  is  primarily  an  infi^astructure 
program.  It  should  remain  so  with  only  incidental  public  services  eligible  within  a  narrow  cap. 
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Funding  for,  and  Refinements  to.  the  HOME  Investment  Partnerships  Program 

Mr.  Chairman,  the  HOME  program  is  just  now  realizing  the  potential  which  those  of  us  who  fought 
for  it  anticipated.  According  to  the  latest  information  compiled  by  HUD  of  the  $2.5  billion 
appropriated  by  Congress  in  FY  1992  and  1993,  60  percent  is  supporting  rental  housing,  and  39 
percent  is  assisting  homebuyers/homeowners.  Nineteen  percent  is  being  used  for  new  housing 
construction,  71.7  percent  for  rehabilitation,  6  percent  for  acquisition,  and  2.9  percent  for  rental 
assistance.  The  amount  of  HOME  fijnds  per  unit  is  averaging  $19,442  for  new  construction  and 
$17,140  for  rehabilitation.  What  we  are  seeing  here  is  an  emphasis  on  rehabilitation  where  it  is  the 
most  cost-eflFective  means  of  addressing  local  housing  needs  as  Congress  intended,  as  well  as  the 
prudent  use  of  HOME  funds  on  a  per  unit  basis.  In  fact,  according  to  HUD,  $1  of  HOME  funds  is 
leveraging  $1.33  in  other  funds. 

What  is  truly  amazing,  and  certainly  to  be  applauded,  is  the  deep  targeting  which  is  occurring  in  the 
use  of  HOME  fijnds.  For  rental  housing,  43.2  percent  of  the  fiinds  are  benefitting  households  whose 
income  falls  between  0  and  30  percent  of  the  median  income,  23.7  percent  for  those  with  incomes 
between  31  and  50  percent  of  median,  7.2  percent  for  those  between  51  and  60  percent  of  median, 
and  2.1  percent  for  those  between  61  and  80  percent.  On  the  homeownership  side,  78.7  percent  of 
the  funds  are  benefitting  those  below  60  percent  of  median,  while  213  percent  are  providing  benefit 
to  those  fi-om  61-80  percent  of  median.  While  the  statute  calls  for  targeting  all  funds  to  those  at  or 
below  80  percent  of  median.  Participating  Jurisdictions  are  in  fact  targeting  well  below  that  level. 

HUD  currently  determines  that  HOME  funds  are  committed  to  a  project  whenever  an  entry  is  made 
in  the  Cash/Management  Information  System.  This  system  shows  that  as  of  the  end  of  February,  61.4 
of  the  FY  1992  and  9  percent  of  the  FY  1993  HOME  funds  have  been  committed.  These  HUD 
figures  are  somewhat  misleading.  For  a  variety  of  reasons,  many  HOME  Participating  Jurisdictions 
do  not  enter  projects  into  the  C/MI  system  until  late  in  the  process  despite  having  the  fijnds  under  a 
locally  executed,  legally  binding  contract.  Thus,  while  it  may  appear  that  Participating  Jurisdictions 
cannot  use  all  of  the  funds  Congress  has  appropriated,  this  is  emphatically  not  the  case.  We  have 
been  working  with  HUD  to  change  the  regulatory  definition  of  commitment  to  one  which  will  more 
appropriately  conform  HOME  to  the  CDBG  program's  definition  of  commitment,  i.e  subject  to  a 
legally  binding  contract.  We  are  optimistic  that  HUD  will  so  modify  its  regulations. 

In  Montgomery  County  we  are  using  HOME  fijnds  to  support  a  number  of  different  housing 
activities.  The  Montgomery  Housing  Partnership,  a  qualified  Community  Housing  Development 
Organization  (CHDO),  is  receiving  fijnding  to  oversee  the  rehabilitation  and  conversion  of  an  old 
motel  in  Rockville  into  80  plus  units  of  one  and  two  bedroom  rental  units.  The  targeted  population 
is  50-60  percent  of  median.  Our  County  Housing  Opportunities  Commission  has  under  construction, 
using  HOME  funds,  a  rental  townhouse  development,  with  15  units  set-aside  for  households  at  or 
below  30  percent  of  median  income.  HOME  is  a  very  important  resource  used  by  the  County  in 
combination  with  our  own  and  other  resources  to  help  meet  the  housing  needs  of  our  very  low- 
income  citizens. 
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NACo  has  also  adopted  a  Resolution  containing  our  policy  on  funding  for,  and  refinements  to  the 
HOME  program.  As  to  an  appropriations  level  for  FY  1995,  the  Resolution  calls  on  Congress  to 
approve  a  level  of  no  less  than  $1,275  billion,  equivalent  to  this  year's  level.  We  are  pleased  to  note 
that  H.R.  3838  provides  for  a  two-year  reauthorization  of  HOME  at  $2.23  billion  for  FY  1995  and 
$2.3  billion  for  FY  1996.  We  support  these  authorization  levels. 

We  also  note  that  H.R.  3838  contains  a  number  of  noncontroversial  refinements  to  the  HOME 
program.  These  refinements  were  recommended  by  a  number  of  national  organizations,  including 
NACo,  to  HUD  last  summer  and  were  subsequently  proposed  by  HUD  to  the  Congress  and 
incorporated  in  S.  1299.  That  legislation  passed  the  Senate  but  was  not  acted  upon  by  the  House. 
Among  these  refinements  are  a  leveling  of  the  nonfederal  matching  requirement  to  25  percent,  making 
it  easier  to  account  for  the  targeting  requirements  by  allowing  Participating  Jurisdictions  to  track 
units-assisted  rather  than  funds  spent,  and  eliminating  the  requirement  that  those  assisted  with  HOME 
funds  be  first-time  homebuyers  as  opposed  to  merely  low-income  homebuyers.  We  are  pleased  to 
support  these  noncontroversial  refinements,  and  we  recommend  that  the  Subcommittee  go  beyond 
them  by  incorporating  others  included  in  the  NACo  Resolution.  There  are  a  couple  I'd  like  to 
highlight. 

NACo  recommends  that,  rather  than  requiring  an  annual  on-site  review  of  each  HOME-funded 
project.  Congress  require  Participating  Jurisdictions  to  prepare  and  follow  a  monitoring  plan  which 
enables  them  to  assure  compliance  with  the  program's  occupancy  restrictions.  Such  a  plan  might 
provide  for  an  annual  desk  review  of  tenant  files  supplemented  by  an  on-site  inspection  every  three 
years.  This  is  done  currently  with  respect  for  units  assisted  through  federal  Low-Income  Housing 
Tax  Credits. 

We  believe  that  Participating  Jurisdictions  should  have  the  ability  to  use  HOME  funds  to  provide 
credit  enhancement  by  securing  loans  made  by  private  lenders.  We  also  recommend  that  Congress 
authorize  within  HOME  a  loan  guarantee  program  comparable  to  the  Section  108  program  under 
CDBG.  This  would  enable  Participating  Jurisdictions  to  undertake  larger  projects. 

There  are  two  provisions  in  H.R.3838  which  we  would  like  to  see  modified.  One  is  to  eliminate  the 
earmark  of  $25  million  oflFthe  top  of  the  HOME  allocation  for  the  National  Community  Development 
Initiative.  We  understood  that,  when  authorized  last  year,  this  was  a  one-time  authorization,  whereby 
foundations'  funding  would  be  leveraged  to  provided  capacity  building  for  nonprofit  entities.  While 
we  certainly  support  such  capacity  building,  there  is,  in  our  view,  adequate  funding  for  nonprofits 
through  the  existing  $14  million  set-aside  in  the  HOME  program.  We  also  urge  the  Subcommittee 
to  restore  the  $500,000  threshold  for  direct  funding.  Current  law  provides  for  dropping  the  threshold 
whenever  the  HOME  appropriation  drops  below  $1.5  billion.  We  are  concerned  that  the  growth  of 
Participating  Jurisdiction  over  time  will  result  in  a  diminution  of  the  flinds  available  to  those  who  are 
already  receiving  allocations  of  funds  directly. 

I  would  like  to  add  NACo's  voice  of  support  to  the  efforts  of  HUD  and  the  Congress  to  reform  FHA's 
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multifamily  property  disposition  program.  The  existing  inventory  of  HUD  foreclosed  properties  is 
a  drain  on  the  federal  treasury  and  keeps  HUD  in  the  position  of  landlord,  something  it  does  not  by 
its  own  admission  do  very  well.  We  were  pleased  to  hear  you  say  recently  that  the  issue  is  expected 
to  be  resolved  shortly,  with  legislation  passing  the  Congress  later  this  month.  We  applaud  your 
efforts. 

Although  I  have  focused  primarily  on  issues  pertaining  to  the  CDBG  and  HOME  programs,  I  want 
to  briefly  comment  on  several  issues.  One  has  to  do  with  the  president's  FY  1995  budget,  which 
would  nearly  double  homeless  assistance.  While  NACo  recognizes  the  need  for  and  supports 
additional  funding  to  address  homelessness,  county  officials  urge  that  these  intensified  efforts  not  be 
at  the  expense  of  fijnding  for  existing  programs  like  HOME,  public  housing,  and  housing  for  the 
elderly  and  handicapped.  If  we  are  to  seriously  confront  the  housing  crisis  in  this  country,  it  is 
imperative  that  we  sustain  funding  for  permanent  housing  for  all  of  our  citizens  in  need  of  decent  and 
affordable  accommodations. 

The  President's  budget  also  proposes  consolidating  McKinney  Act  programs  into  a  more  unified 
delivery  system  for  the  homeless.  NACo  has  long  standing  policy  in  support  of  allocating  homeless 
assistance  funds  through  a  formula-driven  block  grant  program. 

In  closing,  Mr  Chairman,  counties  have  a  deep  interest  and  special  role  in  meeting  the  urgent  needs 
of  persons  living  with  ATOS.  The  federal  government  took  an  important  step  in  assisting  state  and 
local  governments,  including  counties,  to  address  one  aspect  of  their  need  through  the  Housing 
Opportunities  for  Persons  with  AIDS  (HOPWA)  program.  Prior  to  1992,  counties  and  cities 
throughout  the  country  developed  fair  allocation  and  implementation  procedures  to  meet  the  needs 
of  entire  communities.  Counties  were  major  participants,  because  the  majority  of  Ryan  White  Title 
I  areas  are  in  county-based  systems  of  care,  and  those  counties  continue  to  receive  direct  funding  for 
treatment  and  other  services.  These  effective  working  relationships  were  disrupted  when  the  Housing 
and  Community  development  Act  of  1992  modified  the  program  to  bar  counties  from  acting  as 
grantees  or  implementing  agencies  for  metropolitan  communities,  even  where  counties  have  been  so 
designated  by  agreement  with  other  jurisdictions  within  the  community  during  the  program's  first  fliil 
year.  NACo  urges  that  this  Subcommittee  to  amend  Section  605  of  the  Housing  and  Community 
Development  Act  of  1992  to  permit  counties,  as  well  as,  cities  to  serve  as  grantees  and  allocating 
agencies  for  the  HOPWA  program. 

Thank  you  for  the  opportunity  to  present  NACo  and  NACCED's  views. 
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2G.       Resolution  on  Funding  for  and  Refinements  to  the  Community  Development 

Block  Grant  Program 


WHEREAS,  the  Community  Development  Block  Grant  (CDBG)  program 
remains  the  premier  federal  tool  for  neighborhood  stabilization,  revitalization,  and 
economic  development;  and 

WHEREAS,  the  Housing  and  Community  Development  Act  of  1 992  contains  a 
number  of  refinements  to  the  CDBG  program  which  give  county  officials  more  flexibility 
in  its  use;  and 

WHEREAS,  additional  funding  and  fijrther  refinements  are  needed  to  increase  the 
program's  effectiveness: 

THEREFORE,  BE  FT  RESOLVED  that  the  National  Association  of  Counties 
urges  Congress  to  recognize  the  need  for  increased  annual  appropriations  to  meet  pressing 
needs  and  to  appropriate  a  minimum  of  $4  4  billion  for  CDBG  in  fiscal  1995;  and 

BE  IT  FURTHER  RESOLVED  that  new  initiatives  for  economic  development 
should  be  authorized  and  appropriated  apart  fi-om  the  $4.4  billion  for  CDBG,  and 

BE  IT  FURTHER  RESOLVED  that  the  National  Association  of  Counties  urges 
Congress  to  make  the  following  changes  in  the  CDBG  program: 

A.  Modify  the  CDBG  eligible  activity  housing  services  by  removing  the 
requirement  that  they  be  subject  to  the  administrative  cap  since  they  are 
activity  delivery  costs  not  otherwise  subject  to  the  cap; 

B.  Clarify  that  CDBG  flinds  may  be  used  for  administration  of  housing 
activities  pursuant  to  an  approved  CHAS, 

C.  Increase  from  eight  to  twelve  units  the  threshold  for  triggering  Davis- 
Bacon  wage  rate  requirements  in  order  to  conform  CDBG  to  the  HOME 
program, 
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D.  Revise  the  definition  of  eligible  subrecipients  to  include  community 
housing  development  organizations  (CHDOs)  as  defined  under  HOME; 

E.  Provide  administrative  cap  relief  by: 

1 .  legislating  that  assistance  to  minority  and  women-owned 
businesses  and  fair  housing  activities  are  presumed  to  directly 
benefit  low-  and  moderate-income  persons,  thus  making  them 
directly  eligible; 

2.  clarifying  that  overall  commimity  development  planning  and 
administration  are  within  the  administrative  cap,  while  project- 
specific  planning  and  administration  are  directly  eligible  as 
program  delivery  costs; 

F.  Express  opposition  to  a  planned  rule  that  would  require  all  program 
income,  including  program  income  in  a  revolving  fund,  to  be  substantially 
disbtjrsed  before  additional  withdrawals  are  made  fi-om  the  U.S.  Treasury; 

G.  Eliminate  the  ten-day  limit  on  funds  deposited  into  escrow  accounts  by 
CDBG  entitlement  grantees  for  use  in  funding  loans  and  grants  for 
rehabilitation  of  privately  owned  residential  property; 

H.  Authorize  the  use  of  funds  recaptured  from  Urban  Development  Act 
Grants  to  reduce  the  interest  rate  and  create  a  loan  loss  reserve  on  loans 
made  under  the  CDBG  Section  108  loan  program; 

I.    Oppose  any  effort  to  reduce  fi-om  the  current  1 .5  to  1  the  amount  of  CDBG 
funds  which  a  grantee  may  have  in  its  line  of  credit  60  days  prior  to  the 
start  of  its  next  program  year;  and 

J.    Oppose  any  attempt  to  restrict  the  CDBG  program's  flexibility  by  limiting 
eligible  activities,  requiring  proportionate  accounting  of  low-  and 
moderate-income  benefits,  or  making  certain  categories  of  current  grantees 
ineligible  to  receive  direct  allocations,  and 

BE  IT  FURTHER  RESOLVED  that  the  National  Association  of  Counties  urges 
the  Department  of  Housing  and  Urban  Development  to  take  the  following  administrative 
actions  with  respect  to  the  CDBG  program: 

A.  Implement  accurately  through  regulations  and  gmdance  the  provisions  in 
the  Housing  and  Community  Development  Act  of  1 992  that  prohibit  a 
"but  for"  requirement  on  CDBG  fimding  for  economic  development; 
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B.  Amend  the  CDBG  regulations  (24  CFR  570.201(c))  public  facilities 
regarding  special  needs  housing  to  read:  "examples  include,  but  are  not 
limited...";  and 

C.  Implement  as  quickly  as  possible  the  provisions  of  the  1992  Act  that 
provide  for  technical  training  of  HUD  staff  who  work  with  and  monitor 
the  economic  development  activities  of  CDBG  grantees. 

D.  Establish  income  limits  based  on  a  metropolitan  area's  actual  median 
income  and  remove  the  U.S.  median  family  income  level  as  the  "cap"  on 
all  income  limits. 


Adopted  July  20,  1993 

Revised  by  the  Community  &  Economic  Development  Steering  Committee  March  3, 
1994  (unanimous) 
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NATIONAL 
ASSOCIATION 

COUNTIES 


440  First  Si  .\W.  Washington.  DC  2000/ 
2n2/i9i-62i6 


2A.  Resolution  on  Funding  for  and  Refinements  to  the  HOME  Investment 
Partnerships  Program 


WHEREAS,  the  Housing  and  Community  Development  Act  of  1992  contains  a 
number  of  refinements  to  the  HOME  program  which  give  county  officials  more  flexibility 
to  use  this  tool  to  expand  the  supply  of  affordable  housing,  but  additional  refinements  are 
needed  to  simplify  and  increase  HOME'S  flexibility  even  further;  and 

WETEREAS,  the  HOME  program  is  fiinded  at  $1,275  billion  for  fiscal  1994,  and 
the  president's  budget  proposes  fiinding  it  at  $1  billion  in  fiscal  1995; 

WHEREAS,  all  housing  and  community  development  programs,  including  HOME 
must  be  reauthorized  in  1994; 

THEREFORE,  BE  Yl  RESOLVED  that  the  National  Association  of  Counties 
urges  Congress  to  fijnd  HOME  at  least  at  $1,275  in  fiscal  1995;  and 

BE  IT  FURTHER  RESOLVED  that  Congress  make  the  following  refinements 
to  the  HOME  program  when  it  is  reauthorized: 

1.  Matching  requirements— replace  the  current  two-tiered  match  of  30  percent 
for  new  construction  and  25  percent  for  all  other  activities  with  a  uniform  25  percent 
match.  Modify  the  automatic  match  waiver  by  eliminating  the  phased  reduction  of  either 
50  percent  or  100  percent.  Communities  should  qualify  for  a  100  percent  waiver  if  they 
meet  either  of  two  distress  criteria;  poverty  or  per  capita  income.  States  and  localities  that 
are  experiencing  cyclical  distress  (for  example,  a  lag  in  tax  receipts)  also  should  qualify  for 
a  100  percent  match  waiver; 

2    Rent  calculations— replace  the  existing  requirement  that  eligible  rental  housing 
bear  rents  no  greater  than  the  lesser  of  existing  Fair  Market  Rent  or  an  amount  not 
exceeding  30  percent  of  the  adjusted  income  for  a  family  whose  income  equals  65  percent 
of  area  median,  with  a  requirement  that  a  rent  not  greater  than  the  Fair  Market  Rent  may 
be  charged. 
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3.  Targeting  requirements  for  rental  housing—delete  the  present  requirement 
that  a  HOME-assisted  project  must  have  at  least  20  percent  of  the  units  set  aside  for  those 
at  50  percent  of  median  income  or  less;  replace  the  current  program-wide  targeting  of 
100  percent  of  the  funds  at  80  percent  of  median  or  less,  and  90  percent  of  the  fiinds  at  60 
percent  of  median  or  less,  with  a  requirement  that  100  percent  of  the  funds  be  spent  on 
activities  which  benefit  those  at  80  percent  of  median  income  or  less.  This  change  would 
conform  the  rental  housing  targeting  to  that  which  applies  to  ownership  housing.  Deeper 
targeting  would  prevail  when  HOME  is  used  in  conjunction  with  another  program  with 
deeper  targeting  requirements; 

4.  Monitoring  requirements—rather  than  an  annual  on-site  review  of  each 
project,  require  that  participating  jurisdictions  prepare,  subject  to  HUD  approval,  a 
monitoring  plan  which  enables  them  to  assure  compliance  with  the  program's  occupancy 
restrictions; 

5.  Community  Housing  Development  Organizations  (CHDOs)— modify  the 
current  definition  of  CHDOs  by  eliminating  the  neighborhood  representation  requirement 
and  making  it  consistent  with  other  federal  programs  such  as  the  Low-Income  Housing 
Tax  Credit; 

6.  CHDO  activities— permit  CHDOs  to  undertake  any  eligible  HOME  activity 
within  the  CHDO  set-aside  fimds; 

7.  Recapture  of  funds  used  for  home  ownershipmodify  the  requirement  that 
fiinds  used  for  home  ovmership  which  are  recaptured  be  used  only  for  home  ownership, 
allowing  them  instead  to  be  used  for  any  HOME-eligible  activity; 

8.  Construction  Guarantees  and  Bridge  Financing-amend  the  statute  to  permit 
HOME  fimds  to  be  used  for  loan  guarantees  for  single  and  multifamily  housing  and 
bridge  financing  for  tax  credit  projects; 

9.  Long  term  loan  guarantee  program  within  HOME-  -  amend  the  statute  to 
authorize  a  long  term  loan  guarantee  program  under  HOME  comparable  to  the  Section 
108  loan  guarantee  program  imder  Commimity  Development  Block  Grants  in  order  to 
allow  participating  jurisdictions  to  undertake  rental  projects; 

10.  Use  of  HOME  funds  for  program  administration—clarify  that  the  10 
percent  of  a  participating  jurisdiction's  allocation  which  can  be  used  for  program 
administration  applies  to  the  funds  until  they  are  expended; 

1 1 .  Compliance  with  targeting  requirements— replace  the  current  law 
requirement  that  income  targeting  be  accoimted  for  by  fimds  expended,  with  a 
requirement  that  fiinds  be  accoimted  for  by  units  assisted; 
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12.  Use  of  HOME  for  loan  guarantees— specifically  allow  compensating 
balance  as  a  form  of  loan  guarantee  in  the  HOME  program; 

13.  Amend  the  HOME  program— to  authorize  newly  formed  or  expanded 
consortia  to  receive  funding  for  their  non-entitled  share  fi-om  the  state  rather  than  the 
local  share; 

14.  Mixed  use  projects-amend  the  HOME  program  to  eliminate  the  requirement 
that  mixed  use  projects  be  at  least  5 1  percent  residential  use; 

15.  Davis-Bacon— conform  the  HOME  program  to  the  Community  Development 
Block  Grant  program  by  exempting  housing  that  is  constructed  with  non-HOME  funds 
fi'om  the  Davis-Bacon  prevailing  wage  requirements  when  HOME  funds  only  are  used 
for  land  acquisition,  and 

16.  CHDO  -  modify  the  CHDO  requirements  to  permit  a  carryover  credit  for 
funding  provided  in  excess  of  the  required  15  percent  set  aside  in  any  year. 

BE  IT  FURTHER  RESOLVED  that  the  National  Association  of  Counties  calls 
on  the  Department  of  Housing  and  Urban  Development  to  make  fiirther  regulatory 
refinements  in  the  HOME  program  as  follows: 

1 .  Home  activity  delivery  costs— conform  the  treatment  of  activity  delivery  costs 
under  the  HOME  program  to  that  under  the  CDBG  program,  i.e.,  allow  them  to  be 
charged  to  the  eligible  activity  with  which  they  are  associated  and  include  the  cost  of 
monitoring  project  compliance  as  an  eligible  delivery  cost; 

2.  Definition  of  HOME  project— permit  participating  jurisdictions  the  flexibility 
to  define  what  constitutes  a  HOME  project  rather  than  limiting  a  project  to  site(s)  or 
building(s)  within  a  four  block  area; 

,3.  Use  of  HOME  funds  for  initial  project  operating  reserves— remove  the 
restriction  in  the  regulations  which  limit  funding  for  a  project's  operating  deficit  reserve 
during  rent-up  to  1 8  months; 

4.  Equity  investments  for  project  financial  work— outs  -  clarify  that  equity 
investments  made  as  part  of  the  financial  work-out  of  an  existing  low-income  housing 
project  are  an  eligible  use  of  HOME  funds; 

5.  Cash  and  Management  Information  System  (C/MI)  projects— permit 

participating  jurisdictions  to  establish  as  projects  within  the  C/MI  system  home 
ownership  and  rental  assistance  programs  rather  than  a  separate  project  for  each 
household  assisted. 
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6.  Pre-environmental  clearance  cost—make  pre-environmental  clearance 
activity  costs  (appraisal,  lead/asbestos  inspections,  energy  calculations,  consultants) 
reimbursable  activity  delivery  costs  in  order  to  permit  participating  jurisdictions  to 
undertake  them; 

7.  Additional  forms  of  matching  contributions— clarify  that  the  difference 
between  acquisition  cost  and  the  appraised  value  of  land  or  other  real  property,  acquired 
with  or  without  federal  resources,  is  eligible  match.  The  regulations  currently  allow  such 
a  differential  to  count  in  the  case  of  properties  acquired  from  the  Resolution  Trust 
Corporation  for  affordable  housing; 

8.  Projects  out  of  compliance— clarify  that,  in  the  event  that  a  project  which  a 
participating  jurisdiction  funds  falls  out  of  compliance  with  the  requirements  of  HOME, 
the  jurisdiction  shall  first  seek  to  return  the  project  to  compliance,  then  if  necessary,  make 
reasonable  efforts  to  see  that  the  project  developer  repays  the  HOME  subsidy;  but  in  the 
event  that  the  developer/owner  cannot  repay  the  subsidy,  permit  HUD  to  reduce  future 
grants,  but  not  require  the  jurisdiction  to  repay  such  subsidy  to  its  HOME  trust  fund  or  to 
HUD; 

9.  Housing  quality  standards  and  HOME— assisted  housing  -  exempt  housmg 
units  receiving  $5,000  or  less  in  HOME  funds  for  weatherization,  emergency  assistance, 
home  repair,  or  accessibility  from  Section  8  housing  quality  standards; 

1 0.  Environmental  review— provide  an  exemption  from  the  requirements  for 
rehabilitation  of  one  to  four  units  and  all  owner-occupied  rental  and  home  ownership 
projects  and  provide  flexibility  by  permitting  one  environmental  review  for  projects 
receiving  both  HOME  and  CDBG  funds; 

11.  CHDO  operating  funds— clarify  that,  at  the  discretion  of  the  participating 
jurisdiction,  that  up  to  5  percent  of  its  allocation  which  may  be  made  available  for  CHDO 
operating  assistance  may  be  taken  from  witliin  or  outside  the  CHDO  set-aside; 

12.  Drawdown  of  HOME  funds— increase  from  15  to  30  days  the  time  frame 
within  which  funds  drawn  down  must  be  spent; 

13.  Definition  of  net  proceeds  for  home  ownershipclarify  that  the  defmition  of 
net  proceeds  includes  improvements  made  to  the  property  by  the  owner; 

14.  Spending  HOME  funds— clarify  that  participating  jurisdictions  may  commit 
current  year  HOME  fands  prior  to  having  fully  committed  prior  year.fimds  in  order  to 
permit  them  to  take  advantage  of  opportunities  such  as  the  acquisition  of  land  for 
affordable  housing; 

15.  C/MI  system  for  tenant  assistance— eliminate  the  requirement  that  specific 
information  (social  security  number,  amount  of  tenant  contribution,  amount  of  subsidy) 
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be  provided  up  front  on  each  tenant  to  be  assisted  with  HOME  fluids,  requiring  instead 
that  such  information  be  contained  in  the  completion  report; 

16.  Affordability  period-remove  the  requirement  that  the  affordability  period 
correspond  to  the  30-year  term  of  the  FHA  mortgage  msurance  commitment  placed  on 
the  unit.  Instead,  the  HOME  affordability  requirements  should  prevail; 

17.  Single  Room  Occupancy  (SRO)  projects-conform  HOME'S  definition  of 
SRO  projects  to  that  used  in  other  federal  programs  such  as  the  McKinney  Homeless 
programs,  to  permit  HOME  to  be  used  in  combination  with  these  programs; 

18.  Davis  Bacon— eliminate  the  Davis-Bacon  requirements  for  HOME  projects  of 
12  or  fewer  units  that  are  intended  to  be  sold  to  individuals  as  separate  imits; 

19  .Site  and  Neighborhood  Standards— eliminate  the  requirement  that  HOME 
fimded  new  construction  projects  comply  with  Section  8  site  and  neighborhood  standards. 


Adopted  July  20,  1993 

Revised  by  Community  and  Economic  Development  Steering  Committee,  March  5, 1994 
(unanimous) 
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March  16,  1994,  hearing  held  by  the 

Subcommittee  on  Housing  and  Community  Development, 

entitled  "H.R.  3838,  Housing  and  Community 

Development  Act  of  1994" 

QUESTIONS  FROM  CHAIRMAN  HENRY  B.  GONZALEZ  TO 
HONORABLE  WILLIAM  E.  HANNA,  JR. 

1.  What  are  your  suggestions  as  how  to  promote  the  amount  of 
economic  development  activities  conduted  by  CDBG  recipients.  Will 
the  UDAG  recaptures,  which  may  provide  the  Department  with  only 
$100  million  in  extra  funding,  used  in  conjunction  with  the  section 
108  loan  guarnatees  reduce  communities'  reluctance  to  engage  in 
economic  development  activities  with  section  108  loan  guarantees. 

Are  local  community  development  agencies  aware  of  the  section  108 
program  and  its  requirements?  Do  they  have  the  capacity  to  create 
viable  loans  arrangements  with  other  organizations  or  is  greater 
technical  assistacne  needed  to  assist  them?  Do  you  fell  as  if  HUD 
has  the  capacity  to  review  these  laon  applications  and  make  a 
informed  judgeemnt  as  to  whether  they  are  worth  the  risk? 

2.  In  your  estimation,  what  hinders  communities  from  conducting 
economic  development  activities?  Is  legislative  or  regulatory 
change  necessary  to  increase  communities'  participation  in  economic 
development  activities? 

3.  How  do  you  feel  about  increasing  the  public  servies  cap  in  he 
CDBG  program? 

4  .  How  do  you  feel  about  expanding  the  eligible  activities  for 
Section  108  loan  guarantees  for  the  purpose  of  financing  non- 
housing,  community  facilities? 

5.  In  your  testimony  you  recommend  that  HOME  funds  be  used  as  a 
credit  enhancement  for  conventional  loans  and  that  HOME  funds  be 
used  for  housing  as  CDBG  funds  are  used  under  the  Section  108  loan 
guarantee  program. 

Can  you  elaborate  on  these  two  ideas? 


6.  Can  you  comment  on  CHDO  activities,  their  expenditure  rates, 
and  capabilities?  Are  participating  jurisdictions  still  having 
difficulties  in  identifying  CHDOs? 

7.  How  often  are  HOME  funds  being  used  for  tenant  based  rental 
assistance? 

8.  In  your  testimony  you  have  noted  HUD's  interpretation  of 
statutory  provisions  concerning  match.  Can  you  give  us  other 
examples  of  regulatory  "over  interpretation" --not  now  but  in 
writing,  so  that  if  necessary  we  can  reaffirm  Congressional  intent? 
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(Hon.  Hanna's  Responses — 3/16/94) 


QUESTIONS  FROM  CHAIRMAN  HENRY  B.  GONZALEZ  TO 
HONORABLE  WILLIAM  E.  HANNA,  JR. 

1 .  What  are  your  suggestions  on  how  to  promote  the  amount  of  economic 
development  activities  conducted  by  CDBG  recipients?  Will  the  UDAG 
recaptures,  which  may  provide  the  Department  with  only  $  1 00  million  in  extra 
funding,  used  in  conjunction  with  the  section  108  loan  guarantees,  reduce 
communities'  reluctance  to  engage  in  economic  development  activities  with 
Section  108  loan  guarantees? 

Are  local  community  development  agencies  aware  of  the  section  108  program  and 
its  requirements?  Do  they  have  the  capacity  to  create  viable  loan  arrangements 
with  other  organizations  or  is  greater  technical  assistance  needed  to  assist  them? 
Do  you  feel  that  HUD  has  the  capacity  to  review  these  loan  applications  and  make 
an  informed  judgment  as  to  whether  they  are  worth  the  risk? 

Mr.  Hanna:  The  greatest  obstacle  counties  have  encountered  in  their  efforts  to  use  CDBG 
for  economic  development  was  overly  restrictive  regulations  promulgated  by  the 
previous  administration.  We  are  encouraged  that  the  attitude  at  HUD  has  changed 
to  one  that  promotes  economic  development.  I  am  unable  to  guage  the  full  impact 
that  the  expansion  of  the  section  108  program  will  have  on  utilization  by 
participating  jurisdiction.  County  officials  support  the  expansion  of  this  program 
and  more  attention  now  is  being  focused  on  it.  1  believe  that  HUD  field  staff  could 
benefit  fi-om  technical  assistance  on  the  section  108  program  in  order  to  make 
better  informed  judgments  on  how  counties  use  it. 

2.  In  your  estimation,  what  hinders  communities  fi-om  conducting  economic 
development  activities?  Is  legislative  or  regulatory  change  necessary  to  increase 
communities'  participation  in  economic  development? 

Mr.  Hanna:  As  stated  in  my  response  to  question  #1,  HUD's  attitude  has  been  the  biggest 
obstacle.  We  are  reviewing  the  draft  regulations  that  implement  changes  on  use  of 
CDBG  for  economic  development  that  were  enacted  in  the  Housing  and 
Community  Development  Act  of  1992.  County  officials  support  changes  made  in 
that  Act  and  would  be  pleased  to  offer  comments  on  the  draft  regulations  once  we 
have  had  an  opportunity  to  review  them  thoroughly. 

3.  How  do  you  feel  about  increasing  the  public  service  cap  in  the  CDBG  program. 

Mr.  Hanna:  County  officials  do  not  support  this  change,  because  CDBG  should  remain 
primarily  an  physical  improvement  program  with  only  incidental  funding  for 
public  services.  I  feel  the  15  percent  cap  on  use  of  CDBG  for  public  services  is 
appropriate. 
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4.  How  do  you  feel  about  expanding  the  eligible  activities  for  Section  108  loan 
guarantees  for  the  purpose  of  financing  non-housing,  community  facilities. 

Mr.  Hanna:  I  am  pleased  that  S.  1299  contains  this  expansion. 

5.  In  your  testimony  you  recommend  that  HOME  funds  be  used  as  a  credit 
enhancement  for  conventional  loans  and  that  HOME  fiinds  be  used  for  housing  as 
CDBG  fimds  are  used  under  the  Section  108  loan  guarantee  program.  Can  you 
elaborate  on  these  two  ideas? 


Mr.  Hanna:  Under  such  a  proposal,  a  participating  jurisdiction  would  agree  to  guarantee 
all  or  some  portion  of  a  loan  made  by  a  lender  for  a  HOME  assisted  single  or 
multifamily  project.  The  loan  could  be  for  up  to  five  years  and  could  cover 
construction  in  the  case  of  single  family  housing  (to  replace  savings  and  loans 
which  formerly  made  such  loans),  or  construction,  rent-up  and  a  year  or  two  of 
occupancy  for  multifamily  rental  housing.  The  guarantee  would  constitute  a 
pledge  of  some  or  all  of  the  participating  jurisdiction's  current  year  allocation.  The 
amount  of  the  guarantee  could  decline  over  the  term  of  the  loan.  The  participating 
jurisdiction  would  not  draw  down  the  funds  for  the  guarantee,  but  would  reserve 
the  amount  in  its  HOME  trust  fund.  Only  in  the  event  of  a  default  would  the  fiinds 
be  drawn  down.  Fannie  Mae  and  Freddie  Mac  could  be  encouraged  to  buy  the 
permanent  loans  which  take  out  these  loans. 

I  believe  the  statute  should  be  amended  to  create  the  equivalent  of  a  CDBG  Section 
108  loan  guarantee  program  within  HOME.  The  program  could  work  either  of  two 
ways: 

A.  Participating  jurisdictions  could  provide  guarantees  for  loans  on  HOME- 
assisted  single  family  and  multifamily  housing.  This  loan  guarantee 
mechanism  would  be  sufficiently  flexible  to  cover  construction  and  permanent 
financing,  home  ownership  and  rental  housing,  taxable  and  tax-exempt 
financing,  partial  and  fiill  coverage  against  losses,  and  short-  and  long-term 
guarantees.  The  guarantees  would  be  backed  by  the  jurisdiction's  future 
HOME  allocations.  Jurisdictions  could  provide  guarantees  in  an  aggregate 
amount  up  to  five  times  their  annual  HOME  allocation.  No  HOME  funds 
would  be  drawn  down  unless  the  loan  goes  into  default.  Fannie  Mae  and 
Freddie  Mac  could  be  encouraged  to  buy  permanent  loans  guaranteed  under 
this  authority. 

Under  this  option  a  participating  jurisdiction  would  issue  a  loan  guarantee  to  a 
project  lender.  The  guarantee  would  be  backed  by  a  stand-by  loan  agreement 
between  the  participating  jurisdiction  and  HUD.  Under  the  stand-by  agreement, 
HUD  would  agree  to  cover  any  claims  on  the  guarantee  by  issuing  notes  on  behalf 
of  the  participating  jurisdiction  that  would  be  repaid,  with  interest,  from  the 
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jurisdiction's  future  HOME  allocations.  This  could  be  done  over  a  period  of  time 
up  to  thirty  years.  However,  no  funds  would  be  drawTi  down  unless  the  loan  goes 
into  default.  If  a  call  is  made  on  the  stand-by  loan  agreement,  the  repayments  to 
HUD  would  be  subject  to  HOME'S  matching  requirements.  In  addition,  fulfillment 
of  a  guarantee  obligation  neither  would  be  treated  as  a  refinancing  nor  would  it  be 
subject  to  the  prohibition  against  investing  HOME  funds  in  a  project  prior  to  the 
termination  of  the  use  restrictions. 


B.  Participating  jurisdictions  could  borrow  against  their  future  HOME  allocations 
to  provide  an  up-front  capital  subsidy  (equity  contribution)  to  reduce  the  rents 
on  a  multifamily  project  to  make  them  affordable.  Under  this  approach  HUD 
would  guarantee  notes  issued  by  a  participating  jurisdiction  which  would  be 
repaid  in  annual  increments  from  the  jurisdiction's  fiiture  HOME  allocations. 
Used  in  this  fashion  a  sufficient  amount  of  HOME  funds  could  be  aggregated 
to  undertake  either  large-scale  projects  or  engage  in  substantial  production  of 
units. 

6.  Can  you  comment  on  CHDO  activities,  their  expenditure  rates,  and  capabilities? 
Are  participation  jurisdictions  still  having  difficulty  identifying  CHDOs? 

Mr.  Hanna:  Based  on  data  in  the  HOME  Cash  and  Management  Information  System, 
HUD  reports  that  as  of  February  28,  1994,  10.2  percent  of  allocated  funds  have 
been  committed  to  CHDO  projects.  Some  county  administrators  feel  the 
definition  of  CHDO  is  too  restrictive,  particularly  because  of  the  board 
membership  issue  (30  percent  of  the  board  must  be  representatives  of  the  area 
served).  Some  participating  jurisdictions  do  not  have  designated  CHDOs  and 
therefore  have  not  committed  the  1 5  percent  of  funds  that  are  set-aside  for  their 
use.  Officials  in  this  predicament  suggest  that  some  existing  non-profits  in  their 
jurisdiction  have  the  capacity  to  undertake  housing  production  despite  their  not 
meeting  the  CHDO  definition  and  should  qualify  for  funds  set-aside  for  CHDOs. 

7.  How  often  are  HOME  fiinds  being  used  for  tenant  based  rental  assistance? 

Mr.  Hanna:  Based  on  data  in  the  HOME  Cash  and  Management  Information  System, 

HUD  reports  that  2.9  percent  of  HOME  funds  are  committed  to  rental  assistance, 
71.7  percent  for  rehabilitation,  19.2  percent  for  new  construction  and  six  percent 
for  acquisition.  This  is  as  it  should  be  since  HOME  is  a  housing  production 
program. 

8.  In  your  testimony  you  have  noted  HUD's  interpretation  of  statutory  provisions 
concerning  match.  Can  you  give  us  other  examples  of  regulatory  "over 
interpretation"  —  not  now  but  in  writing,  so  that  if  necessary  we  can  reaffirm 
Congressional  intent? 
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Mr.  Hanna:  One  example  involves  activities  that  are  eligible  for  HOME  funding. 
Through  regulations  HUD  has  taken  the  position  that  only  activities  that  are 
specifically  enumerated  in  the  statute  are  eligible.  This  restrictive  interpretation 
has  meant  that  jurisdictions  have  not  been  able  to  use  HOME  for  loan  guarantees. 
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Mr.  Chainnan  and  Members  of  the  Subcommittee,  I  am  Daniel  P.  Henson,  m. 
Commissioner,  Housing  and  Community  Development  for  the  City  of  Baltimore, 
Maryland. 

I  am  pleased  to  have  this  opportunity  to  testify  before  the  Subcomminee  on  behalf 
of  my  own  City  of  Baldmore  and  the  members  of  the  National  Community 
Development  Association  CNCDA)  on  the  reauthorization  of  our  nation's  key 
housing  and  community  development  programs,  particularly  the  Community 
Development  Block  Grant  Program  (CDBG)  and  the  Home  Investment 
Parmerships  (HOME)  Program,  the  two  most  critical  federal  resources  available 
to  local  governments  today. 

NCDA  is  a  membership  organization  representing  more  than  500  local 
governments  that  administer  federally-supported  community  development,  housing 
and  human  service  programs.  Since  1968,  NCDA  has  been  an  advocate  in 
securing  effective  and  responsive  housing  and  community  development  programs 
for  local  governments. 

I  would  like  to  express  our  thanks  to  you  Mr.  Chainnan  for  yoiu"  leadership  in 
suppon  of  these  important  programs.  Your  bill,  H.R.  3838,  The  Housing  and 
Community  Development  Act  of  1994,  provides  an  important  framework  for 
extending  these  vital  housing  and  connnunity  programs. 

Mr.  Chairman,  before  I  address  the  specific  reauthorization  issues.  I  would  like 
to  note  that  beginning  March  28  through  April  3,  1994,  communities  across  the 
nation  will  mark  the  eighth  annual  celebration  of  National  Community 
Development  Week,  a  week-long  annual  campaign  to  emphasize  both  locally  and 
at  the  national  level  the  contributions  of  the  federal  Commimity  Development 
Block  Grant  (CDBG)  program.  It  is  during  this  period  that  local  governments 
plan  activities  at  home  to  showcase,  both  for  their  own  citizens,  as  well  as  their 
Congressional  delegations,  the  projects  and  services  provided  by  CDBG. 

As  in  previous  years,  the  National  Community  Development  Week  campaign  will 
be  promoted  by  major  national  organizations  of  elected  and  appointed  officials 
concerned  with  the  continuation  of  the  CDBG  program.  These  groups  include  the 
United  States  Conference  of  Mayors  (USCM),  National  League  of  Cities  (NLC), 
National  Association  of  Counties  (NACO),  Association  of  Local  Housing  Finance 
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Agencies  (ALPHA),  Nanonai  Association  of  Housing  Redevelopment  Officials 
(NAHRO),  and  the  Council  of  State  Commimity  Development  Agencies 
(COSCDA)  and  the  National  Community  Development  Association  (NCDA).  We 
are  also  pleased  that  HUD  Secretary  Cisneros,  for  second  consecutive  year,  has 
issued  a  Declaration  expressing  HUD's  support  of  National  Community 
Development  Week  which  states,  "CDBG  has  shown  the  strength  of  a  targeted 
but  flexible  approach  to  problems  in  our  communities,  while  fostering  cooperative 
relationships  between  the  public  and  private  sectors  to  solve  these  problems. " 

We  hope  that  many  of  the  committee  members  will  have  an  opportunity  to 
participate  in  National  Community  Development  Week  activities  and  learn  first 
hand  of  its  accomplishments. 

COMMUNITY  DEVELOPMENT  BLOCK  GRANT  (CDBG) 

Mr.  Chairman,  I  will  first  address  ray  remarks  to  the  Community  Development 
Block  Grant  Program  (CDBG). 

Mr.  Chairman,  as  you  know,  1994  marks  the  twentieth  anniversary  of  the  CDBG 
program.  The  program  has  been  sustained  for  twenty  years  as  one  of  the  most 
successful  federal  programs  to  revitalize  and  stabilize  our  neighborhoods 

The  success  stories  highlighted  as  a  part  of  National  Community  Development 
Week  celebrations  over  the  years  stand  in  stark  contrast  to  the  misrepresentations 
of  the  CDBG  program  which  occurred  during  the  Administration's  unsuccessful 
efforts  to  provide  an  economic  stimulus  to  our  local  communities  with  the  infusion 
of  additional  CDBG  funds.  State  and  local  governments  were  heartened  in  the 
aftermath  of  the  stimulus  defeat  by  the  response  of  Congress  in  a  clear  and  strong 
bipartisan  show  of  support  for  the  Community  Development  Grant  Program,  with 
an  appropriation  of  $4.4  billion  in  Fiscal  Year  1994,  a  10%  increase  above  the 
FY93  level  of  S4  billion  and  the  highest  free- standing  funding  level  in  the 
program's  20  year  history.  However,  the  $4.4  billion  level  for  CDBG  is  only  68% 
of  the  1980  level  after  adjusting  for  inflation.  Communities  throughout  the  nation 
continue  to  rely  on  CDBG  as  the  program  that  provides  the  single  most  important 
source  of  federal  funding  available  to  local  governments  today  -  funding  to 
address  a  broad  array  of  programs  and  activities  to  improve  the  physical, 
economic  and  social  conditions  for  our  nations  low  and  moderate  income 
commuiuries. 

Mi.  Chairman,  fundamentally  the  CDBG  Program  as  it  exists  today  is  a  sound, 
workable,  effective  program.  We  strongly  believe  that  no  major  changes  are 
necessary,  however,  NCDA  is  proposing  a  few  modifications  in  the  administration 
of  the  program,  which  we  believe  will  strengthen  and  expand  its  flexibility  and 
application  and  further  enhance  the  responsiveness  of  the  program  to  local  needs. 
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Reauthorization  Period  and  Fundine  Levels 

NCDA  strongly  encourages  the  Subcommittee  to  suppon  the  inclusion  of  a  four- 
year  reauihorization  of  the  Community  Development  Block  Grant  program  through 
fiscal  year  1998.  A  multi-year  authorization  is  essential  to  consistent 
administration  of  the  program  and  ensures  program  continuity  and  efficiency, 
particularly  during  this  most  difficult  period  of  governmental  restructuring  at  both 
the  federal  as  well  as  local  levels. 

We  recognize  that  last  year's  budget  agreement  has  constrained  funding  for  all 
domestic  programs.  However  NCDA  concurs  with  the  Subcomminee's 
recommendation  of  an  authorization  level  of  no  less  than  $4.4  billion  for  the 
program  in  FY95,  $4.6  billion  in  FY96  with  corresponding  increments  added 
respectively  in  FY97  and  FY98.  According  to  HUD  documents,  since  the  last 
reauthorization  of  the  CDBG  program  in  FY'92,  the  number  of  directiy  entitled 
communities  has  increased  by  48  cities  and  urban  counties,  and  the  financial 
outlook  for  local  governments  has  worsened,  placing  greater  demands  on  the 
program  to  respond  to  low  and  moderate  income  needs. 

Public  Service  Cap  Relief 

Many  NCDA  members,  Mr.  Chairman,  have  reported  increasing  jjressure  on  the 
15%  public  services  cap  in  the  CDBG  program.  Currentiy,  public  services  under 
CDBG  are  limited  to  15%  of  a  community's  annual  grant  plus  program  income. 
Public  services  include  public  safety  programs,  child  care,  job  training,  services 
for  elderly  and  handicapped,  crime  prevention  and  recreational  services.  Last 
December,  the  NCDA  Board  of  Directors  adopted  a  resolution  to  support  an 
expansion  of  the  CDBG  public  services  cap  from  the  current  15%  to  20%.  In 
supporting  this  policy,  NCDA  recognizes  the  interrelationship  of  revitalization 
activities  and  needed  social  services  and  seeks  to  provide  a  modest  but  important 
increase  in  program  flexibility.  Such  an  increase  would  allow  CDBG  recipients 
the  opportunity  to  provide  an  expanded  level  of  public  services  in  suppon  of 
physical  development  activities  and  thereby  enhance  the  holistic  approach  many 
communities  have  adopted  in  responding  to  their  local  community  development 
needs. 

Section  108  Economic  Revitalization  Initiative 

Mr.  Chairman,  members  of  the  subcommittee,  as  you  know  the  HUD  Office  of 
Community  Planning  and  Development  (CPD)  is  pursuing  an  expansion  of  the 
Section  108  Loan  Guarantee  Program  that  is  intended  to  lead  to  an  increase  in 
new  economic  development  activity  at  the  local  level.  The  funds  would  be  used 
to  leverage  loans  or  grants  undertaken  to  complete  economic  development, 
housing  and  other  related  physical  development  imder  the  CDBG  program. 
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The  Section  108  Loan  Program  is  used  to  leverage  loans  or  grants  that  are  given 
to  for-profit  and  not-for-profit  entities  to  undertake  projects  related  to  housing  and 
other  physical  and  economic  development  acrivides  under  the  CDBG  program. 
Under  the  Administration's  funding  initiative,  communities  could  use  the  Section 
108  loan  program  in  combination  with  funds  recaptured  firom  the  Urban 
Development  Action  Grant  (UDAG)  Program  to  finance  a  portion  of  the  cost  of 
qualifying  economic  and  neighborhood  revitalization  projects.  Specifically, 
Section  108  loans  could  be  used  to  set  up  a  loss  reserve  account  to  protect  future 
CDBG  allocations,  or  interest  subsidies  that  could  increase  the  project  cash  flow 
available  to  repay  the  Section  108  Loan. 

NCDA  supports  this  initiative  to  expand  the  Section  108  Loan  Guarantee  program 
by  using  recaptured  UDAG  funds  for  communities  to  finance  a  portion  of 
qualifying  economic  revitalization  activities.  While  we  suppon  the  thrust  of  your 
proposal  and  that  of  the  Administration,  we  are  concerned  that  the  definition  of 
economic  revitalization  is  too  narrow.  The  bill  would  limit  economic 
revitalization  grants  to  those  economic  development  activities  eligible  under  the 
CDBG  program.  We  recommend  that  the  definition  be  broadened  to  also  include 
housing  activities  which  contribute  to  economic  revitalization.  In  this  context, 
economic  revitalization  would  be  viewed  as  comprehensive  in  nature,  including 
some  combination  of  commercial  activity,  industrial  activity,  housing  and  mixed- 
use  facilities. 

NCDA  understands  that  HUD  has  undertaken  a  broader  marketing  and  educational 
approach  in  communities  to  expand  their  knowledge  of  the  Section  108  program. 
We  strongly  suppon  such  an  effort,  as  well  as  the  other  changes  outlined  in  your 
bill  to  enhance  the  visibility  and  useability  of  the  program.  We  expect  that 
HUD's  effon  to  provide  greater  visibility  to  the  program  will  lead  to  an  increased 
utilization  of  this  important  revitalization  tool. 

Neighborhood  LIFT  Program 

In  it's  FY95  budget,  HUD  proposes  to  earmark  $200  million  of  the  $4.4  billion 
provided  for  CDBG  for  a  new  economic  development  initiative  for  distressed 
communities  called  Neighborhood  Leveraged  Investment  for  Tomorrow  (LIFT). 
We  understand  that  this  new  initiative  is  intended  to  provide  funds  to  local 
governments  on  a  competitive  basis  for  industrial,  commercial  or  mixed  use  real 
estate  projects  in  distressed  areas.  HUD  budget  documents  note  that  if  the 
necessary  authorizing  legislation  is  not  enacted  for  the  Neighborhood  LIFT 
Program,  by  January  1,  1995,  the  $200  million  would  be  available  for  allocation 
among  CDBG  entitiement  and  non-entitiement  recipients. 

While  NCDA  applauds  the  Administration's  effort  to  address  a  problem  affecting 
many  of  our  communities  with  an  infusion  of  targeted  and  expanded  economic 
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development  resources,  we  strongly  oppose  taking  those  funds  from  CDBG  for 
this  purpose. 

If  LIFT  is  authorized  by  Congress,  NCDA  is  deeply  concerned  that  the  new 
initiative  will  reduce  the  overall  CDBG  funding  level  for  grantees  by  5%  from  last 
year.  As  we  noted  earlier  in  our  testimony,  although  funding  for  CDBG  has  been 
increasing  over  the  last  several  years,  the  demands  on  the  program  continue  to 
increase.  This  is  not  the  time  to  reduce  overall  funding  for  CDBG  recipients.  We 
want  to  retain  the  program's  flexibility  by  not  earmarking  or  further  segmenting 
CDBG.  The  proposed  set-aside  of  CDBG  represents  a  shift  from  local  discretion 
in  spending  CDBG  dollars  to  HUD's  discretion.  The  hallmark  of  the  CDBG 
program  has  been  the  discretion  provided  local  governments,  we  want  local 
governments  to  retain  that  freedom. 

Colonias  Assistance  Proeram 

NCDA  strongly  supports  your  efforts  to  aid  and  enhance  the  housing, 
infrastructure  and  social  needs  in  severely  distressed  areas  along  the  United 
States/Mexico  border  by  extending  and  expanding  assistance  for  Colonias.  As  you 
know,  Colonias  assistance  was  authorized  in  the  Cranston-Gonzalez  National 
Affordable  Housing  Act  in  1990  for  a  three  year  period  .  The  provision  in  H-R. 
3838  to  extend  assistance  to  Colonias  through  September  30,  1996  as  well  as  the 
expanded  use  of  the  Section  108  Loan  Guarantee  Program  in  Colonias  to  include 
public  works  activities  will  build  upon  those  earlier  efforts. 

HOME  INVESTMENT  PARTNERSfflP  (HOME)  PROGRAM 

Mr.  Chairman,  NCDA  represents  hundreds  of  communities  that  strongly  supported 
the  enactment  of  the  Cranston-Gonzalez  National  Affordable  Housing  Act  of  1990, 
which  brought  us  the  HOME  program  and  continue  to  stand  behind  the  HOME 
program  as  a  key  to  addressing  our  nation's  growing  housing  crisis.  With 
enactment  of  the  HOME  program  a  housing  block  grant  structure  was  established 
which  provided  new  opportuiuties  to  state  and  local  governments  and  non-profits 
to  address  their  housing  needs. 

Local  governments  continue  to  support  the  HOME  program  and  are  commined  to 
making  the  program  work  in  a  meaningful  fashion  in  our  local  communities. 
Without  HOME,  communities  would  be  unable  to  leverage  the  kind  of  public  and 
private  resources  for  affordable  housing  that  are  necessary  to  address  housing 
needs  in  a  comprehensive  manner. 

Nearly  three  and  one  half  years  after  the  passage  of  the  National  Affordable 
Housing  Act  of  1990,  the  HOME  program  is  actively  working  in  communities 
throughout  the  country.  For  instance,  consistent  with  the  primary  intent  of  the 
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HOME  program,  70  percent  of  the  HOME  funds  are  currently  being  used  for 
rental  housing  projects,  followed  by  26  percent  for  homeowner  rehabilitation  and 
13  percent  for  first-time  homebuyer  programs.  Rehabilitation  is  the  number  one 
HOME  use  with  72  percent  of  the  total  funds  being  commined  to  this  activity. 

According  to  HUD,  the  average  HOME  subsidy  cost  per  unit  is  around  517,000 
with  rental  costs  at  a  slighdy  higher  rate  and  acquisition  and  tenant  based  rental 
assistance  at  lower  costs  per  unit,  of  $10,000  and  $5,000  respectively.  As  of  the 
end  of  February  1994,  the  HOME  program  had  assisted  approximately  54,130 
units  and  over  $940  million  of  HOME  funds  have  been  committed  for  housing, 
leveraging  over  $1.2   billion  in  additional  housing  funds. 

In  addition,  the  HOME  program  has  far  exceeded  the  income  benefit  targeting 
guidelines  dictated  by  Congress  in  the  original  HOME  legislation.  According  to 
a  statistical  analysis  of  the  HOME  Program  issued  by  HUD  on  February  28,  1994, 
over  43  percent  of  die  HOME  funds  expended  have  gone  to  serve  those  persons 
at  or  below  30  percent  of  the  area  median  income  and  24  percent  for  those 
persons  whose  income  fall  at  50  percent  or  less  than  the  area  median.  In  terms 
of  homeowner  activity,  the  benefits  are  more  evenly  distributed  with  37  percent 
of  the  funds  serving  those  persons  between  31-50  percent  of  the  area  median  and 
27  percent  serving  those  between  0-30  percent  of  the  area  median  income.  These 
impressive  figures  provide  further  proof  of  the  effectiveness  of  diis  federal 
housing  block  grant  program. 

While  NCDA  does  not  consider  commitment  and  expenditure  rates  as  an  absolute 
measurement  of  the  success  of  a  program,  the  HOME  program  has  more  than 
doubled  its  commitment  rates  since  HUD  reponed  the  figures  at  the  end  of  June. 
According  to  the  latest  commitment  and  expenditure  figures  on  the  HOME 
program,  reported  on  February  28,  1994  by  the  HUD  Cash  Management  and 
Information  System  (C/MIS),  participating  jurisdictions  (PJs)  have  commined 
approximately  61.4%  of  the  FY92  funds  and  about  9  percent  of  the  FY93 
allocation. 

Although,  we  are  pleased  with  the  substantially  increased  commitment  rates,  we 
assen  that  the  highly  prescriptive  definition  of  "commitment"  currentiy  applied  by 
HUD,  does  not  accurately  reflect  the  extent  of  actual  HOME  "activity".  For 
example,  most  local  governments  have  already  "obligated"  ail  of  their  HOME 
funds,  yet  due  to  the  currentiy  flawed  definition,  HLTD's  C/MIS  fails  to  recognize 
many  of  these  obligations  as  binding  commitments.  It  is  for  this  reason  that 
NCDA  has  joined  with  several  other  national  organizations,  many  of  which  are 
represented  here  today,  in  working  with  HUD  to  change  the  existing  definition  of 
commitment  to  one  which  is  consistent  with  local  and  state  definitions  and  how 
funds  are  recognized  under  the  CDBG  program.    We  have  appreciated  the  support 
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of  HUD  and  congressional  staff  on  this  issue  and  hope  that  it  will  be  resolved  in 
the  near  future. 

Considering  the  number  of  HUD  regtilations,  notices,  and  memoranda  distributed 
over  the  past  three  years,  it  has  not  been  easy  for  many  communities  to  stay 
current  on  the  numerous  HOME  changes  and  clarifications.  Since  the  beginning 
of  HOME,  HUD  has  published  or  issued  nearly  90  HOME-related  documents, 
many  with  significant  policy  implications  on  program  operation.  Despite  these 
impediments,  we  believe  that  the  HOME  program  has  truly  begun  to  show  its 
potential  and  we  urge  the  Committee  to  continue  to  enhance  the  workability  of 
this  important  housing  program. 

In  order  to  further  enhance  and  develop  a  strong  network  of  housing  providers,  I 
firmly  believe  that  extensive  training  and  technical  assistance  must  be  provided 
on  a  continuous  basis,  to  states  and  local  governments  as  well  as  nonprofit 
developers.  HUD's  Office  of  Affordable  Housing  Programs,  to  its  credit,  has 
made  great  effons  to  get  the  technical  assistance  out  to  communities.  NCDA,  in 
conjunction  with  a  number  of  national  state  and  local  government  orgaruzations, 
with  the  support  of  HUD,  has  just  created  the  National  Affordable  Housing 
Training  Instimte  (NAHTI),  a  HOME  technical  training  organization.  This  entity 
will  coordinate  and  monitor  training  and  techiucal  assistance  efforts  for  states  and 
local  governments  to  further  expedite  the  use  of  HOME  funds.  We  appreciate  the 
Congressional  suppon  for  this  important  effon  and  hope  to  share  with  you  a  list 
of  our  upcoming  technical  assistance  activities  in  the  near  future. 

Specific  Legislative  Recommendations 

Mr.  Chairman,  thanks  to  the  work  of  this  subcommittee  and  the  enactment  of 
The  Housing  and  Community  Development  Act  of  1992,  several  of  the 
programmatic  inconsistencies  found  in  the  original  HOME  legislation  were 
alleviated.  In  addition,  the  upcoming  fifth  Interim  Rule  will  provide  several  useful 
changes  and  additional  regulatory  refinements  to  the  HOME  program.  Although 
these  accomplishments,  coupled  with  the  renewed  cooperative  parmership  between 
the  national  organizations  and  the  HUD  Administration  have  served  to  expedite 
the  use  of  HOME  funds  already,  we  believe  that  there  are  still  statutory  and 
regulatory  modifications  which  will  further  enhance  the  flexibility  and 
responsiveness  of  the  program  nationwide. 

Mr.  Chairman,  I  would  like  to  submit  for  the  record  a  supplementary  document, 
which  outlines  NCDA's  legislative  and  regulatory  recommendations  for  the 
HOME  Investments  Parmership  Program.  Many  of  these  recommendations  have 
been  endorsed  by  a  broad  coalition  of  state,  local  and  non-profit  organizations  and 
were  included  in  the  Housing  and  Community  Development  Act  of  1993,  S.  1299 
In  addition,  HUD  has  expressed  its  support  of  these  stamtory  improvements  to  the 
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HOME  program.  We  are  therefore  extremely  pleased  that  the  Comminee  has 
chosen  to  include  many  of  these  provisions  in  its  legislation,  H.R.  3838.  Mr. 
Chairman,  at  this  time,  I  would  like  to  briefly  highlight  our  recommendations  in 
my  testimony. 

As  stated  earlier,  we  are  in  favor  of  practically  ail  of  the  proposed  changes  to 
HOME  included  in  H.R.  3838. 

Some  of  these  provisions,   include: 

Uniform  Match  Requirement:  Establishment  of  a  flat  match  of  25  percent  for 
all  HOME-funded  projects. 

Simplification  of  Income  Targeting:  Rather  than  using  "the  percentage  of  funds 
expended"  as  the  basis  for  determining  whether  a  jurisdiction  is  meeting  its  rental 
housing  income  targeting  requirement,  it  will  utilize  "percentage  of  units  assisted." 

Change  in  the  Requirements  for  First-time  Homebuyer:  Delete  the  current 
sututory  requirement  that  all  low-income  homebuyers  be  "first-time". 

Usage  of  Recaptured  Homeownership  Funds:  Modify  the  requirement  for 
homeownership  recapture,  so  that  the  ftinds  may  now  be  used  for  any  HOME- 
eligible  activity. 

Environmental  Review  by  States:  Allow  states  to  delegate  the  performance  of 
environmental  reviews  to  localities. 

State  Administration  of  HOME:  Expand  the  definition  of  "State"  under 
HOME  to  include  "or  instrumentalities  thereof. 

Audit  Requirement:  Eliminate  the  provision  requiring  an  outside  fiUD  audit  of 
HOME. 

Use  of  CDBG  Funds  for  HOME  Program  Expenses:  Amend  the  CDBG 
eligible  expenses  to  include  reasonable  administrative  costs  and  charges  related  to 
administering  HOME.  Alters  CDBG  eligible  project  delivery  costs  by  defining 
housing  consulting  as  counseling  for  tenant  based  rental  assistance  and  affordable 
housing  under  the  HOME  program.  Strike  the  requirement  that  project  delivery 
costs  are  subject  to  the  20%  administrative  cap  under  CDBG. 

We  would  also  encourage  the  House  to  consider  including  several  additional 
provisions  as  well.   They  are  listed  below: 
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Monitoring  Requirements:  Replace  the  current  requirements  for  an  annual  on- 
site  review  of  each  rental  project  funded  with  HOME  funds,  with  a  requirement 
that  PJs  develop  a  monitoring  plan  for  HOME  rental  projects  initially  and 
thereafter  every  three  years,  performing  an  on-site  comprehensive  financial  and 
management  review  complemented  by  an  annual  desk  review  of  tenant  files  and 
financial  statements.  This  provision  would  bring  the  HOME  and  the  Low-Income 
Housing  Tax  Credit  monitoring  requirements  into  uniformity,  as  well  as  ease  the 
administrarive  burden  and  cost  of  annual  on-site  monitoring. 

Use  of  HOME  Funds  as  a  Short  Term  Construction  Guarantee:  Amend  the 
statute  to  permit  HOME  funds  to  be  used  for  construction  loan  guarantees  for 
single  multifamily  housing. 

Long  Term  Loan  Guarantee  Program:  Amend  the  statute  to  authorize  a  long 
term  guarantee  program  under  HOME,  comparable  to  the  Section  108  loan 
guarantee  program  under  CDBG,  to  allow  PJs  to  undertake  large  scale  rental 
projects. 

Threshold  for  Local  Participation:  In  1992  the  Housing  and  Community 
Development  Act  lowered  the  program  thresholds  to  provide  such  that,  in  any  year 
Congress  appropriated  less  than  $1.5  billion  to  the  HOME  program,  a  jurisdiction 
must  receive  at  least  $335,000  by  formula  and  meet  a  minimum  allocation 
threshold  of  $500,000  in  order  to  participate.  We  support  the  provision  to  return 
the  threshold  to  the  original  $500,000  mark,  while  holding  harmless  those 
participating  jurisdictions  which  qualified  for  HOME  funds  under  the  current 
threshold  provisions.  This  provision  was  included  last  year  in  S.  1299  and  NCDA 
believes  that  with  435  state  and  local  PJs  already  participating  in  the  HOME 
program  (88  new  PJs  qualifying  for  FY94  alone)  that  the  establishment  of 
consistency  and  continuity  is  in  the  best  interest  of  the  program  at  this  time. 

Davis/Bacon  Trigger  in  CDBG/HOME:  NCDA  suppons  conforming  the  CDBG 
and  HOME  program  requirements  regarding  the  number  of  housing  units 
necessary  to  activate  Davis-Bacon,  from  8  units  for  CDBG  to  12  units,  as  for 
HOME. 

Mr.  Chairman,  we  also  commend  the  Subcommittee  on  the  authorization  of  $2.2 
billion  in  Pf  95  and  $2.3  billion  in  FY96  HOME  funds  and  fervendy  suppon  these 
authorization  levels.  However,  we  would  request  that  the  Committee  reconsider 
the  inclusion  of  a  $25  million  set-aside  off  the  top  of  the  HOME  allocation  for  the 
National  Community  Development  Initiative  (NCDI).  Although  we  certainly  agree 
with  the  value  of  increasing  the  capacity  of  those  local  governments,  states  and 
community  development  corporations  (CDCs)  that  operate  the  HOME  program, 
we  are  not  in  favor  of  such  a  provision  at  the  expense  of  the  overall  HOME 
allocation.     NCDA  believes  that  the  existing  set-aside  of  $14  million  for  the 
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capacity  building  of  nonprofits  and  CDC's  is  adequate  at  this  time  and  discourages 
the  House  from  any  further  set-asides  to  the  HOME  program. 

Mr.  Chairman,  we  are  hopeful  that  HOME  will  one  day  become  a  well-recognized 
and  effective  housing  block  grant  program  as  envisioned  during  its  creation.  The 
new  Administration's  strong  suppon  for  the  HOME  program  and  the  HUD 
Secretary's  commitment  to  making  HOME  more  responsive  and  flexible  for  states 
and  local  governments,  clearly  signals  a  new  beginning  for  the  HOME  program. 

Mr.  Chairman,  local  governments  are  ready  to  work  with  you  and  members  of  the 
Subcommittee  to  ensure  and  facilitate  effective  and  efficient  administration  of 
HOME  at  the  local  level.  We  thank  you  again  for  the  opportunity  to  present  the 
views  of  NCDA  and  its  members  on  the  HOME  program.  We  look  forward  to 
yoiu-  continued  suppon  and  leadership  in  addressing  the  critical  affordable  housing 
needs  of  our  communities. 

MULTEFAMILY  HOUSING  PROPERTY  DISPOSITION 

Mr.  Chairman,  I  would  also  like  to  take  this  time  to  extend  NCDA's  suppon  for 
your  effons  and  those  of  the  Administration,  to  expedite  the  reforms  of  HUD's 
multifamily  housing  property  disposition  program.  We  are  very  supportive  of  the 
provisions  originally  proposed  in  S.  1299  and  H.R.  3838,  to  assist  HUD  in  more 
effectively  disposing  of  its  inventory  of  foreclosed  multifamily  properties.  The 
legislation  provides  a  positive  solution  to  reducing  the  backlog  of  HUD-owned 
properties,  while  still  ensuring  that  those  HUD-held  properties  which  are  sold  are 
done  so  in  a  manner  that  is  beneficial  to  both  the  residents  of  the  properties  and 
the  communities  in  which  they  live.  We  encourage  you  tomove  this  legislation 
quickly  in  order  to  begin  the  immediate  resolution  of  this  most  critical  issue. 

CONCLUSION 

We  thank  you  again,  Mr.  Chairman,  for  the  opportunity  to  present  the  views  of 
the  National  Community  Development  Association  on  reauthorization  of  the 
Community  Development  Block  Grant,  HOME  Investments  Partnership  Program 
and  other  important  federal  programs  designed  to  improve  the  lives  of  our  low  and 
moderate  income  citizens.  We  look  forward  to  your  continued  suppon  and 
leadership  in  addressing  the  critical  community  development  and  affordable 
housing  needs  of  our  communities. 
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1994  LEGISLATIVE  AND  REGULATORY  AGENDA  FOR  HOME 

The  following  list  of  1994  legislative  and  regulatory  proposals  for  the  administration 
and  Congress  grew  out  of  discussions  with  our  allied  organizations  and  a  HOME 
survey  of  NCDA's  membership  earlier  this  year.    While  this  document  attempts  to 
address  a  number  of  the  HOME  legislative  and  regulatory  concerns  raised  by  the 
national  organizations  representing  local  elected  officials,  we  may  expand  this  list  at  a 
later  date.   During  the  upcoming  reauthorization,  we  will  be  working  with  our 
respective  leadership  and  membership  as  well  as  the  Congress  and  the  administration 
to  develop  recommendations  for  the  enhancement  of  the  HOME  and  CDBG  programs. 

Reauthorization/Legislative  Changes  to  the  HOME  Program: 

(*  =  Those  changes  proposed  in  the  Communrty  Devetopmem  and  Housing  Act  of  1993,  S.  1299.) 

*1.  Uniform  Match  Requirement:    Replace  the  two-tiered  25%/30%  non-federal 
matching  requirement  with  a  flat  25%  uniform  match.   Modify  the  automatic  match 
waiver  to  eliminate  the  phased  reduction  of  either  50%  or  100%.   Communities  should 
be  able  to  qualify  for  a  complete  1 00%  waiver  if  they  meet  either  of  two  distress 
criteria:  poverty  or  per  capita  income;  and 

2.  Rent  Calculations:  Replace  the  existing  requirement  that  eligible  rental  housing 
bear  rents  not  greater  than  the  less  of  existing  Fair  Market  Rent  (FMR)  or  an  amount 
not  exceeding  30  percent  of  the  adjusted  income  for  a  family  whose  income  equals  65 
percent  of  the  area  median,  with  a  requirement  that  a  rent  not  greater  than  the  FMR 
may  be  charged.  This  would  increase  the  program's  flexibility  and  allow  it  to  be  used 
with  Section  8.    In  the  event  that  HOME  is  used  with  another  program  with  a  more 
stringent  rent  requirement,  like  the  Tax  Credit,  that  standard  would  have  to  be  used. 

3.  Targeting  Requirements  for  Rental  Housing:   Delete  the  present  requirement 
that  a  HOME-assisted  project  must  have  at  least  20  percent  of  the  units  set-aside  for 
those  at  50  percent  of  median  income  or  less;  replace  the  current  program-wide 
targeting  of  100  percent  of  the  funds  at  80  percent  of  median  or  less,  and  90  percent 
of  the  funds  at  60  percent  of  median  or  less,  with  a  requirement  that  100  percent  of 
the  funds  be  spent  on  activities  which  benefit  those  at  80  percent  of  median  or  less. 
This  change  would  conform  the  rental  housing  targeting  to  that  which  applies  to 
ownership  housing  and  it  would  make  it  as  relatively  easy  to  do  rental  housing  as  it  is 
to  do  ownership  housing.  While  this  change  would  make  the  program  more  flexible  ,  it 
would  still  require  that  when  used  with  another  program  with  deeper  targeting  that 
targeting  be  met.    It  is  anticipated  that  in  the  absence  of  a  targeting  requirement  below 
80  percent  of  median  that  deeper  targeting  would  still  be  achieved,  which  was  the 
experience  under  the  HoDAG  and  Rental  Rehabilitation  programs. 

*4.  Calculate  Targeting  by  Units  Assisted  Rather  Than  Funds  Spent:    Rather 
than  using  "the  percentage  of  funds  expended"  as  the  basis  for  determining  whether  a 
jurisdiction  is  meeting  its  rental  housing  income  targeting  requirement,  it  is  proposed 
that  HOME  utilize  the  "percentage  of  units  assisted"  to  determine  compliance  with  the 
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income  targeting  provision.   With  this  change,  the  income  targeting  requirements 
would  now  dictate  that  at  least  90  percent  of  the  units  assisted  (rather  than  funds 
invested)  must  be  occupied  by  families  whose  incomes  do  not  exceed  60  percent  of 
the  median  family  income  for  the  area  and  the  remaining  units  (rather  than  funds 
invested),  up  to  10  percent,  must  be  by  families  below  80  percent  of  median  income. 

This  change  in  the  existing  requirements  will  restore  rationality  and  simplicity  to  the 
income  targeting  provision,  without  altering  the  original  intent  of  the  provision.   By 
using  the  "percentage  of  units  assisted"  rather  than  the  "percentage  of  funds"  to 
determine  compliance  with  the  income  targeting  provision,  PJs  will  no  longer  have  the 
difficult  task  of  tracking  the  HOME  rental  money,  but  can  more  easily  track  the  HOME 
units  assisted. 

5.  Monitoring  Requirements:    Replace  the  current  requirement  for  an  annual  on-site 
review  of  each  rental  project  funded  with  HOME  funds,  with  a  requirement  that  PJs 
develop  a  monitonng  plan  for  HOME  rental  projects  meeting  the  following 
requirements:   monitor  HOME  rental  projects  initially  and  thereafter  every  three  years, 
performing  an  on-site  comprehensive  financial  and  management  review, 
complemented  by  an  annual  desk  review  of  tenant  files  and  financial  statements.   In 
the  case  of  HOME/Tax  Credit  projects,  the  credit  allocating  agency  monitoring 
requirements  would  suffice.  This  provision  would  bring  the  HOME  and  the  Low- 
Income  Housing  Tax  Credit  monitoring  requirements  into  uniformity  as  well  as  ease 
the  administrative  burden  and  cost  of  annual  on-site  monitoring. 

While  we  recognize  the  importance  of  thorough  monitoring  of  the  HOME  program,  we 
do  not  believe  that  such  onerous  requirements  are  necessary  to  insure  appropriate 
management  of  the  program.   This  provision  allows  for  an  initial  monitoring  the  first 
year,  in  order  to  provide  a  base  line,  but  then  recognizes  that  subsequent  annual  on- 
site  reviews  are  unnecessary  and  inefficient. 

6.  CHDO  Activities:   Permit  CHDOs  to  undertake  any  eligible  HOME  activity  within 
the  CHDO  set-aside  funds.   This  would  enable  them  to  undertake  housing  rehab,  and 
administer  tenant  assistance  programs  in  addition  to  housing  development. 

*7.   Recapture  of  Funds  Used  for  Homeownership;   Modify  the  requirement  that 
funds  used  for  homeownership,  which  are  recaptured  by  the  PJ,  must  be  used  only  for 
homeownership,  and  allow  for  use  for  any  HOME-eligible  activity.   This  will  increase 
the  program's  flexibility. 

*8.   Change  in  Requirements  on  Low-Income  Homebuyer:   Delete  the  current 
statutory  requirement  that  all  low-income  homebuyers  must  be  "first-time 
homebuyers."   Even  though  the  current  HOME  definition  of  "first-time  homebuyer"  was 
considered  broad,  the  exceptions  established  as  a  result  of  the  Housing  and 
Community  Development  Act  of  1992  and  regulations  (24  CFR  92)  created  a 
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complicated  and  difficult  method  of  determining  eligibility.   HUD  concluded  that  the 
complexity  of  the  "first-time"  requirement  had  rendered  it  ineffective  and  should 
therefore  be  deleted. 

9.  Use  of  HOME  Funds  as  a  Short  Term  Construction  Guarantee:  Amend  the 
statute  to  permit  HOME  funds  to  be  used  for  construction  loan  guarantees  for  single 
and  muttifamily  housing.    Using  HOME  funds  to  guarantee  private  construction  loans 
will  leverage  additional  construction  activity  without  actually  spending  the  funds. 

10.  Long  Term  Loan  Guarantee  Program  Within  HOME:   Amend  the  statute  to 
authorize  a  long  term  loan  guarantee  program  under  HOME  comparable  to  the 
Section  108  loan  guarantee  program  under  CDBG  in  order  to  allow  Participating 
Jurisdictions  (PJs)  to  undertake  large  scale  rental  projects. 

11.  Use  of  HOME  Funds  for  Program  Administration:  Clarify  that  the  10  percent 
of  a  PJs  allocation  which  can  be  used  for  program  administration  applies  to  the  funds 
until  they  are  expended.   This  is  a  technical  change  which  would  conform  the  statue  to 

/  what  is  current  practice. 

*12.  TTireshold  for  Local  Participation:  Modify  the  statute  by  eliminating  the 
provision  which  reduces  the  threshold  to  $335,000  for  direct  local  funding  whenever 
the  HOME  appropriation  falls  below  $1.5  billion  and  retum  the  threshold  to  $500,000, 
while  holding  harmless  those  participating  jurisdictions  which  qualified  for  HOME 
funds  under  the  current  threshold  requirements  in  order  to  establish  some  consistency 
and  continuity  to  the  HOME  program.   (Current  statute  provides  a  threshold  of 
$500,000  for  direct  local  funding  for  HOME  except  for  when  the  HOME  appropriation 
falls  below  $1.5  billion,  then  the  threshold  drops  to  $335,000.) 

*13.   Environmental  Review  by  States:  Modify  the  statute  to  allow  States  to 
delegate  the  performance  of  environmental  reviews  to  localities  (state  recipients). 
Under  CDBG  and  the  former  Rental  Rehabilitation  program.  States  may  delegate 
responsibility  for  environmental  reviews  to  the  local  level.   This  reflects  the  fact  that 
localities  are  often  the  best  equipped  to  review  projects  in  their  jurisdictions. 

•14.   State  Administration  of  HOME:   Expand  the  definition  of  "State"  under  HOME 
to  include  "or  instnjmentalities  thereof.   HUD  regional  offices  have  precluded  two 
state  housing  finance  agencies  (HFAs)  from  acting  directly  as  the  State  under  HOME, 
on  the  basis  that  their  enabling  legislation  established  them  as  separate 
instnjmentalities  from  the  State. 

*15.   Deletion  of  Outside  HUD  Audit  of  HOME:  Eliminate  the  current  provision 
under  Title  II  which  requires  HUD  to  contract  with  an  outside  auditor  for  an  annual 
financial  review  of  the  HOME  program.    All  federal  programs,  in  accordance  with 
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federal  law,  are  required  to  conduct  an  outside  audit,  therefore  making  this 
requirement   both  duplicative  and  unnecessary. 

Regulatory  Changes  to  the  HOME  Program: 

1 .  HOME  Activity  Delivery  Costs:  Conform  the  treatment  of  activity  delivery  costs 
under  the  HOME  program  to  that  under  the  CDBG  program,  ie.,  allow  them  to  be 
charged  to  the  eligible  activity  with  which  they  are  associated.   In  addition,  include  the 
cost  of  monitoring  project  compliance  as  an  eligible  delivery  cost. 

2.  Definition  of  HOME  Project:  Permit  Participating  Jurisdictions  (PJs)  the  flexibility 
to  define  what  constitutes  a  HOME  project  rather  than  limiting  a  project  to  site(s)  or 
building(s)  within  a  four  block  area. 

3.  Use  of  HOME  Funds  for  Initial  Project  Operating  Reserves:   Remove  the 
restriction  in  the  regulations  which  limits  funding  for  a  projects  operating  deficit  reserve 
during  rent-up  to  18  months.   Instead  of  an  arbitrary  time  limit,  PJs  should  be  required 

,to  maintain  evidence  of  an  agreement  with  the  mortgage  lender  that  funding  for  such  a 
reserve,  once  no  longer  needed,  will  be  returned  for  use  in  HOME-eligible  activities. 
This  would  facilitate  use  of  HOME  funds  in  risk-sharing  arrangements  by  PJs.   Not 
only  should  this  be  permitted  for  new  construction  and  sub  rehab  projects,  but  for  mod 
rehab  projects  as  well. 

4.  Increase  in  FHA  Mortgage  Insurance  Limits:   Immediately  publish  the  20 
percent  increase  in  the  221(d)(3)  multifamily  mortgage  insurance  limits  (which 
establishes  the  maximum  HOME  subsidy  limit)  authorized  by  the  1992  amendments  in 
order  to  allow  use  of  the  higher  limits  for  HOME-assisted  rental  housing.   This 
increase  is  cntical  to  making  projects  feasible  in  high  cost  areas. 

5.  Equity  Investments  for  Project  Financial  Work-outs:  Clanfy  that  equity 
investments  made  as  part  of  the  financial  work-out  of  an  existing  low-income  housing 
project  are  an  eligible  use  of  HOME  funds.   The  current  regulations  require  the 
property  to  be  acquired,  rehabed,  or  constructed  in  order  for  HOME  funds  to  be  used. 
This  IS  an  unnecessary  requirement  and  may  undermine  use  of  HOME  funds  to 
preserve  affordable  housing  where  it  is  appropnate. 

6.  C/MI  System  Projects:  Permit  PJs  to  establish  as  projects  with  the  Cash  and 
Management  Information  System  (C/MIS)  homeownership,  including  rehabilitation, 
programs  rather  than  a  separate  project  for  each  household  assisted. 

7.  Pre-environmental  Clearance  Cost  -  Make  pre-environmental  clearance  activity 
costs  reimbursable  activity  delivery  costs  in  order  to  permit  PJs  to  undertake  them. 
Under  current  HUD  interpretation,  costs  associated  with  pre-environmental  clearance 
(NEPA)  activities  may  not  be  reimbursable  for  specific  projects.   Only  costs  associated 
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with  post-NEPA  clearance  would  be  reimbursable.  Therefore  such  costs  as 
appraisals,  environmental  (lead/asbestos)  inspections,  energy  calculations,  architects, 
civil  engineers,  outside  consultants  to  do  market  studies  cannot  be  charged  to  the 
project,  if  the  NEPA  clearance  has  not  been  approved.   PJs,  developers  and 
nonprofits  depend  on  these  activities  to  move  forward  on  projects;  however,  if  such 
expenses  are  not  reimbursable,  then  prospective  projects  will  not  be  pursued. 

8.  Additional  Forms  of  (Matching  Contributions:  Clarify  that  the  difference 
between  acquisition  cost  and  the  appraised  value  of  land  or  other  real  property, 
acquired  with  or  without  federal  resources,  is  eligible  match.  The  regulations  currently 
allow  such  a  differential  to  count  in  the  case  of  properties  acquired  from  RTC  for 
affordable  housing.  Also  consider  owner  contributions  as  match,  in  terms  of  land, 
owner  investment  or  private  debt. 

9.  Projects  out  of  Compliance:  Clarify  that,  in  the  event  that  a  project  which  a  PJ 
funds  falls  out  of  compliance  with  the  requirements  of  HOME,  the  jurisdiction  shall  first 
seed  to  return  the  project  to  compliance,  than  if  necessary  make  reasonable  efforts  to 
see  that  the  project  developer  repays  the  HOME  subsidy;  but  in  the  event  that  the 
developer/owner  cannot  repay  the  subsidy,  permit  HUD  to  reduce  future  grants  but  not 
require  the  jurisdiction  to  repay  such  subsidy  to  its  HOME  tnjst  fund  or  to  HUD. 

10.  Housing  Quality  Standards  and  HOME-Assisted  Housing:  Exempt  housing 
units  receiving  $5,000  or  less  in  HOME  funds  for  weatherization,  emergency 
assistance,  home  repair,  or  accessibility  from  Section  8  Housing  Quality  Standards. 
This  would  permit  PJs  to  address  emergency  or  life  threatening  problems,  or  prevent 
further  deterioration  of  a  unit. 

1 1 .  Environmental  Review:  Provide  an  exemption  from  the  requirements  for  rehab 
or  one  to  four  units  and  all  owner-occupied  rental  and  homeownership  projects  and 
provide  flexibility  by  permitting  one  environmental  review  for  projects  receiving  both 
HOME  and  CDBG  funds.  Where  the  HOME  program  determines  a  project  to  be 
rehab  for  environmental  review  purposes,  allow  that  determination  to  supersede  that  of 
HUD's  environmental  review  staff. 

12.  CHDO  Operating  Funds:  Clarify  that,  at  the  discretion  of  the  PJ,  the  up  to  5 

percent  of  its  allocation  which  may  be  made  available  for  CHDO  operating  assistance 
may  be  taken  from  within  or  outside  the  CHDO  set-aside. 

13.  Drawdown  of  HOME  Funds:   Increase  from  15  to  30  days  the  time  frame 
within  which  funds  drawn  down  must  be  spent.   The  15-day  time  limit  is  particulariy 
burdensome  for  urtDan  counties  and  consortia  which  deal  with  multiple  subrecipients. 

14.  Definition  of  Net  Proceeds  for  Homeownership:  Clarify  that  the  definition  of 
net  proceeds  includes  improvements  made  to  the  property  by  the  owner. 
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15.  Spending  HOME  Funds:   Clarify  that  PJs  may  commit  ROS  HOME  funds  pnor 
to  iiaving  fully  committed  Pi'92  funds  in  order  to  permit  them  to  take  advantage  of 
opportunities  such  as  the  acquisition  of  land  for  affordable  housing.   Also  eliminate  the 
provision  that  program  income  must  be  spent  before  further  funds  are  drawn  down  for 
the  same  reasoning. 

16.  C/MI  System  For  Tenant  Assistance:  Eliminate  the  requirement  that  specific 
information  (social  security  number,  amount  of  tenant  contribution,  amount  of  subsidy) 
be  provided  up  front  on  each  tenant  to  be  assisted  with  HOME  funds,  requiring 
instead  that  such  information  be  contained  in  the  completion  report.   PJs  should  be 
required  to  indicate  up  front  the  number  of  tenants  expected  to  be  assisted  and  the 
total  amount  of  subsidy  expected  to  be  provided. 

17.  C/MI  System  and  CHDOs:   Allow  CH DO  projects  to  be  set-up  in  the  C/MIS 
(therefore  show  them  as  a  commitment)  prior  to  complete  CHDO  identification  of  all 
financial  sources  and/or  completion  of  approval/filing  as  a  CHDO.    This  would  enable 
PJs  to  commit  their  CHDO  monies  faster  rather  than  waiting  for  the  lengthy  CHDO 
approval  process. 

1 8.  Limitation  on  Use  of  HOME  With  FHA  Mortgage  Insurance:   Remove  the 
requirement  that  the  HOME  affordability  period  con-esponds  to  the  term  of  an  FHA 
insured  mortgage  when  HOME  funds  are  used  in  connection  with  housing  financed 
with  a  mortgage  insured  by  HUD.     HOME  affordability  requirements  should  revail. 

19.  Property  Value  Limits:  Allow  local  jurisdictions  to  base  property  value  limits  on 
the  area  median  purchase  price  as  provided  in  the  statute. 

20.  Definition  of  Affordable  for  Subsequent  Low-Income  Borrower:    Eliminate 
the  regulatory  requirement  that  first-time  homeownership  units  oe  made  affordable  to 
the  subsequent  low-income  buyer  at  a  price  that  is  30%  of  75%  of  median  income. 
The  statute  requires  that  the  unit  be  affordable  but  does  not  specify  the  actual  amount. 
PJs  should  be  given  the  option  to  define  what  is  affordable  to  another  low-income 
purchaser. 

21.  Definition  of  SRO  under  HOME:  Conform  HOME'S  definition  of  Single  Room 
Occupancy  (SRO)  projects  to  that  used  in  other  federal  programs  such  as  the 
McKinney  Homeless  and  Shelter  Plus  Care  programs,  thus  allowing  HOME  to  be  used 
in  combination  with  these  programs. 
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March  16,  1994,  hearing  held  by  the 

Subcommittee  on  Housing  and  Community  Development, 

entitled  "H.R.  3838,  Housing  and  Community 

Development  Act  of  1994" 


QUESTIONS  FROM  CHAIRMAN  HENRY  B.  GONZALEZ  TO 
MR.  DANIEL  P.  HENSON,  III 

1 .  What  are  your  suggestions  as  how  to  promote  the  amount  of 
economic  development  activities  conduted  by  CDBG  recipients.  Will 
the  UDAG  recaptures,  which  may  provide  the  Department  with  only 
$100  million  in  extra  funding,  used  in  conjunction  with  the  section 
108  loan  guarnatees  reduce  communities'  reluctance  to  engage  in 
economic  development  activities  with  section  108  loan  guarantees. 

Are  local  community  development  agencies  aware  of  the  section  108 
program  and  its  requirements?  Do  they  have  the  capacity  to  create 
viable  loans  arrangements  with  other  organizations  or  is  greater 
technical  assistacne  needed  to  assist  them?  Do  you  fell  as  if  HUD 
has  the  capacity  to  review  these  laon  applications  and  make  a 
informed  judgeemnt  as  to  whether  they  are  worth  the  risk? 

2.  In  your  estimation,  what  hinders  communities  from  conducting 
economic  development  activities?  Is  legislative  or  regulatory 
change  necessary  to  increase  communities'  participation  in  economic 
development  activities? 

3.  How  do  you  feel  about  increasing  the  public  servies  cap  in  he 
CDBG  program? 

4.  In  your  testimony  you  recommend  that  HOME  funds  be  used  as  a 
credit  enhancement  for  conventional  loans  and  that  HOME  funds  be 
used  for  housing  as  CDBG  funds  are  used  under  the  Section  108  loan 
guarantee  program. 

Can  you  elaborate  on  these  two  ideas? 

5.  Many  of  your  examples  of  HOME  fund  usage  are  single  family 
programs.  Now  that  the  regulations  are  being  eased,  with  the 
changes  proposed  in  this  year's  housing  legislation,  and  with  the 
permanent  extension  of  the  low  income  housing  tax  credit,  do  you 
believe  more  communities  will  use  HOME  funds  for  multifamily 
housing?  Will  communities  put  HOME  funds  to  acquire  properties 
under  a  reformed  multifamily  property  disposition  program? 

6.  Can  you  comment  on  CHDO  activities,  their  expenditure  rates, 
and  capabilities?  Are  participating  jurisdictions  still  having 
difficulties  in  identifying  CHDOs? 

7.  How  often  are  HOME  funds  being  used  for  tenant  based  rental 
assistance? 

8.  In  your  testimony  you  have  noted  HUD's  interpretation  of 
statutory  provisions  concerning  match.  Can  you  give  us  other 
examples  of  regulatory  "over  interpretation" --not  now  but  in 
writing,  so  that  if  necessary  we  can  reaffirm  Congressional  intent? 
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(MR.     HENSON) 


April  18,  1994 

The  Honorable  Henry  B.  Gonzalez 

Chairman 

House  Committee  on  Banking  and  Urban  Affairs 

B-303  Raybum  House  Office  Building 

Washington,   D.C.    20515 

Dear  Mr.  Chairman: 

First  let  me  thank  you  again  for  the  opportunity  to  appear  before 
your  Subcommittee  to  testify  on  behalf  of  the  National  Community 
Development  Association  (NCDA)  and  the  National  Association  of 
Housing  and  Redevelopment  Officials  (NAHRO)  on  March  16 
concerning  the  reauthorization  of  the  Community  Development  Block 
Grant  Program  (CDBG),  Home  Investment  Partnership  (HOME) 
Program  and  other  key  federal  housing  and  community  development 
programs. 

I  am  writing  in  response  to  the  questions  that  were  raised  during  the 
hearing  regarding  the  use  of  the  Community  Development  Block 
Grant  Program  (CDBG)  for  economic  development  activities,  the 
Section  108  Loan  Guarantee  program  and  the  HOME  program. 

1)  and   2)     What  are  your  suggestions  as  how  to  promote  the 
amount  of  economic  development  activities  conducted  by 
CDBG  recipients?   In  your  estimation,  what  hinders 
communities  from  conducting  economic  development 
activities? 

There  is  a  certain  inherent  bias  against  economic  development  in  the 
regulations  as  well  as  in  the  legislation.   From  information  obtained 
from  members,  it  appears  that  the  majority  of  the  Economic 
Development  activity  conducted  with  CDBG  money  is  at  the  market 
demand  of  the  business  community  pushing  a  City  or  State  into  an 
Economic  Development  project  as  opposed  to  the  outreach  effort  by 
the  Cities  or  the  States  to  provide  CDBG  money  for  economic 
development. 
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The  three  major  regulatory  issues  for  Economic  Development  projects  with  CDBG 
are,  eligibility,   national  objectives  and   "appropriate"  underwriting. 

Eligibility; 

We  believe  that  there  are  no  major  structural  problems  with  eligibility.   In  fact, 
Economic  Development  activity  is  probably  under  reported  since  HUD  requires 
some  activities  to  be  categorized  elsewhere.   For  example,  you  will  find  utility 
extensions  under  "Public  Facilities ',  work  training  programs   and  transportation 
programs  under  "Public  Service".  Therefore,  to  remove  one  barrier  to  Economic 
Development  would  be  to  remove  the  Public  Service  cap  for  those  projects  that 
qualify  as  Economic  Development  related,  such  as  day-care  in  industrizd  parks, 
employer-sponsored  car  pools  for  transportation,  and  most  importantly,  work 
trEiining  programs.   A  final  point  under  "Eligibility"  is  the  need  for  regulatory 
relief  regarding  technical  assistance  and  certain  administrative  costs  directly 
related  to  Economic  Development. 

Despite  recent  changes,  more  effort  is  needed  in  this  arena  as  numerous 
experiences  around  the  country  indicate.     Small  businesses'  most  effective 
financial  assistance  should  be  accompanied  by  appropriate  technical  assistance, 
otherwise  the  loans  or  other  assistance  is  not  useful  and  the  national  objectives 
frequently  under  achieved. 

National  Objectives: 

Economic  Development  is  best  accomplished  under  the  "Slimas  and  Blight" 
category  of  eligibility.   This  is  an  "up-front"  satisfaction  of  regulatory 
requirements.   Potential  employers  (CDBG  loan  recipients)  are  fearftil  of  the  on- 
going loan  default  downside  of  failure  to  meet  job  creation  projections.   However, 
many  communities  reach  their  30%  limit  on  "Slums  &  Blight".   The  30%  limitation 
should  be  waived  for  Economic  Development  projects. 

CDBG  is  more  difficult  to  use  for  job  RETENTION  than  for  job  CREATION.   This 
is  due  to  qualifying  household  income  that  must  include  the  current  income  of  the 
job  loss  candidate.   The  reg\ilations  provide  more  benefit  to  a  worker  unemployed 
for  one  day,  after  his/her  employer  has  left  the  City  or  gone  under.   Sadly,  an 
employer  can  be  assisted  with  CDBG  easier  if  he/she  fires  all  employees  -  rather 
than  retain  them  -  and  create  or  rehire  new  ones! 

Current  HUD  memos  on  appropriateness  are  mystifying  and  unclear,  especially 
regarding  the  issue  of  what's  regulation,  what's  legislation,  and  what's  "safe 
harbor".     The  "Safe  Harbor"  memo  guidance  overlaps  between  national  objectives, 
eligibility  and  "appropriateness". 
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Most  Economic  Development  is  done  under  new  job  creation  for  low/moderate 
income  persons.   Although  "best  faith  efforts"  to  hire  low/moderate  persons  is 
permitted  in  regulations,  vis-a-vis  actual  creation  of  low/moderate  jobs,  the  small 
business  reporting  is  so  burdensome  that  frequently  business  will  not  agree  to  a 
well-drawn  loan  document  that  incorporates  federal  regulations.   A  recent 
legislative  change,  allowing  the  definition  of  low  income  person  to  include  those 
residing  in  enterprise  zones  or  low/moderate  income  neighborhoods  provides  some 
relief.   However,  the  best  relief  would  have  been  exempting  the  business  that 
locates  in  the  enterprise  zone  and/or  low/moderate  income  neighborhood  in 
entirety.   By  virtue  of  its  location,  it  should  be  exempt  from  other  national 
objectives,  such  as  jobs  or  service  to  low/moderate  income  persons. 

Appropriate  Underwriting: 

»       SmaU  businesses  and  small  losms  are  not  exempt  from  the  appropriateness 

tests. 

»       For  larger  businesses  and  loans,  the  "appropriateness"  test  requires 

clarification  on  the  rate  of  return  issue,  which  both  confuses  and  deters 
large  investors  willing  to  invest  in  low  income  neighborhoods. 
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The  "Appropriate"  underwriting  requirement  is  too  cautious  on  the  issue  of 
cost  reasonableness,  but  too  lax  on  conflict  of  interest  created  by  "identify  of 
interest"  relationships  (e.g.,  overlapping  ownership  in  buyer  and  seller  of 
real  estate  equipment  and  services). 

The  "inconsistent  interpretation  of  rules  by  HUD's  headquarters  and  field  offices" 
and  the  "gotcha"  mentality  of  HUD  staff  are  complaints  frequently  cited  by  our 
members  to  explain  their  lack  of  participation  in  CDBG  funded  economic 
development  activities.   Both  of  these  charges  are  supported  by  the  recently 
released  General  Accounting  Office  (GAO)  report  on  utilizing  CDBG  for  economic 
development  activities. 

The  GAO  report  further  identifies  the  requirement  of  the  Davis-Bacon  Act,  a  law 
that  determines  wage  rates  for  federally  assisted  construction  projects  as  a 
disincentive  to  use  CDBG  as  an  economic  development  tool  as  it  drives  up  the  cost 
of  projects  to  where  they  become  prohibitive  for  many  commiuuties.   Additionally, 
Davis-Bacon  discourages  the  use  of  minority  and  women  owned  businesses 
because  of  the  increased  administrative  expense  associated  with  completing  a 
project. 

In  an  effort  to  help  decrease  the  cost  of  many  smaller  construction  and 
rehabihtation  projects  in  communities  across  the  nation,  NCDA  recommends  that 
Congress  approve  the  provision  contained  in  the  "Davis  Bacon  Act",  (H.R.  1231) 
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pending  in  the  House  that  is  designed  to  increase  the  federal  contract  dollar 
threshold  for  triggering  the  Davis-Bacon  Act  from  $2,500  to  $100,000.     NAHRO 
recommends  both  a  raising  of  the  dollar  threshold  and  inclusion  of  a  percentage 
threshold  so  that  there  is  one-fourth  or  one-third  federal  fiinding  in  a  project 
before  Davis-Bacon  is  triggered.   This  is  reflected  in  H.R.  2042. 

NCDA  and  NAHRO  both  support  conforming  the  CDBG  and  HOME  program 
requirements  regarding  the  number  of  housing  units  necessary  to  activate  Davis- 
Bacon,  from  8  units  (CDBG)  to  12  imits  (HOME). 

With  the  draft  guidelines  for  economic  development,  mandated  by  the  Housing  nd 
Community  Development  Act  of  1992,  HUD  has  responded  to  many  of  the 
concerns  expressed  by  NCDA,  NAHRO  and  other  organizations  by  providing 
increased  flexibility  within  the  CDBG  program  for  economic  development.   Once 
adopted,  we  believe   these  regulations  will  make  it  more  feasible  for  grantees  to 
undertake  economic  development  projects  and  activities  with  CDBG  funds,  which 
will  lead  to  an  expansion  of  economic  opportunity  for  low  and  moderate  income 
persons  as  well  as  greater  economic  self  sufiBciency. 

Additionally,  CDBG  program  funding  levels  for  communities  is  not  sufficient  to 
meet  all  the  community's  needs.   Grantees  must  prioritize  eligible  activities  based 
upon  local  conditions  and  available  resources  to  meet  those  needs.   The  total 
amount  of  CDBG  funding  for  entitlement  communities  has  only  risen  by  $12.5 
million  from  $2,219  billion  in  1975  to  $2,344  billion  in  1992,  while  the  nimaber  of 
entitlement  communities  has  jumped  from  594  in  1975  to  889  in  1992. 

It  is  important  to  note  that  to  obtain  a  true  picture  of  the  level  of  economic 
development  activity  at  the  local  level,  do  not  look  solely  at  CDBG.   Communities 
are  also  utilizing  Economic  Development  Administration  (EDA)  programs  and 
local  revenue.   Increased  effort  needs  to  be  made  between  HUD  and  EDA  as  well 
as  other  federal  agencies  to  assure  that  these  very  different  economic  development 
programs  cam  be  used  in  a  complementary  fashion. 

lb)      Will  the  UDAG  recaptures,  which  may  provide  the  Department  with 
$100  million  in  extra  funding,  iised  in  coi^unction  with  the  Section  108 
Loan  Guarantee  program^,  reduce  communities  reluctance  to  engage  in 
economic  development  activities  with  the  Program? 

Both  NCDA  and  NAHRO  support  the  administration's  proposal  to  expand  the 
Section  108  Loan  Guarantee  program  by  using  recaptxired  UDAG  funds  for 
communities  to  finance  a  portion  of  qualifying  economic  revitalization  activities. 
However,   it  is  unclear  if  the  $100  million  HUD  anticipated  recapturing  from 
UDAG  projects  to  be  utilized  to  write  down  interest  rates  or  to  assist  grantees  to 
set  up  a  loan  loss  reserve,  will  be  enough  to  encourage  the  expanded  use  of  the 
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program. 

NAHRO  also  supports  the  Amnesty  proposal  contained  in  the  housing  bill  recently 
adopted  by  the  House  and  Senate  and  signed  by  the  President.   This  provision 
recognizes  that  many  communities  that  have  outstanding  UDAG  funds  still  have 
distressed  conditions  and  should  be  given  an  opportunity  to  design  new  programs 
with  flexible  regulations  before  the  funds  are  recaptured  and  offered  to  others. 

The  Section  108  Loan  Guarantee  Program  provides  communities  with  a  source  of 
financing  for  housing  rehabiHtation,  economic  development  and  large  scale 
physical  development  projects.  The  principal  security  for  the  loan  guarantee  is  a 
pledge  by  the  applicant  of  its  current  and  future  CDBG  funds. 

Economic  Development  activities  carried  out  with  the  proceeds  fi-om  loans 
guaranteed  under  the  Section  108  Loan  Guarantee  program  must  meet  the  same 
requirements  that  apply  to  the  use  of  other  CDBG  funds.  Accordingly,  before 
using  guaranteed  loan  funds  to  assist  a  for-profit  business,  the  grantee  must  make 
the  determinations  outlined  in  this  memorandum.   In  addition,  the  grantee  must 
include  in  its  application  for  loan  guarantee  assistance  a  narrative  statement 
explaining  how  the  proposed  activity  meets  a  national  objective  of  the  CDBG 
program. 

Unlike  activities  assisted  with  other  CDBG  funds,  HUD  will  perform  an  "up  front" 
review  of  compliance  with  the  CDBG  program's  eligibility  and  national  objectives 
requirements.    HUD  central  staff  appear  to  understand  the  project  and  work  with 
appUcant's  also,  however  field  and  regional  staff  are  often  ill-equipped  to  review 
the  underwriting  of  such  108  Loan  Guarantees. 

There  are  several  reasons  why  communities  do  not  participate  in  the  Section  108 
Loan  Guarantee  Program,  fear  of  "mortgaging"  their  futvire  CDBG  funds  and  lack 
of  organizational  capacity  to  package  the  Section  108  deals,  as  well  as  the 
previously  mentioned  regulatory  limitations  of  the  CDBG  program  for  economic 
development. 

In  an  effort  to  increase  awareness  of  the  Section  108  Loan  Guarantee  Program, 
HUD  has  developed  a  two-day  training  session  to  be  made  available  in  all  ten 
HUD  regions.      This  effort  is  designed  to  explain  the  program  and  encourage 
grantees  to  utilize  the  program  as  an  economic  development  tool. 

3)         How  do  you  feel  about  increasing  the  public  services  cap  in  the 
CDBG  program? 

Currentiy,   public  services  under  CDBG  are  limited  to  15%  of  a  community's 
annual  grant  plus  program  income.   P*ubUc  services  include,  but  are  not  limited  to: 
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public  safety  programs,  child  care,  job  training,  services  for  the  elderly  and 
handicapped,  crime  prevention  and  recreational  services.   NCDA  policy  supports  a 
small  expansion  of  CDBG  public  services  from  the  current  15%  to  20%. 

This  policy  is  consistent  with  both  the  United  States  Conference  of  Mayors 
(USCM)  and  the  National  League  of  Cities  (NLC).   This  slight  increase  will  enable 
communities  to  integrate  their  physical  development  activities  with  a  measure  of 
social  services  support.   While  NAHRO  supports  the  integration  of  physical 
development  with  social  services  support,  NAHRO  has  taken  a  position  opposing 
the  increase  in  the  public  service  cap  because  of  a  fear  that  it  will  lead  to  a 
reduction  in  funding  for  other  programs  for  similar  activities.   Increasingly,  CDBG 
is  being  viewed  by  federal  oflBcials  as  the  answer  to  all  problems,  from  crime  to 
safety  to  economic  development,  Uteracy  and  welfare  reform;  and  yet  the  funding 
level  of  the  program  has  not  increased  commensurately.   NAHRO  foresees  a 
similar  situation  can  be  anticipated  with  the  increased  focus  on  CDBG  for 
economic  development.   We  beUeve  that  this  new  HUD  emphasis  is  leading  to  less 
federal  and  Congressional  support  for  the  EDA  and  other  programs,  which  will 
further  squeeze  the  resources  available  to  the  local  government.  If  we  really  want 
to  combat  poverty,  we  need  to  restore  funding  for  programs  like  CSBG,  JTPA, 
health  care,  and  other  human  services  programs. 

NAHRO  believes  it  is  misguided  to  think  that  a  relatively  small  program  like 
CDBG  is  the  appropriate  vehicle  to  deal  with  the  massive  causes  of  poverty  -  lack 
of  adequately  funded  nutrition,  health,  education,  job  training  amd  employment 
opportunity  programs  -  £dl  of  which  have  been  significantly  cut  over  the  last  10 
years. 

NAHRO  wants  to  see  the  problems  of  poverty  addressed  in  our  nation.   But  the 
proposal  to  make  CDBG  an  anti-poverty  program  simply  ignores  the  origins  and 
intent  of  the  program  as  a  tool  provided  to  local  governments  allowing  flexibility  to 
address  a  wide  variety  of  locally-defined  needs  for  neighborhood  stabilization, 
economic  development  and  to  combat  physical  deterioration  in  our  commimities 
while  also  providing  a  limited  level  of  human  services  support. 

4)  In  your  testimony  you  recommended  that  HOME  funds  be  used  as  a 

credit  enhancement  for  conventional  loans  and  that  HOME  funds  be  used 
for  housing  as  CDBG  funds  are  used  under  the  Section  108  loan 
guarantee  program.   Can  you  elaborate  on  these  two  ideas? 

NCDA  and  NAHRO,  as  well  as  several  other  national  organizations  representing 
state  and  local  elected  and  appointed  officials  have  recommended  that  HOME 
funds  be  used  as  short  term  and  long  term  guarantees.   Below  are  expanded 
explanations  for  each  of  these  ideas. 
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1)  Use  of  HOME  Funds  as  a  Short  Term  Credit  Enhancement 

The  statute  is  silent  on  whether  HOME  funds  can  be  used  as  a  credit 
enhancement  to  leverage  financing  from  private  lending  institutions.   To  date, 
HUD  has  taken  the  position  that  this  is  not  a  permissible  use  of  HOME  funds. 
We  recommend  that  the  statute  be  amended  to  explicitly  authorize  Participating 
Jurisdictions  (PJs)  to  use  HOME  funds  to  provide  a  guarantee  or  insurance  for  all 
or  a  portion  of  such  non-federal  finanHng  for  a  limited  period  of  time  to  support 
HOME-assisted  single  and  multifamily  affordable  housing. 

Under  this  proposal,  a  PJ  could  guarantee  all  or  some  portion  of  a  loan  miade  by  a 
lender  for  a  HOME-assisted  single  or  mxilti-family  project.   The  guarantee  could 
be  for  a  short  term,  to  be  determined  by  the  PJ  and  lender,  and  could  cover  the 
imdue  risk  of  construction  (rehabilitation)  in  the  case  of  single  family  housing  or 
construction  (rehabilitation),  rent-up  and  a  year  or  two  of  occupancy  for 
multifamily  rental  housing.   The  guarantee  would  constitute  a  pledge  of  some  or 
all  of  the  PJs  current  year  allocation.   The  amount  of  the  guarantee  could  decline 
over  the  term  of  the  loan.   The  PJ  would  not  draw  down  the  funds  for  the 
guarantee,  but  it  would  reserve  the  amount  in  its  HOME  Investment  Trust  Fund. 
Only  in  the  event  of  a  default  would  the  funds  be  drawn  down.   Fannie  Mae  and 
Freddie  Mac  could  be  encouraged  to  buy  these  permanent  loans. 

2)  Long  Term  Guarantee  Program  Within  HOME 

There  is  a  need  for  Participating  Jurisdictions  (PJs)  to  be  able  to  leverage  future 
year  allocations  of  HOME  funds  in  order  to  significantly  expand  the  number  of 
units  which  can  be  financed  in  any  year.  This  proposal  is  modeled  after  the 
Section  108  loan  guarantee  program  in  CDBG.   The  program  could  work  in  two 
ways: 

a)         PJs  could  provide  guarantees  for  loans  on  HOME-assisted  single  family  and 
multifamily  housing.   This  loan  guarantee  would  be  sufficiently  flexible  to 
cover  construction  and  permanent  financing,  homeownership  and  rental 
housing,  taxable  and  tax-exempt  financing,  partial  and  full  coverage  against 
losses,  and  short-  and  long-term  guarantees.   The  guarantees  would  be 
backed  by  the  Jurisdiction's  future  HOME  allocations.   Jurisdictions  could 
provide  guarantees  in  an  aggregate  amount  up  to  five  times  their  annual 
allocation.   No  HOME  funds  would  be  drawn  down  vmless  the  loan  goes  into 
default.   Fannie  Mae  and  Freddie  Mac  could  be  encouraged  to  buy 
permanent  loans  guaranteed  under  this  authority.   This  option  would 
require  federal  loan  guarantee  authority. 

Under  this  option  a  PJ  would  issue  a  loan  guarantee  to  a  project  lender.   The 
guarantee  would  be  backed  by  a  stand-by  loan  agreement  between  the  PJ  and 
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HUD.   Under  the  agreement,  HUD  woiild  cover  any  claims  on  the  guarantee  by 
issuing  notes  on  behsilf  of  the  PJ  that  would  be  repaid,  with  interest,  from  the 
Jurisdiction's  future  HOME  allocations.   This  could  be  done  over  a  period  of  time 
up  to  thirty  years.   However,  no  funds  would  be  drawn  down  unless  the  loan  goes 
into  default.   If  a  call  is  made  on  the  stand-by  loan  agreement,  the  repa5Tnents  to 
HUD  would  be  subject  to  HOME's  matching  requirements.   In  addition,  fulfillment 
of  a  guarantee  obligation  would  not  be  treated  as  a  refinancing,  nor  would  it  be 
subject  to  the  prohibition  against  investing  HOME  funds  in  a  project  prior  to  the 
termination  of  the  use  restrictions. 

b)        PJs  could  borrow  against  their  future  HOME  allocations  to  provide  an  up- 
front capital  subsidy  (equity  contribution)  to  reduce  the  rents  on  a  mxolti- 
family  project  to  make  them  affordable.  Under  this  approach  HUD  would 
guarantee  notes  issued  by  a  PJ  which  would  be  repaid  in  annual  increments 
from  the  Jurisdiction's  future  HOME  allocations.   Used  in  this  fashion  a 
sufficient  amount  of  HOME  funds  could  be  aggregated  to  undertake  either 
large-scale  projects  or  engage  in  substantiaJ  production  of  units.  This 
option  would  require  federal  guarantee  authority. 

5)  Many  of  your  examples  of  HOME  fund  usage  are  single  family 
programs.  Will  communities  put  HOME  funds  to  acqviire  properties 
under  a  reformed  multifamily  property  disposition  program? 

With  the  passage  of  the  "Multifamily  Housing  Property  Disposition  Reform  Act  of 
1994",  which  included  legislative  provisions,  such  as  the  changes  to  the  match 
requirement  for  new  construction  and  the  simplification  of  the  income  targeting; 
the  improvements  included  in  the  Fifth  Interim  Rule,   such  as  the  modifications  in 
match  eligibility,  allowance  for  floating  units,  and  the  relaxation  of  rental  housing 
monitoring;  and,  the  permanent  extension  of  the  low  income  housing  tax  credit. 
We  believe  that  communities  nationwide  will  continue  to  use  a  substantial  amount 
of  HOME  funds  for  multifamily  housing  and  rental  housing  and  may  increase  the 
level  of  activity  to  some  extent. 

Currently,  consistent  with  the  primary  intent  of  the  HOME  program,  a  majority  of 
the  funds  are  already  used  for  rental  housing  projects  -   60.4%,  according  to  the 
latest  HUD  figures  for  FY92  HOME  funds.    In  addition,  PJs  are  showing  a 
commitment  rate  of  20.5  %  for  new  construction  activities,  a  substantial  increase 
from  earher  statistics.   These  figures,  together  with  the  figure  that  shows  that 
only  3.0%  of  the  funds  are  going  to  tenant-based  rental  assistance,  indicates  that 
the  HOME  program  is  providing  sufficient  funding  in  the  construction  or 
rehabilitation  of  rental  projects  so  as  not  to  require  additional  subsidies.   This  is 
an  especially  important  fact  given  that  88.5  %  of  the  rental  units  are  going  to 
tenauits  at  or  below  50%  of  median  income. 
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With  the  recent  legislative  and  regulatory  changes  to  the  HOME  program  and  the 
low  income  tax  credit  program,  some  communities  may  increase  the  level  of 
multifamily  housing  activity,  new  construction  and  property  acquisition, 
particularly  since  larger  projects,  HOME  funded  or  otherwise,  often  require  the 
use  of  low-income  tax  credits  as  well,  to  make  them  work.   However,  there  is  not 
likely  to  be  a  substantial  increase  in  multifamily  activities  since  communities  are 
already  using  a  majority  of  their  HOME  funds  for  such  projects.   In  addition, 
communities  continue  to  need  increased  funding  for  multifamily,  large  scale 
construction  or  rehabihtation  projects.   It  is  also  important  to  remember  that  one 
of  the  best  features  of  the  HOME  program  is  it's  flexibihty  to  serve  the  housing 
needs  of  a  particular  commvmity,  be  those  needs  for  rental  property  or  first-time 
homebuyer  assistance. 

NCDA  and  NAHRO  members  have  expressed  interest  in  using  the  HOME 
program  along  with  other  programs  to  acquire  properties  xinder  the  reformed 
multifamily  property  disposition  program.   But  problems  have  been  identified  in 
the  site  and  neighborhood  standards,  which  restrict  use  of  HOME  and  other 
federal  dollars  in  "impacted  areas ",  because  this  restriction  limits  the 
government's  abihty  to  use  HOME  and  other  programs  to  invest  in  distressed 
areas  through  the  property  disposition  program  and  other  similar  efforts.   These 
problems  aside,  some  commvmities  are  already  acqmring  HUD  properties  and  are 
anxious  to  do  more  londer  the  reformed  multifamily  property  disposition  program. 
In  fact,  NCDA  has  been  working  with  Assistant  Secretary  Nicolas  Retsinas  and 
his  staff  to  help  make  all  of  FHA's  programs  more  accessible  and  desirable  to  local 
governments. 

6.         Can  you  comment  on  CHDO  activities.   Are  PtTs  still  having 
difficulties  in  identi^dng  CHDCs? 

The  activities  of  the  Community  Housing  Development  Organizations  (CHDOs) 
under  the  HOME  program  got  off  to  a  slow  start,  due  partially  to  the  longer 
development  time  of  a  CHDO  owned  or  managed  project  and  the  capacity  building 
required  for  new  and  existing  CHDOs.   However,  the  activity  level  has  picked-up 
substantially  and  according  to  HUD, 

16  percent  of  the  FY92  funds  allocated  for  HOME  are  currently  reserved  for 
CHDOs,  and  18  percent  of  the  total  have  actually  been  committed  to  CHDO 
projects. 

These  figures  exceed  the  15  percent  for  CHDO's  required  by  law  and  a  break  down 
of  the  numbers  below  show  that  in  certain  HOME  activity  areas  CHDOs  are  being 
used  well  beyond  the  required  amount.     For  example: 

The  amount  of  HOME  funds  Committed  to  CHDOs  for 

Rental  Activities  is  :  25  Percent 
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The  amoxint  of  HOME  funds  Committed  to  CHDOs  for 

First-Time  Homebuyer  Programs  is:  27  Percent 

The  amount  of  HOME  funds  Committed  to  CHDOs  for 

New  Construction  is:  25  Percent 

The  amount  of  HOME  funds  Committed  to  CHDOs  for 

Rehab,  is:  17  Percent 

NCDA  amd  NAHRO  have  noted  an  ongoing  problem  in  several  parts  of  the  country 
with  identifying  CHDOs  capable  of  operating  the  HOME  program  and  problems 
with  capable  nonprofit  organizations  having  difBculty  transforming  themselves  to 
meet  the  definition  of  CHDO  required  in  the  HOME  program.   CHDOs  are  more 
prevalent  in  the  east  and  California,  however  communities  in  the  south,  southwest 
and  west  are  having  more  difBciiltly  identifying  and  training  CHDOs.   Due  to  the 
fact  that  CHDO  development  is  a  lengthy  process,  particularly  in  areas  where 
there  is  no  previous  history  of  housing  nonprofits,  many  PJs  are  only  now 
beginning  to  allocate  their  CHDO  funds.   More  CHDO  training  is  still  needed  and 
we  encourage  Congress  to  continue  to  support  this  technical  assistance  and 
training  activity. 

Although  the  statistics  denote  that  only  16  percent  of  HOME  funds  are  being 
spent  by  CHDOs,  it  is  somewhat  misleading  since  most  PJs  are  operating  some  or 
all  of  their  HOME  program  through  nonprofit  organizations,  which  do  not 
necessarily  qualify  as  a  CHDO.    NCDA  and  NAHRO  beUeve  that  if  it  were 
possible  to  identify  the  total  doUar  or  imit  amoimt  going  to  nonprofits,  who  do  not 
necessarily  quahfy  as  CHDOs,  a  significantly  different  story  would  be  told  about 
public-private  partnerships  under  the  HOME  program. 

7.         How  often  are  HOME  fundis  being  used  for  tenant  based  rental 
assistance? 

According  to  HUD  statistics,  as  of  March  31,  1994  only  3  percent  of  the  HOME 
funding  is  being  used  for  tenant-based  rental  assistance.   Many  PJs  made  a  policy 
decision  not  to  use  HOME  funds  for  tenant-based  rental  assistance.   Some 
indicated  that  the  tenant-based  rental  assistance  requirements  were  onerous, 
although  HUD  has  made  some  attempts  to  improve  the  requirements.  Others  were 
concerned  about  the  sustainability  of  rental  subsidies  after  the  two  years,  and  did 
not  want  to  design  a  program  which  depended  upon  on-going  rent  subsidies.  Still 
others  did  not  want  to  duplicate  an  already  existing  system,   e.g.  the  Section  8 
rental  assistance  program.   Frequently,  PJs  are  using  their  tenant-based  rental 
assistance  to  provide  short-term  emergency  assistance  for  prevention  of 
homelessness.  This  meets  a  need  not  met  through  the  Section  8  program  or 
through  the  McKinney  programs.   Many  PJs  wanted  to  "leave  rental  assistance  to 
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the  Section  8  program  and  free-up  HOME  funds  to  do  the  greatly  needed 
construction  and  rehabilitation  work."   This  is  once  again  an  exsimple  of  HOME 
flexibiUty  in  allowing  those  communities  with  rental  assistance  needs  to  use 
HOME  for  rent  subsidies,  while  allowing  other  PtTs  to  use  the  program  for 
different  housing  needs. 

The  low  tenant-based  rental  assistance  figures  mean  that  the  60.4  percent  that 
has  been  committed  to  rental  projects  has  been  able  in  the  significant  majority  of 
cases  to  bring  the  cost  of  the  project  to  a  level  so  as  not  to  require  on-going 
assistance.   This  is  an  important  aspect  of  the  value  of  the  program. 

8.         Examples  of  Regulatory  "over-mterpretation". 

Certainly  with  the  passage  of  the  "Multifamily  Housing  Property  Disposition 
Reform  Act  of  1994"  and  the  publication  of  the  Fifth  Interim  rule,  both  of  which 
reflect  legislative  eind  regulatory  recommendations  made  last  year  by  NCDA, 
NAHRO  and  the  other  national  organizations  representing  local  and  state 
governments,  the  HOME  program  has  become  more  manageable.   We  have 
included  a  list  of  possible  regulatory  changes  and  will  be  submitting,  with  several 
other  national  organizations  some  additional  legislative  recommendations  for  H.R. 
3838.   Further  recommendations  may  be  forth  coming  in  the  next  week.   Some  of 
these  regulatory  recommendations  identify  those  areas  which  may  require 
reaffirmation  of  Congressional  intent.   They  are  so  noted  with  an  asterisk. 

Additional  comments  regarding  the  Recommended  Change  to  the  Threshold  for 
Participation 

As  stated  in  the  testimony  of  March  16,  NCDA  and  NAHRO  recommend  that  the 
HOME  threshold  for  participating  jurisdictions  (PJs)  be  retximed  to  $500,000  with 
existing  PJs  held  harmless.   The  HOME  threshold  was  changed  from  $500,000  to 
$335,000  for  direct  local  funding  when  the  FY93  appropriation  was  reduced  to  $1.0 
billion  (the  FY92  appropriation  was  $1.5  billion).   With  the  lower  threshold,  more 
communities  qualified  for  direct  funding  and  more  consortia  came  into  the 
program.   Accordingly,  local  jurisdictions  which  qualified  at  the  $500,000 
threshold  received  less  funding. 

In  FY94,  although  HOME  funding  was  increased  to  $1,275  billion,  the  threshold  of 
$335,000  remained  in  effect  because  the  appropriation  was  below  $1.5  bilUon. 
Again,  more  communities  and  consortia  qualified  for  direct  funding  and  local 
jurisdictions  which  would  qualify  at  the  original  $500,000  threshold  received  less 
funding. 

As  more  and  more  communities  qualify  for  the  limited  amount  of  HOME  funds, 
other  local  governments  will  receive  drastic  cuts  in  funding.   If  Congress 
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appropriates  the  Administration's  FY95  budget  request  of  SI  billion  for  HOME, 
some  cities  may  receive  about  half  of  what  they  received  in  FY92.   A  return  to  the 
original  threshold  of  $500,000  would  slow  down  this  process,  at  the  same  time, 
holding  harmless  those  communities  which  have  already  qualified  at  the  lower 
threshold.   We  urge  you  to  reconsider  this  provision. 
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RESPONSE  TO  REPRESENTATIVE  MICHAEL  N.  CASTLE 

1)  The  HUD  Inspector  General  has  reported  that  some  communities 
receiving  CDBG  grants  are  not  funding  projects  that  truly  benefit  low 
and  moderate  income  persons.   Do  you  think  it  is  a  problem  and  how  can 
^^e  ensure  that  these  funds  go  for  true  community  development  projects 
and  are  not  just  used  as  some  nice  extra  money  for  cities  and  local 
governments? 

We  do  not  believe  that  the  problem  is  wide-spread.   Especially  in  economic 
development  activities,  it  has  been  identified  by  GAG  that  the  HUD  Inspector 
General  (IG)  has  been  overzealous  in  their  pursuit  of  local  governments  and  with 
an  auditor's  hindsight  is  finding  problems  with  recipients  and  results  that  the 
local  government  could  not  have  anticipated  in  the  planning  of  the  project. 

Additionally,  the  citizen  participation  guidelines  help  to  ensure  that  local  residents 
are  able  to  weigh  in  on  decisions  regarding  the  funding  of  local  projects.   There  is 
an  existing  requirement  that  70%  of  CDBG  programs  funds  benefit  low  and 
moderate  income  persons. 

Our  members  tell  us  that  increased  targeting  will  eliminate  the  ability  to  do  true 
community  development  and  will  distort  many  local  CDBG  programs  toward  more 
direct  benefit  activities  like  housing  rehab,  and  make  it  virtually  impossible  to 
carry  out  such  "area-wide"  activities  as  pubUc  improvements,  infrastructure 
projects,  community  centers,  and  conunercial  revitalization  ~  activities  which 
contribute  to  reviving  distressed  areas  while  also  stabilizing  declining 
neighborhoods. 

2)  What  is  your  view  on  the  HUD  application  and  decision  process  for 
CDBG  grants?  How  can  it  be  improved?     Should  HUD  combine  the 
CDBG  and  HOME  appUcation  process? 

Currently  HUD  is  completing  work  on  a  Consolidated  Plan  and  Submission 
Doamient  which  will  pertain  to  the  HOME  and  CDBG  appUcation  process,  the 
applications  for  the  Emergency  Shelter  Grant  (ESG)  program  and  the  Housing 
Opportunities  for  Persons  With  AIDS  (HOPWA)  program,  as  well  as  the 
Comprehensive  Housing  AfFordabiUty  Strategy  (CHAS)  and  the  non-housing 
Community  Development  Plan.  The  ConsoUdated  Plan  and  Submission  is 
designed  to  replace  the  current  Commiuiity  Planning  and  Development  (CPD) 
planning  and  application  requirements  with  a  single  submission. 

NCDA  and  NAHRO  are  both  supportive  of  the  development  of  a  more  efiBcient  and 
streamlined  submission  and  the  ultimate  reduction  of  paperwork  redundancy  and 
administration  for  local  governments.   However,  we  are  stiU  concerned  with  the 
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process  in  which  HUD  developed  the  ConsoUdated  Plan  and  Submission  and  the 
increased  level  of  work  the  "consolidation"  may  actually  cause.   We  encourage 
Congress  to  look  very  carefully  at  HUD's  proposed  consolidation  to  assess  the 
value  of  the  proposal  and  the  appropriateness  of  its  timing.   We  are  also  concerned 
about  the  proposal  to  address  homelessness  and  fair  housing  in  this  same 
document.   A  document  meant  to  be  everything  to  everyone  usually  turns  out  to 
serve  no  one  well.    If  such  a  broad  change  is  taken  with  the  consolidated  document 
than  further  development  and  consideration  is  critical. 

3)  Another  criticism  of  the  CDBG  program  it  that  it  is  very  slow  in 
spending  funds.    In  1993  there  was  a  $3  hillion  backlog  in  unspent  and 
unallocated  funds.   How  can  this  problem  be  solved? 

Congress  and  the  Administration  need  to  remember  that  CDBG  is  intended  as  a 
community  development  program,  which  by  its  nature  means  that  the  funds 
generally  will  not  be  100%  spent  within  12  months  of  appropriation.   The  process 
of  identifying  worthwhile  projects,  documenting  their  appropriateness  and  who  the 
recipients  will  be  all  take  time.   Additionally  the  citizen  participation  process 
designed  to  set  local  priorities  takes  time  as  well. 

A  substantial  amount  of  CDBG  program  dollars  fund  projects  which  require  long- 
term  construction.    The  program's  spendout  figures  reflect  the  nature  of  these 
projects,  which  require  substantiail  amounts  of  time  to  complete.   In  addition,  the 
program  only  permits  funds  to  be  drawn  down  as  work  progresses.  Thus  there  is, 
of  necessity,  a  pipeUne  of  funds  awaiting  expenditure  for  projects  already 
underway.   In  any  event,  the  CDBG  program  does  not  permit  a  grantee  to  have 
more  than  1.5  times  its  annual  allocation  in  the  pipeline.   This  1.5  requirement 
reflects  the  18  months  needed  to  complete  an  average  project. 

The  funds  currently  in  the  pipeline  cannot  be  accelerated  because  most  of  them 
have  already  been  obligated  by  local  communities  for  specific  projects. 
Additionally,  local  and  federal  fiscal  years  are  not  necessarily  synchronized.  This 
means  that  localities  frequently  do  not  make  funding  decisions  for  the  CDBG 
program  until  more  than  six  months  into  federal  fiscal  year  and  do  not  receive 
their  funds  imtil  the  fourth  quarter  of  the  federal  fiscal  year.      HUD  has  pledged 
to  get  CDBG  funds  to  the  local  level  before  the  start  of  the  local  program  year, 
which  thereby  permitting  better  planning  and  utilization  of  the  program  at  the 
local  level. 

In  terms  of  outlays,  the  amount  in  the  pipeline  is  quite  small.   For  fiscal  years 
1990-1992,  new  outlays  totalled  approximately  93%  of  the  appropriations  for  each 
of  those  years. 

4)  Do  you  have  any  views  on  the  CDBG  allocation  formula?  Is  it  fair 
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or  should  it  be  changed  and  in  what  manner? 

Congress  mandated  a  study  of  the  "adequacy,  effectiveness  £ind  equity"  of  the 
existing  formula.   A  report  was  due  to  Congress  on  July  1,  1993.   To  date,  HUD 
has  not  forwarded  its  recommendation  to  Congress.      NCDA  has  formed  a 
Formula  Working  Group  Committee  to  respond  to  the  HUD  recommendations 
when  they  are  released.   At  this  time,  we  feel  it  is  premature  to  comment  on  the 
formula  issue  and  will  be  happy  to  provide  you  with  the  NCDA  organizational 
position,  once  HUD  has  released  its  recommendations. 

NAHRO's  primary  concern  with  the  CDBG  formula  is  what  the  impact  wiU  be  of 
using  1990  Census  Data.   Communities  that  will  suffer  a  loss  of  funding  under  the 
new  data  need  a  two  year  partial  "hold  harmless"  to  adjust  their  activities. 
Without  such  a  phasing  in  of  the  changes,  communities  will  not  have  time  to 
identify  other  resources  and  adjust  their  activities   and  their  needy  residents  will 
be  severely  impacted.    NCDA  supports  the  hold  harmless  provision. 

5)  Secretary  Cisneros  has  proposed  a  TJKl'  program.   This  program 
would  use  $200  million  of  CDBG  funds  for  a  competitive  grant  program  to 
provide  subsidies  to  leverage  private  investment  in  private  investment  in 
distressed  neighborhoods.   Is  this  type  of  program  better  left  to  state  and 
local  governments?  How  do  you  view  the  LIFT  proposal? 

While  NCDA  and  NAHRO  applauds  the  Administration's  effort  to  address  a 
problem  aflFecting  many  of  our  urban  communities  with  an  infusion  of  targeted  and 
expanded  economic  development  resources,  we  strongly  oppose  taking  those  funds 
from  CDBG  for  this  purpose.   HUD  notes  in  it's  budget  documents  that,  "CDBG 
remains  the  most  flexible  community  building  tool  to  Mayors  and  Governors."  We 
want  to  retain  that  flexibihty  by  not  earmarking  or  further  segmenting  CDBG. 
This  concern  was  addressed  by  HUD  staff  in  a  meeting  with  national  pubUc 
interest  groups.   The  groups  were  advised  that  while  HUD  is  moving  forward  with 
the  LEFT  program,  the  funds  wiU  not  come  out  of  CDBG,  however  HUD  has  not 
yet  indicated  from  where  the  funding  will  come.   NAHRO  opposes  the  proposal 
that  75%  of  the  LIFT  funding  be  distributed  at  the  Secretary's  discretion.   This 
seems  contrary  to  HUD's  articulated  philosophy  that  they  want  to  foster  decisions- 
making  at  the  local  level  according  to  locally  generated  planning.      NCDA  has  not 
developed  a  position  on  the  specific  elements  of  the  proposal.   We  will  advise 
members  of  the  Subconmiittee  upon  adoption  of  such  a  position. 

6)  Do  you  support  the  proposal  to  make  the  matching  requirement  for 
HOME  funds  a  flat  25  percent  for  state  and  local  recipients? 

NCDA  and  NAHRO  support  a  flattening  of  the  match  requirement  to  25  percent 
overall.   Such  a  provision  would  eliminate  the  previous  bias  against  new 
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construction  amd  will  therefore  give  communities  the  ability  to  choose  their  HOME 
prograxn  activities  based  on  local  housing  needs. 

7)        What  types  of  programs  have  you  used  HOME  funding  for? 

Most  Participating  Jurisdictions  have  used  their  HOME  funds  for  an  assortment 
of  the  eUgible  activities,  including:  rental  rehabilitation,  first-time  homebuyer 
programs,  owner-occupied  rehabilitation,  new  construction,  land  acquisition  sind 
tenant-based  rental  assistance.   The  national  figures  show: 

Activity  Tvne 

Rehabilitation  70.0% 

New  Construction  20.5% 

Acquistion  6.5% 

Rental  Assistance  3.0% 


Project  Type 

Rental  60.4% 

Owner-Occupied  Rehabilitation  25.8% 

First-Time  Homebuyer  13.8% 

The  HOME  program  has  also  exceeded  the  benefit  targeting  guidelines  dictated  by 
Congress  in  the  original  HOME  legislation.  According  to  the  report  issued  by 
HUD  on  March  31,  1994,  over  56.7%  of  the  HOME  fimds  expended  for  rental 
projects  has  gone  to  serve  those  persons  at  0-30  percent  of  the  area  median  income 
and  31.8  percent  for  those  persons  whose  income  falls  between  31  and  50  percent 
of  the  area  median.   In  terms  of  homeowner  activity,  the  benefits  are  more  evenly 
distributed  with  26.4  percent  of  the  funds  serving  those  persons  between  31-50 
percent  of  the  area  median  and  26  percent  serving  those  between  0-30  percent  of 
the  area  median  income. 

8)  Other  than  an  increase  in  funding,  how  can  the  HOME  program  be 

improved  to  make  it  responsive  to  state  and  local  needs? 

Certainly  with  the  passage  of  the  "Multifamily  Housing  Property  Disposition 
Reform  Act  of  1994"  and  the  pubhcation  of  the  Fifth  Interim  nale,  both  of  which 
reflect  recommendations  made  last  year  by  NCDA,  NAHRO  and  the  other  national 
organizations  representing  local  and  state  governments,  the  HOME  program  has 
become  more  manageable.   Our  recommendation  would  be  further  simplification  of 
the  regulations  as  well  as  some  additional  technical  changes  to  the  legislation.   We 
have  included  a  list  of  possible  regulatory  changes  and  wiU  be  submitting,   with 
several  other  national  organizations,  some  additional  legislative  recommendations 
for  H.R.  3838.   We  also  suggest  that  similar  to  the  effort  being  \indertaken  in  the 
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Empowerment  Zone  and  Enterprise  Community  effort,  as  part  of  the  consolidated 
plan  process  HUD  shovild  permit  local  jurisdictions  to  identify  regulatory  waivers 
that  would  improve  their  abUity  to  respond  to  local  needs. 


Again,  NCDA  and  NAHRO  appreciate  the  opportunity  to  respond  in  detail  to  the 
concerns  of  members  of  the  Subcommittee. 


Sincerely, 

Daniel  P.  Henson,  in 

Commissioner 

Housing  and  Community  Development 

Baltimore,   Maryland 

Enclosures 
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Regulatory  Changes  to  the  HOME  Program: 

1.   HOME  Activity  Delivery  Costs:  Conform  the  treatment  of  activity  delivery  costs 
under  the  HOME  program  to  that  under  the  CDBG  program,  ie.,  allow  them  to  be 
charged  to  the  eligible  activity  with  which  they  are  associated.   In  addition,  include  the 
cost  of  monitoring  project  compliance  as  an  eligible  delivery  cost. 

^    2.   Definition  of  HOME  Project:   Permit  Participating  Jurisdictions  (PJs)  the  flexibility 
to  define  what  constitutes  a  HOME  project  rather  than  limiting  a  project  to  site(s)  or 
building(s)  within  a  four  block  area. 

3.  Use  of  HOME  Funds  for  Initial  Project  Operating  Reserves:   Remove  the 
restriction  in  the  regulations  which  limits  funding  for  a  projects  operating  deficit  reserve 
dunng  rent-up  to  18  months,   instead  of  an  arbitrary  time  limit,  PJs  should  be  required 
to  maintain  evidence  of  an  agreement  with  the  mortgage  lender  that  funding  for  such  a 
reserve,  once  no  longer  needed,  will  be  returned  for  use  in  HOME-eiigible  activities. 
This  would  facilitate  use  of  HOME  funds  in  risk-sharing  arrangements  by  PJs.   Not 
only  should  this  be  permitted  for  new  construction  and  sub  rehab  projects,  but  for  mod 
rehab  projects  as  well. 

4.  Increase  in  FHA  Mortgage  Insurance  Limits:   Immediately  publish  the  20 
percent  increase  in  the  221(d)(3)  multifamily  mortgage  insurance  limits  (which 
establishes  the  maximum  HOME  subsidy  limit)  authorized  by  the  1992  amendments  in 
order  to  allow  use  of  the  higher  limits  for  HOME-assisted  rental  housing.  This 
increase  is  critical  to  making  projects  feasible  in  high  cost  areas. 

*    5.   Equity  Investments  for  Project  Financial  Work-outs:  Clarify  that  equity 

investments  made  as  part  of  the  financial  wori<-out  of  an  existing  low-income  housing 
project  are  an  eligible  use  of  HOME  funds.  The  cun-ent  regulations  require  the 
property  to  be  acquired,  rehabed,  or  constructed  in  order  for  HOME  funds  to  be  used. 
This  is  an  unnecessary  requirement  and  may  undermine  use  of  HOME  funds  to 
preserve  affordable  housing  where  it  is  appropriate. 

i^  6.  C/MI  System  Projects:  Permit  PJs  to  establish  as  projects  with  the  Cash  and 
Management  Information  System  (C/MIS)  homeownership,  including  rehabilitation, 
programs  rather  than  a  separate  project  for  each  household  assisted. 

7.   Pre-environmental  Clearance  Cost  -  Make  pre-environmental  clearance  activity 
costs  reimbursable  activity  delivery  costs  in  order  to  permit  PJs  to  undertake  them. 
Under  current  HUD  interpretation,  costs  associated  with  pre-environmental  clearance 
(NEPA)  activities  may  not  be  reimbursable  for  specific  projects.   Only  costs  associated 
with  post-NEPA  clearance  would  be  reimbursable.   Therefore  such  costs  as 
appraisals,  environmental  (lead/asbestos)  inspections,  energy  calculations,  architects, 
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civil  engineers,  outside  consultants  to  do  market  studies  cannot  be  charged  to  the 
project,  if  the  NEPA  clearance  has  not  been  approved.   PJs,  developers  and 
nonprofits  depend  on  these  activities  to  move  forward  on  projects;  however,  if  such 
expenses  are  not  reimbursable,  then  prospective  projects  will  not  be  pursued. 

8.  Additional  Forms  of  Matching  Contributions:   In  the  event  that  the  current  law 
matching  requirements  are  not  changed,  clarify  that  the  difference  between  acquisition 
cost  and  the  appraised  value  of  land  or  other  real  property,  acquired  with  or  without 
federal  resources,  is  eligible  match.   The  regulations  currently  allow  such  a  differential 
to  count  in  the  case  of  properties  acquired  from  RTC  for  affordable  housing.  Also 
consider  owner  contributions  as  match,  in  terms  of  land,  owner  investment  or  private 
debt. 

9.  Projects  out  of  Compliance:   Clarify  that,  in  the  event  that  a  project  which  a  PJ 
funds  falls  out  of  compliance  with  the  requirements  of  HOME,  the  jurisdiction  shall  first 
seed  to  return  the  project  to  compliance,  than  if  necessary  make  reasonable  efforts  to 
see  that  the  project  developer  repays  the  HOME  subsidy;  but  in  the  event  that  the 
developer/owner  cannot  repay  the  subsidy,  permit  HUD  to  reduce  future  grants  but  not 
require  the  jurisdiction  to  repay  such  subsidy  to  its  HOME  tnjst  fund  or  to  HUD. 

10.  Housing  Quality  Standards  and  HOME-Assisted  Housing:  Exempt  housing 
units  receiving  $5,000  or  less  in  HOME  funds  for  weatherization,  emergency 
assistance,  home  repair,  or  accessibility  from  Section  8  Housing  Quality  Standards. 
This  would  permit  PJs  to  address  emergency  or  life  threatening  problems,  or  prevent 
further  detenoration  of  a  unit. 

1 1 .  Environmental  Review:  Provide  an  exemption  from  the  requirements  for  rehab 
or  one  to  four  units  and  all  owner-occupied  rental  and  homeownership  projects  and 
provide  flexibility  by  permitting  one  environmental  review  for  projects  receiving  both 
HOME  and  CDBG  funds.   Where  the  HOME  program  determines  a  project  to  be 
rehab  for  environmental  review  purposes,  allow  that  determination  to  supersede  that  of 
HUD'S  environmental  review  staff. 

12.  CHDO  Operating  Funds:   Clarity  that,  at  the  discretion  of  the  PJ,  the  up  to  5 

percent  of  its  allocation  which  may  be  made  available  for  CHDO  operating  assistance 
may  be  taken  from  within  or  outside  the  CHDO  set-aside. 

13.  Drawdown  of  HOME  Funds:   Increase  from  15  to  30  days  the  time  frame 
within  which  funds  drawn  down  must  be  spent.   The  1 5-day  time  limit  is  particularty 
burdensome  for  urban  counties  and  consortia  which  deal  with  multiple  subrecipients. 

14.  Definition  of  Net  Proceeds  for  Homeownership:  Clarity  that  the  definition  of 
net  proceeds  includes  improvements  made  to  the  property  by  the  owner. 

15.  Spending  HOME  Funds:   Clarity  that  PJs  may  commit  FYSS  HOME  funds  prior 
to  having  fully  committed  Pr'92  funds  in  order  to  permit  them  to  take  advantage  of 
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opportunities  such  as  the  acquisition  of  land  for  affordable  housing.  Also  eliminate  the 
provision  that  program  income  must  be  spent  before  further  funds  are  drawn  down  for 
the  same  reasoning. 

16.  Recognition  of  Match:   Should  the  existing  matching  requirement  not  be 
changed  as  recommended  above,  allow  PJs  to  begin  accruing  match  for  HOME 
eligible  activities  as  soon  as  they  have  signed  their  Pi'93/FY94  HOME  agreements, 
rather  than  waiting  until  they  begin  drawing  down  their  Pi'93/FY94  funds. 

17.  C/MI  System  For  Tenant  Assistance:   Eliminate  the  requirement  that  specific 
information  (social  security  number,  amount  of  tenant  contribution,  amount  of  subsidy) 
be  provided  up  front  on  each  tenant  to  be  assisted  with  HOME  funds,  requiring 
instead  that  such  information  be  contained  in  the  completion  report.   PJs  should  be 
required  to  indicate  up  front  the  number  of  tenants  expected  to  be  assisted  and  the 
total  amount  of  subsidy  expected  to  be  provided. 

18.  C/MI  System  and  CHDOs:  Allow  OH  DO  projects  to  be  set-up  in  the  C/MIS 
(therefore  show  them  as  a  commitment)  pnor  to  complete  CHDO  identification  of  all 
financial  sources  and/or  completion  of  approval/filing  as  a  CHDO.   This  would  enable 
PJs  to  commit  their  CHDO  monies  faster  rather  than  waiting  for  the  lengthy  CHDO 
approval  process. 

19.  Limitation  on  Use  of  HOME  With  FHA  Mortgage  Insurance:   Remove  the 
requirement  that  the  HOME  affordability  period  con-esponds  to  the  term  of  an  FHA 
insured  mortgage  when  HOME  funds  are  used  in  connection  with  housing  financed 
with  a  mortgage  insured  by  HUD.     HOME  affordability  requirements  should  revail. 

20.  Property  Value  Limits:  Allow  local  jurisdictions  to  base  property  value  limits  on 
the  area  median  income  as  provided  in  the  statute. 

;<   21.   Definition  of  Affordable  for  Subsequent  Low-Income  Borrower:    Eliminate 
the  regulatory  requirement  that  first-time  homeownership  units  be  made  affordable  to 
the  subsequent  low-income  buyer  at  a  price  that  is  30%  of  75%  of  median  income. 
The  statute  requires  that  the  unit  be  affordable  but  does  not  specify  the  actual  amount. 
PJs  should  be  given  the  option  to  define  what  is  affordable  to  another  low-income 
purchaser. 

j(lr  22.   Definition  of  SRC  under  HOME:   Conform  HOME'S  definition  of  Single  Room 
Occupancy  (SRO)  projects  to  that  used  in  other  federal  programs  such  as  the 
McKinney  Homeless  and  Shelter  Plus  Care  programs,  thus  allowing  HOME  to  be  used 
in  combination  with  these  programs. 

23.    Flexibility  with  Davis-Bacon:   Eliminate  Davis-Bacon  requirements  for  HOME 
projects  of  12  units  or  more,  but  scheduled  to  be  sold  to  individuals  as  separate  units. 
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Testimony  of  the 
COALITION  FOR  LOW-INCOME  COMMUNITY  DEVELOPMENT 

Reauthorization  Hearing  for  Community  Development  Block  Grant  Program 
House  Subcommittee  on  Housing  and  Community  Development 

H.R  3838 

Wednesday  March  16.  1992 

Mr.  Chairman  and  Members  of  the  Subcommittee,  I  greatly  appreciate 
the  opportunity  to  share  with  you  the  views  of  the  Coalition  for  Low-Income 
Community  Development  (CL-ICD)  as  you  begin  the  process  to  reauthorize 
the  Community  Development  Block  Grant  Program  (CDBG). 

CL^ICD  is  an  active  coalition  of  1,400  grassroots  and  national 
organizations  interested  in  the  federally  funded  CDBG  program  and 
economic  development  issues.    The  Coalition  was  organized  to  preserve 
CDBG  funding  and  initiate  and  promote  legislative  and  regulatory  changes  to 
ensure  that  low-income  people  benefit  from  the  CDBG  program.    The 
Coalition  provides  local  communities  with  information  about  the  CDBG 
program  and  technical  assistance  on  how  non-profits  can  apply  for  funding 
or  monitor  how  the  funds  are  spent  in  their  neighborhoods. 

Community  development  corporations  seeking  financing  for  low- 
income  projects,  community-based  service  providers  and  neighborhood 
groups  advocating  for  improved  housing,  economic  development,  and  better 
services,  all  find  the  CDBG  program  central  to  their  needs.    The  reasons  for 
this  are  simple:  other  programs  supporting  low-income  housing  and 
economic  development  have  been  eliminated  or  cut  heavily,  and  CDBG  is  a 
$4.4  billion  dollar  federal  resource,  controlled  at  the  local  level,  flexible,  yet 
targeted  to  benefit  lower-income  people.    The  CDBG  program  remains  a 
critical  source  of  funds  for  housing  rehabilitation  and  preservation,  job 
creation  and  training,  commercial  and  industrial  development,  and 
neighborhood  revitalization. 

In  recent  years,  as  localities  have  experienced  a  reduced  tax  base  and 
an  increase  in  severe  housing,  economic,  and  social  problems,  the  struggle 
over  how  CDBG  money  is  spent  has  intensified.    Local  and  state  governments 
have  been  tempted  to  divert  CDBG  funds  away  from  low-income 
neighborhoods  to  cover  general  government  functions  historically  supported 
with  local  revenues  and  General  Revenue  Sharing. 

Since  CDBG  is  administered  as  a  block  grant  program,  there  are 
tremendous  differences  from  state  to  state,  county  to  county,  and  city  to 
city,  in  how  effectively  the  program  is  administered.    Because  of  this 
diversity,  the  CDBG  program  is  perceived  quite  differently  from  community 
to  community.    It  is  this  very  diversity  which  encouraged  the  establishment 
of   this  national  coalition  to  share  information  between  localities  and  act  as  a 
oversight  body  reviewing  whether  low-income  communities  truly  benefited 
from  the  CDBG  program. 
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Recommendations    for  Changes  to  the  CDBG  Program 

Our  testimony  today  will  first  address  the  CDBG  issues  discussed  in 
H.R.  3838.    We  will  then  discuss  our  reactions  to  the  legislative  ideas 
outlined  in  the  Department  of  Housing  and  Urban  Development's    (HUD) 
1995  budget  proposal    We  will  offer  some  additional  ideas,  concerns,  and 
recommendations  of  our  own  concerning  the  CDBG  program.    And  finally, 
we  will  discuss  some  of  the  ideas  we  have  heard  being  proposed  by  the 
various  government-interest  groups. 

H.R.  3838 

Sec.  601  (a)  Authorization  of  Appropriations 

CL-ICD  is  pleased  to  see  that  H.R.  3838  proposes  to  reauthorize  the 
CDBG  program  at  $4,532,000,000  for  FY   1995  and  $4,667,960,000  for  FT 
1996.    Although  this  amount  is  slightly  more  than  the  Administration  is 
currently  recommending,  it  is  the  bare  minimum  needed  to  assist  state  and 
loc£il  communities  facing  severe  housing,  economic,  and  social  problems. 

According  to  the  National  Low  Income  Housing  Information  Service, 
the  1994  appropriation  of  $4.4  billion  was  only  68%  of  the  1980  level  after 
adjusting  for  inflation.    In  addition,  the  number  of  communities  eligible  to 
receive  CDBG  has  grown  dramatically  over  time.    In  the  Entitlement 
Program,  594  communities  were  eligible  to  receive  CDBG  funds  in  1975 
when  the  program  began,  and  in  1992  889  communities  were  eligible.    We 
recommend  strongly  that  the  House  Subcommittee  authorize  at  least 
$4.5  billion  dollars  for  the  CDBG  program. 

Sect.  60 1  (b)  Limitation  on  Loan  Guarantees 

The  1990  Cranston-Gonzalez  National  Affordable  Housing  Act 
authorized  the  expansion  of  the  limitation  of  Section  108  loan  guarantee 
authority  in  FY  '91  and  FY  '92  to  $300  million.    The  FY  '90  limit  was  $140 
million.    In  addition,  the  loan  repayment  period  was  extended  from  six  to 
twenty  years  and  communities  may  now  borrow  up  to  five  times  their  CDBG 
allocation.    The  previous  borrowing  level  was  three  times  the  CDBG 
allocation. 

In   1992,  Congress  dramatically  raised  Section  108  authority  from 
$300  million  to  $2  billion.    H.R  3838  would  authorize  Section  108  loan 
guarantee  authority  to  $2,115,620,000  for  FY  '95  and  $2,179,088,600  for  FY 
'96.     These  changes  to  the  CDBG  program  are  potentially  significant  and 
their  effect  should  be  analyzed  by  Congress.    In  addition,  H.R  3838  and  HUD 
are  now  proposing  to  add  UDAG  recaptures  to  this  program  (discussed  in 
detail  below). 

CL-ICD  is  concerned  about  whether  local  communities  are  mortgaging 
their  future  CDBG  fiands  on  questionable  projects.    In  the  past  we  have 
recommended  greater  Congressional  oversight  and  evaluation  on  how  well 
the  Section  108  program  is  actually  working.    Once  again,  we  recommend 
the  GAO  conduct  an  in-depth  review  on  how  many  communities  have  had 
trouble  repaying  these  loans  and  any  other  difficulties  there  may  be  in  using 
CDBG  funds  in  this  way. 
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Sec.  602  Economic  Development  Grants 

H.R  3838  calls  this  Economic  Development  Grants,  HUD  calls  the 
program  Economic  Revitalization  Grants.    In  both  cases,  the  program  will 
provide  grants  to  assist  the  financing  of  economic  development  projects  in 
conjunction  with  loans  under  the  section  108  Loan  Guarantee  program.    To 
qualify,  projects  must  be  eligible  under  the  CDBG  program.    The  HUD 
Budget  assumes  that  $100  million  of  the  funding  for  these  grants  will  come 
from  the  transfer  of  unobligated  balances  from  the  UDAG  program. 

In  reviewing  the  language  offered  in  Sec.  602  of  H.R.  3838,  we  are 
pleased  to  see  that  the  House  Subcommittee  has  maintained  the 
requirement  that  projects  funded  using  any  recaptured  UDAG  money    - 
which  will  now  be  considered  the  Section   108  (q)  program  -  must  be 
eligible  under  the  CDBG  program.    Specifically,  the  70%  targeting 
requirement  for  low  -  and  moderate-income  people  must  be  used.    We 
strongly  recommend  that  any  changes  to  the  Section  108  program  must 
maintain  strong  targeting  requirements  to  lower-income  communities. 

H.R  3838  limits  the  use  of  Section  108  (q)  only  to  economic 
development  eligible  activities.    We  believe  Congress  should  emphasize  the 
need  for  local  governments  to  seriously  look  at  using  Section  108  and 
Section   108  (q)  for  neighborhood  development  rather  than  downtown 
development  projects. 

We  are  not  entirely  convinced,  however,  that  this  is  the  very  best  use 
of  the  UDAG  recaptures.    Increasingly  we  hear  talk  about  the  need  for  the 
CDBG  program  to  be  used  in  the  Administration's  welfare  reform  efforts.    We 
wonder  if  using  the  proposed  $100  million  UDAG  recaptiores  might  not  be 
better  used  for  additional  job  creation  or  training  programs  in  this  area  of 
welfare  reform. 

Sec.  604.  Sect  108  Loan  Guarantees  for  Colonias 

Currently,  Section  108  can  be  used  for  four  types  of  activities:  1) 
acquisition  or  the  rehabilitation  of  real  property  by  an  eligible  public  entity, 
2)  housing  rehabilitation,  3)  economic  development  activities,  4) 
construction  of  housing  by  nonprofits.   This  biU  proposes  to  add  activities  in 
the  colonias  as  a  new  eligible  activity.    CL-ICD  agrees  that  this  is  an 
appropriate  expansion  of  the  use  of  Section  108  authority. 

An  additional  recommendation  from  CL-ICD.    Cl-ICD  also  recommends 
that  the  Subcommittee  consider  another  eligible  activity,  however.    We 
believe  that  the  CDBG  Section  108  tool  should  be  available  for  financing 
community  facilities  (e.g.,  day  care.  Head  Start,  job  training,  primary  health 
care).    Such  facilities  can  be  financed  with  regular  CDBG  funds,  but  not 
Section  108.    We  would  like  to  see  Section  108  brought  more  in  line  with 
the  basic  CDBG  program. 

Comunities  are  facing  expanding  unmet  needs  with  very  limited 
resources.    A  recurring  frustration  is  the  lack  of  adequate  facilities  in  low- 
income  areas  where  services  can  be  delivered  to  make  people  and 
communities  self-sufficient  -  such  as  child  care.  Head  Start,  job  training, 
primary  health  care,  youth  and  elder  services,  and  welfare-to-work 
programs.    These  services  are  truly  investments  because  they  decrease  the 
financial  demands  on  government  over  the  long  run,  but  many  low-income 
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neighborhoods  have  no  place  to  operate  them. 

Currently  Section  108  is  limited  to  economic  development  and 
housing  rehabilitation,  even  though  the  basic  CDBG  program  can  be  used  to 
finance  a  much  broader  range  of  activities.    The  narrower  scope  of  Section 
108  activities  is  unnecessary,  confusing,  and  inconsistent  with  the  broader 
CDBG  program  of  which  it  is  a  part.    Service  programs  can  often  be 
structured  to  generate  sufficient  income  to  carry  at  least  some  debt 
financing  on  a  facility. 

Expanding  the  eligible  activities  under  Section  108  would  open  a 
major  new  source  of  financing  for  community  facilities,  help  HUD  fulfill  its 
newly  articulated  commitment  to  strengthening  community  and  families, 
and  would  not  require  changes  in  the  basic  CDBG  program  or  additional 
federal  appropriations.    We  urge  the  Subcommittee  to  consider  adding  this 
eligible  activity  as  well  as  the  one  for  the  colonias. 

Section  605  Assistance  to  Colonias 

H.R  3838  continues  to  authorize,  through   1996,  the  Secretary  of  HUD 
to  set  aside  up  to  ten  percent  of  the  States  and  Small  Cities  funds  of  Texas, 
New  Mexico,  Arizona,  and  California  for  special  assistance  to  the  colonias. 
CL-ICD  believes  that  this  is  an  important  program,  especially  for  the  severely 
distressed  colonias  communities  of  Texas.    Over  the  past  few  years,  much 
debate  as  centered  around  the  severity  of  the  colonias  problem  in  New 
Mexico  and  Arizona,  and  especially  in  California. 

Cl-ICD  recommends  that  HUD  continue  to  work  closely  with  the  non- 
profit, low-income  advocates  in  all  of  these  states  to  determine  what  the 
appropriate  level  of  the  colonias  set-aside  should  be,  based  on  the  severity  of 
the  problem  in  each  state. 

HUD's  Legislative  PmpnMis  as  Outlined  in  their  1995  Budget 

HUD  has  outlined  a  number  of  legislative  initiatives  as  part  of  their 
1995  Budget    Unfortunately,  no  detailed  legislative  language  is  yet  available 
for  our  review.    Our  discussion  below,  is  based  merely  on  the  minimal 
information  we  have  about  their  proposals.    We  will  provide  additional 
comments  to  the  Subcommittee  once  HUD  releases  their  legislative 
package  in  April 

LIFT  Program:  HUD's  CDBG  Economic  Development  Initiative 

HUD  will  be  proposing  legislative  language  to  authorize  its  new 
initiative,  the  Neighborhood  "Leveraged  Investments  for  Tomorrow"  (LIFT) 
Program.    An  appropriation  of  $200  million  will  be  requested  for  1995 
from  the  CDBG  account    In  its  budget  report  HUD  states  that  "this  project- 
based  neighborhood  economic  development  program  will  stimulate 
investment  in  economiic  and  physical  revitalization  projects  to  improve  the 
quality  of  life  in  development  projects  that  further  the  comprehensive 
revitalization  of  distressed  urban  neighborhoods." 

Eligible  applicants  will  be  units  of  local  government,  with  funds  to  be 
awarded  through  a  national  competition  based  on  selection  criteria  in  the 
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statute,  along  with  other  factors  to  be  published  by  HUD  in  program 
regulations  and  the  Notice  of  Funding  Availability  (NOFA).    Eligible 
activities  will  include  specific  industrial,  commercial,  or  mixed-used  real 
estate  projects.    Only  entitlement  communities  appear  to  be  eligible  for 
LIFT  grants. 

CUCD's  concerns  and  recommendations. 

1.  Funding.    As  it  is  currently  proposed,  it  appesirs  that  the  $200 
million  funding  for  this  program  wiU  come  "off  the  top"  of  the  CDBG 
appropriation.    We  hope  that  if  this  $200  million  program  is  authorized, 
Congress  would  authorize  at  least  $4.6  billion  for  the  overall  CDBG  program. 
This  would  allow  CDBG  to  not  experience  an  overall  budget  reduction  from 
FY  1995. 

2.  Protection  of  funding  for  States  &  Small  Cities  Program.   It  appears 
at  this  time  that  only  entitlement  communities  are  eligible  for  this 
competitive  program.  If  that  is  the  case,  CL-ICD  strongly  urges  that  funds 
used  for  the  program  are  taken  directly  from  entitlement  communities.    The 
small  towns  and  rural  areas  that  are  part  of  the  States  and  Small  Cities 
program  should  not  receive  a  cut  in  their  funding  level  because  of  a 
competitive,  urban  set-aside  program. 

3.  Different  tiers  for  competition.    Most  competitive  programs  favor 
the  larger  entitlement  communities.    There  has  been  some  concern  raised 
by  smaller  entitlement  communities  that  only  the  very  major,  urban  areas, 
would  likely  receive  LIFT  funds.    We  recommend  that  HUD  incorporate 
different  tiers,  based  on  population  size,  as  part  of  its  competitive 
application  process. 

4.  Need  for  neighborhood  economic  development  versus  downtown 
development.    Our  interest  in  the  program  is  centered  on  it  being  a 
neighborhood-oriented  economic  development  program.     We  will  support 
LIFT  if  it  is  clear  that  the  goals  of  the  projects  funded  are  based  on 
increasing  the  neighborhood's  economic  base,  and  that  residents  of  the 
community  as  well  as  neighborhood  non-profit  organizations  are  directly 
involved  in  the  planning.    Neighborhood  residents  should  benefit  directly 
from  the  projects  funded  through  jobs  and  the  receipt  of  credit  for 
residential  business  ventures. 

5.  Involvement  of  CDCs  and  community-based  non-profits.  We 
recommend  that  capitalization  funds  and  investment  opportunities  for  the 
neighborhood  be  administered  through  joint  ventures  with  CDCs  and 
community-based  non-profits. 

Conununity  Viability  Fund 

This  is  a  new  initiative  of  HUD's  which  the  budget  plan  describes  as  a 
"program  that  would  provide  funding  aimed  at  improving  urban  design,  and 
in  support  of  comprehensive  neighborhood,  city-wide  and  regional  planning 
(including  planning  for  strategic  economic  development  and 
deconcentration  of  the  poor  and  minorities)."    The  Fiind  would  support  a 
recognition  awards  program  to  focus  national  attention  on  efforts  to  find 
solutions  to  housing  and  community  development  issues. 

Funding  would  also  be  available  to  build  the  capacity  of  community- 
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based  development  corporations  (CDCs)  and  housing  development 
organizations,  and  to  assist  such  entities  to  carry  out  community 
development  and  affordable  housing  activities  (including  the  demonstration 
specified  under  Section  4  of  the  HUD  Demonstration  Act  of  1993). 

HUD  also  states  that  "the  fund  will  strengthen  the  civic  culture,  fund 
the  design/ development  of  public  amenities,  support  strategic  planning  that 
is  essential  to  neighborhood  revitalization,  and  support  community 
organizing  activities.    This  proposal  represents  a  means  of  leveraging  other 
public  and  private  resources,  thus  multiplying  the  effect  of  the  Federal 
effort." 

CL-ICD's  concerns  and  recommendations. 

1.  Strategic  Planning  and  Urban  Design.  CL-ICD  believes  that  funds  to 
help  communities  develop  and  implement  comprehensive  approaches  to 
solve  economic,  housing,  and  socii  problems  are  critical    HUD's  Office  of 
Community  Planning  and  Development  has  spent  months  working  on 
developing  a  comprehensive  planning  approach  to  replace  the  current 
planning  requirements  for  most  of  its  programs.    Throughout  their  process, 
we  have  recommended  the  absolute  need  for  involving  citizens  and  low- 
income  communities  in  a  meaningful  way  in  the  planning  process.    We 
discuss  later  in  our  testimony  some  additional  ideas  we  have  concerning  a 
citizen  monitoring  project    We  believe  that  both  HUD  and  this 
Subcommittee  should  seriously  consider  ways  to  ensure  that  residents  of  the 
community  are  actively  involved  in  planning  and  setting  their  own  economic 
development  and  housing  priorities. 

2.  Capacity  Building.  We  are  pleased  to  see  the  emphasis  HUD  has 
placed  on  the  important  role  that  community-based  non-profits  and  CDCs 
have  played  in  the  revitalization  of  our  nation's  most  distressed 
communities.    We  believe  that  funds  for  increasing  the  capacity  of 
neighborhood  organizations  and  institutions,  training  in  financial 
management  and  other  technical  skills,  as  well  as  support  for  community 
organizing  in  unorganized  neighborhoods,  is  critically  needed.    We  look 
forward  to  reviewing  HUD's  exact  language  for  this  proposal  and  support  the 
concept  in  general    We  hope  the  Subcommittee  seriously  considers  the 
value  this  component  of  community  development  plays  in  revitalizing  poor 
communities. 

3.  Incentive  grants  and  awards.   In  general  we  support  funding 
incentive  grants  to  help  fund  innovative  programs  and  projects,  and  an 
awards  programs  that  recognizes  excellence  and  innovation  in  community 
development  programs.    It  would  be  helpful  to  have  some  funds  available  to 
replicate  innovative  programs  being  developed  by  grassroots  and  community- 
based  programs.    We  recommend  that  non-profits  be  eligible  to  participate 
in  such  a  program  directly,  not  just  government  entities. 

Colonias  Assistance  Program 

HUD  has  included  a  $100  million  Colonias  Assistance  Program 
initiative  in  its  1995  budget    The  colonias  are  the  severely  distressed  rural 
unincorporated  areas  located  along  the  United  States-Mexico  border  that 
are  characterized  by  substandard  housing,  inadequate  roads  and  drainage. 
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and  substandard  or  non-existent  water  and  sewer  facilities. 

This  program  would  assist  state  and  local  efforts  to  address  the  severe 
housing  and  infrastructure  needs  of  the  colonias.    The  $100  million  would 
be  used  to  match  funds  provided  by  the  states  of  Texas,  New  Mexico, 
California,  and  Arizona  and  local  governments  and  non-govemment 
organizations  in  those  states.    Federal  assistance  will  be  used  to  enhance  and 
supplement  state  and  local  efforts  conducted  as  part  of  a  comprehensive 
strategy  to  mitigate  public  health  risks  and  create  safe,  affordable,  and 
decent  housing  in  the  border  region. 

CL-ICD's  recommendation.     We  support  providing  additional  funds  to 
assist  this  very  distressed  area  of  our  nation    We  recommend  that  HUD 
work  closely  with  the  non-profit,  low-income  advocates  in  all  of  these  states 
to  determine  the  next  best  steps  that  should  be  taken  to  really  assist  the 
residents  in  these  areas.    We  caution  HUD  to  not  work  just  with  state  and 
local  governments  or  even  designated  for-profit  consulting  groups.    The 
needs  of  the  actual  residents  must  be  incorporated  into  the  development  of 
infrastructure  and  housing  for  these  areas.     We  recommend  the  House 
authorize  this  program. 


CL-ICD  Recommendations 

The  need  for  a  Citizen  Monitoring  Project 

HUD's  Monitoring  Abilities.  Two  years  ago,  the  Housing  and 
Employment  Subcommittee  of  the  Government  Operations  Committee  of  the 
House  of  Representatives,  held  hearings  on  the  CDBG  program.  These 
hearings  focused  on  abuses  in  the  program  and  looked  at  how  well  HUD  was 
able  to  monitor  the  CDBG  program.    In  her  testimony  to  that  Subcommittee 
on  March  18,   1992,  HUD  Assistant  Secretary  Anna  Kondratas,  stated:  "I 
cannot  over-emphasize  the  simple  fact  that  eliminating  front-end  reviews  by 
HUD  of  specific  activities,  deleting  detailed  grantee  application 
requirements  and  instituting  reliance  on  monitoring  grantees'  activities 
after  grant  awards,  exposes  the  CDBG  program  to  a  host  of  potential  abuses." 

Likewise,  Chris  Greer,  Assistant  Inspector  General  for  Audit  at  HUD 
said  in  his  testimony  before  the  Government  Operations  Subcommittee, 
"HUD's  inadequate  oversight  of  grantee  performance  has  been  the 
subject  of  numerous  Office  of  Inspector  General  and  General  Accounting 
Office  audits  over  the  years." 

HUD  would  like  to  feret  out  abuses  of  the  CDBG  program,  but  will 
never  have  the  staff  to  ensure  participation  that  is  needed,  particularly  in 
this  time  of  cuts,  downsizing  the  Department,  and  eliminating  regional 
offices. 

Scrutiny  of  the  CDBG  Program.    Both  the  strength  and  weakness  of  the 
CDBG  program  lie  in  its  flexibility.    Flexibility  allows  local  tmits  of 
government  to  implement  solutions  that  directly  attack  local  problems.    But 
flexibility  also  permits  abuses  and  politically  popular  choices  that  are  not 
helpful  to  the  program's  intended  beneficiaries,  low-  and  moderate-income 
persons.    The  failure  of  the  economic  stimulus  bill  in  early  1993  brought 
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light  to  the  political  vulnerability  of  CDBG.    Ample  evidence  demonstrated 
the  questionable  uses  or  unspent  funds  for  overdue  projects.    Unfortunately, 
the  evidence  was  used  to  defeat  the  stimulus  package. 

CL-ICD  believes  that  greater  involvement  by  citizens  (especially  lower- 
income  people)  in  scrutinizing  what  the  CDBG  program  funds,  is  the  very 
best  assurance  that  only  appropriate  programs  are  indeed  funded.    There  is 
nothing  illegal  or  inappropriate  about  funding  recreational  projects  like 
parks  and  swimming  pools.    The  question  is:  Is  this  what  the  local  citizens 
want  and  consider  the  highest  priority  for  their  community?    If  it  is,  then 
the  project  should  be  funded  if  it  is  a  CDBG  eligible  activity. 

Citizen  Participation  Monitoring  Project 

CL-ICD  strongly  advocates  the  implementation  of  a  CDBG  Citizen 
Participation  Project  to  strengthen  the  effectiveness  of  CDBG  funded 
activities  and  to  ensure  meaningful  participation  of  low  -  and  moderate- 
income  persons,  with  funding  expenditures  ultimately  benefiting  low- 
income  populations.    Although  we  have  20  years  of  experience  with  the 
CDBG  program,  it  is  still  difficult  to  point  out  how  funds  have  benefited  low- 
income  persons.    It  is  important  to  obtain  the  information  needed  to  analyze 
the  most  effective  uses  and  case  studies  of  CDBG  funds. 

To  improve  the  program,  low-income  persons  must  understand  the 
program,  have  a  meaningful  role  in  planning,  be  involved  in  citizen 
participation  processes  that  are  open,  broad-based,  reflect  diverse  needs, 
and  propose  solutions  that  address  root  causes  of  community  problems  and 
emphasize  common  values.    Only  with  the  strengthening  of  meaningful 
participation  will  low-income  persons  be  assured  benefits  from  CDBG. 

Other  Citizen  Participation  Requirements 

In  1986,  through  the  work  of  CL-ICD.  Congress  strengthened  citizen 
participation  standards  for  the  CDBG  program.    Ihis  was  a  breakthrough  for 
citizens  where  previously  access  to  information  and  opporttmities  to 
participate  in  decision-making  had  been  lacking.    CL-ICD  continues  its  work 
to  ensure  that  citizens,  especially  low-income  people,    have  an  opportunity 
to  let  their  local  government  know  about  the  needs  of  their  community  and 
their  recommendations  for  the  kinds  of  programs  to  address  those  needs. 

CL-ICD's  recommendation.    It  has  recently  come  to  our  attention  that 
local  organizations  seeking  specific  information  about  their  community's 
CDBG  program  are  often  required  to  file  Freedom  of  Information  Requests 
for  basic  documents  like  the  Final  Statement  and  Grantee  Performance 
Report  (GPR).    In  additioa  local  governments  are  charging  these 
organizations  varying  prices  (.05  to  .25)  to  xerox  one  page.    In  the  cases  that 
have  been  brought  to  our  attention,  grassroots  organizations  have  been  asked 
to  pay  between  $50  and  $150  dollars  for  these  basic  documents.    We 
strongly  urge  the  Congress  to  require  local  and  state  governments  to  provide 
these  CDBG  documents  for  free  to  any  organization  requesting  them. 
Adequate  CDBG  administrative  funds  are  available  to  cover  such  costs. 
Requirements  to  pay  for  this  material  is  simply  a  way  that  local  governments 
discourage  citizens  and  low-income  community-based  groups  to  monitor  the 
program. 
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Economic  Development  and  CDBG 

Job  Creation  and  Retention.    For  an  activity  that  creates  jobs,  the 
recipient  must  document  that  at  least  51%  of  the  jobs  will  be  held  by,  or  will 
be  made  available  to,  low  -  and  moderate-income  persons.    For  an  activity 
that  retains  jobs,  the  recipient  must  document  that  the  jobs  would  actually 
be  lost  without  the  CDBG  assistance.    CL-ICD  asks  the  Subcommittee  to 
consider  dropping  the  "made  available  to"  as  an  option  for  showing  that  the 
low/mod  benefit  test  was  met    In  addition,  at  least  51%  of  the  jobs  created 
or  retained  should  go  to  low-income  people.    Given  the  high  numbers  of 
unemployed  and  underemployed,    it  seems  only  reasonable  that  a  federal 
subsidy  to  a  for-profit  entity  should  require  that  jobs  are  actually  created  for 
or  retained  by  low  -  and  moderate-income  people. 

Job  Training  and  the  Role  of  Non-profits.  The  regulations  state  that 
"jobs  will  be  considered  to  be  available  to  low  and  moderate  income  persons 
only  if  special  skills  that  can  only  be  acquired  with  training  or  work  beyond 
high  school  is  not  required,  and  the  recipient  and  the  assisted  business  take 
actions  to  ensure  that  low  and  moderate  income  persons  receive  first 
consideration  for  filling  such  jobs." 

To  date,  there  has  been  very  little  coordination  between  local 
government  recipients,  assisted  businesses,  and  non-profit  organizations,  to 
ensure  that  outreach  for  job  placement  is  clearly  made  to  lower-income 
people.    Too  often,  an  assisted  business  will  simply  say,  "there  are  no  lower- 
income  people  available  to  fill  this  job."    CL-ICD  believes  that  non-profit, 
community-based  organizations  can  play  a  crucial  role  in  identifying  low- 
income  people  for  job  placements.    We  encourage  this  Subcommittee  to 
explore  ways  to  utilize  the  expertise  of  non-profit,  community-based 
organizations  in  linking  lower-income  people  to  job  opportunities. 

Documenting  Low-Mod  Benefit  in  Economic  Development  Projects. 

The  Subcommittee  and  HUD  often  hear  that  it  is  too  difficult  to  actually 
document  that  low  and  moderate-income  people  have  been  placed  in  a 
particular  job.    The  concern  is  usually  that  the  for-profit  entity  cannot  get 
people  to  disclose  their  income,  or  that  it  is  just  too  much  of  a  paperwork 
burden  to  track  exactly  who  is  getting  these  jobs.    CL-ICD's  londerstanding  of 
the  documentation  issue  is  quite  different    Since  these  are  scarce  federal 
dollars  being  used  to  subsidize  a  for-profit  entity,  CL-ICD  encourages 
Congress  to  ensure  that  1)  the  jobs  are  actually  created  or  retained,  and  2) 
that  they  are  held  by  low  or  moderate-income  people. 

Incentives  for  Meeting  Job  Creation/Retention  Goals.  The 

experience  of  HUD  and  local  government  in  trying  to  sanction  for-profit 
entities  who  do  not  meet  their  stated  job  creation/retention  goals  has  been 
extremely  poor.    Instead  of  looking  at  a  sanction  approach,  perhaps  we 
should  consider  some  kind  of  a  reward  to  businesses  who  meet  their  job 
creation  goals.    One  possibility  might  be  to  decrease  the  interest  rate  being 
charged  for  the  loan  based  on  job  creation/retention  performance.    An 
example  might  be:  a  company  received  a  loan  at  7%  interest  and  promised 
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to  create  100  jobs  in  three  years.    If  the  compsiny  actually  created  the  full 
number  of  jobs,  they  could  either  receive  a  cut  in  their  rate  to  6.5%  or  a 
lump  sum  equal  to  the  reduced  rate  at  the  end  of  the  contract  year.    If  the 
company  created  the  100  jobs  in  two  years,  they  could  receive  an  even 
larger  interest  rate  break. 

Technical  Assistance  Funds 

HUD's  Community  Planning  and  Development  (CPD)  office  has  been 
distributing  approximately  $22.5  million  in  technical  assistance  grants  over 
the  past  few  years.    All  grants  were  distributed  on  a  competitive  "Request 
For  Proposal-  RFP"  basis.    Fourteen  million  dollars  were  earmarked  for 
economic  development  technical  assistance  and  $8.5  million  for  other  types 
of  assistance. 

HUD  should  be  required  to  provide  annual  updates  to  Congress  and 
the  public  on  how  these  funds  were  distributed    To  date,  there  has  been  no 
easy  way  to  monitor  when  the  NOFAs  were  expected  to  be  published,  how 
much  of  the  money  has  been  awarded,  or  the  effectiveness  of  the  projects 
funded. 


Proposals  Being  Initiated  by  Government-Interest  Groups 

We  understand  that  the  foUowing  ideas  are  being  proposed  by  various 
government-interest  groups.    We  want  to  provide  the  Subcommittee  our 
initial  reaction  to  these  proposals. 

Increasing  the  Public  Services  Cap 

Currently,  public  services  under  CDBG  are  limited  to  15%  of  a 
community's  annual  grant  plus  program  income.    Public  services  include,  but 
are  not  limited  to:  public  safety  programs,  child  care,  job  training,  services 
for  the  elderly  and  handicapped,  crime  prevention,  and  recreational 
services.    Recently  there  has  been  some  discussion  by  various  government 
-interest  groups  to  increase  the  CDBG  public  services  cap  from  the  current 
15%  to  20%. 

CL-ICD's  comments.    CL^ICD  is  not  able  to  support  an  increase  in  the 
public  services  cap  at  this  time  for  a  number  of  reasons. 

1)  We  are  concerned  that  some  communities  might  supplement  their 
current  level  of  police  and  fire  operations  with  CDBG  funds. 

2)  We  are  not  convinced  that  there  is  a  need  for  the  cap  to  be  raised. 
The  most  recent  HUD  Annual  Report  to  Congress  reports  that  nationally,  9% 
of  the  expenditures  in  1990  went  to  public  services  ($234  million  in  FY 
1990,  up  slightly  from  the  $226  miUion  spent  in  FY  1988)  in  the 
Entitlement  Program.    Very  little  of  the  States  cind  Small  Cities  funding  goes 
towards  public  services  expenditures  -  only  1%  in  FY  1991  (approximately 
$8.2  million  dollars). 

3)  The  above  percentages,  9%  for  the  Entitlement  Program  and  1% 
for  the  States  and  Small  Cities  Program  are,  of   course,  national  averages.    If 
a  particular  community  is  facing  a  severe  hardship  and  needs  to  increase  the 
amount  of  CDBG  funds  for  public  services,  then  HUD  should  be  able  to  grant 
a  waiver  to  them. 
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4)  Overall  CL-ICD  is  in  favor  of  local  governments  using  more  of  their 
funds  for  public  services  projects.    Many  of  the  programs  non-profit, 
community-based  organizations  are  trying  to  fund,  and  low-income 
communities  want,  fall  under  public  services  eligible    activities.    We 
encourage  local  governments  to  increase  their  CDBG  funding  in  this  area. 
However,  there  seems  to  be  significant  room  for  governments  to  increase 
spending  in  this  area,  without  increasing  the  public  services  cap. 

Increasing  threshold  for  triggering  Davis-Bacon 

The  Davis-Bacon  Act  is  a  law  that  determines  wage  rates  for  federally- 
assisted  construction  projects.    In  an  effort  to  help  decrease  the  cost  of 
many  smaller  construction  and  rehabilitation  projects  in  communities  across 
the  nation,  some  government-interest  groups  are  recommending  that 
Congress  approve  the  provision  contained  in  the  "Davis-Bacon  Act,"  (H.R 
1231)  pending  in  the  House.    H.R.  1231  is  designed  to  increase  the  dollar 
threshold  for  triggering  the  Davis-Bacon  Act  from  $2,500  to  $100,000. 

CL-ICD's  comments.    We  are  not  at  this  time  prepared  to  say  what  the 
correct  triggering  level  ought  to  be.    It  is  clear,  however,  that  the  ciirrent 
standard  of  $2,500  is  completely  outdated  given  current  construction  costs. 
We  recommend  the  Subcommittee  evaluate  what  an  appropriate  level  might 
be. 

Make  CDBG  &  HOME  compatible  by  activating  Davis-Bacon  for  12  units 

Cl^ICD's  Comments.    We  support  conforming  the  CDBG  and  HOME 
program  requirements  regarding  the  number  of  housing  units  necessary  to 
activate  Davis-Bacon,  from  eight  units  for  CDBG  to  12  units  for  HOME. 


Conclusion 

The  Community  Development  Block  Grant  is  one  of  the  most 
important  sources  of  federal  funds  for  low-income  communities.    CDBG 
funding  is  a  major  resource  for  housing  renovation,  economic  development 
projects,  and  neighborhood  revitalization  programs.    CL-ICD  is  interested  in 
working  closely  with  this  Subcommittee  to  ensure  that  the  "flexibility  needs" 
of  the  program  are  evenly  measured  against  the  "need  for  accountability" 
within  the  program.    We  are  concerned  that  the  needs  of  low-income  people 
and  communities  are  considered  a  priority  by  state  and  local  government,  as 
well  as  by  Congress  and  HUD. 

Thank  you  for  giving  citizens,  non-profits,  and  lower-income  people  an 
opportunity  to  comment  on  this  critically  important  federal  program. 
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March  16,  1994,  hearing  held  by  the 

Subcommittee  on  Housing  and  Community  Development, 

entitled  "H.R.  3838,  Housing  and  Community 

Development  Act  of  1994" 


QUESTIONS  FROM  CHAIRMAN  HENRY  B.  GONZALEZ  TO 
MS.  RUTH  CRYSTAL 


1.  What  are  your  suggestions  as  how  to  promote  the  amount  of 
economic  development  activities  conduted  by  CDBG  recipients.  Will 
the  UDAG  recaptures,  which  may  provide  the  Department  with  only 
$100  million  in  extra  funding,  used  in  conjunction  with  the  section 
108  loan  guarnatees  reduce  communities'  reluctance  to  engage  in 
economic  development  activities  with  section  108  loan  guarantees. 

Are  local  community  development  agencies  aware  of  the  section  108 
program  and  its  requirements?  Do  they  have  the  capacity  to  create 
viable  loans  arrangements  with  other  organizations  or  is  greater 
technical  assistacne  needed  to  assist  them?  Do  you  fell  as  if  HUD 
has  the  capacity  to  review  these  laon  applications  and  make  a 
informed  judgeemnt  as  to  whether  they  are  worth  the  risk? 

2.  In  your  estimation,  what  hinders  communities  from  conducting 
economic  development  activities?  Is  legislative  or  regulatory 
change  necessary  to  increase  communities'  participation  in  economic 
development  activities? 

3 .  How  do  you  feel  about  increasing  the  public  servies  cap  in  he 

CDBG  program? 

4.  How  do  you  feel  about  expanding  the  eligible  activities  for 
Section  108  loan  guarantees  for  the  purpose  of  financing  non- 
housing,  community  facilities? 
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(MS.    CRYSTAL) 

Coalition 


for  Low-Income  Community  Development 


Answers  to  Questions  Posed  by  Chairman  Henry  B.  Gonzalez 

to  the  Coalition  for  Low-Income  Community  Development 

on  March  16,  1994  hearing  on  H.R.  3838 

1.  We  do  not  believe  that  using  UDAG  recaptures  in  conjunction  with  the 
Section  108  program  will  significantly  decrease  a  jurisdiction's  reluctance  to 
engage  in  economic  activities  with  108  loan  guarantee  money.    We  believe 
the  reasons  jurisdictions  do  not  utilize  the  program  is  that 

the  kind  of  "big"  development  projects  traditionally  done  with  Section  108 
type  money  are  simply  not  being  done  at  this  point  in  time  in  cities. 
"Downtown"  development  projects,  so  popular  in  the  early  eighties  are  not 
viable  for  many  jurisidictions  given  the  surplus  of  commercial  properties 
that  are  typically  available  in  these  jurisdictions  now. 

Instead  of  using  Section  108  money  for  "downtown"  projects  like 
hotels,  convention  centers,  and  stadiums  etc.,  we  believe  the  funds  should 
be  directed  more  towards  large  scale  neighborhood  revitalization  efforts  in 
low-income  communities.    We  are  cautious  in  our  recommendation  of  this 
because  we  would  not  want  to  see  displacement  of  the  very  people  that  this 
type  of  development  should  benefit,  however. 

We  believe  that  the  best  way  of  promoting  economic  development 
projects  with  CDBG  funds  is  for  increased  training  on  the  part  of  HUD  to  the 
local  jurisdictions  to  guide  them  in  making  good,  appropriate  funding 
decisions.    Economic  development  activities  are  always  more  riskier  and 
difficult  to  accomplish  than  using  the  CDBG  funds  for  infrastructure  and 
housing.    However,  jobs  and  business  opportunities  are  really  what  local  low- 
income  people  want    Although  it  is  more  difficult  to  develop  good  models  of 
economic  development,  this  is  where  we  do  need  to  put  our  creative 
energies. 

It  might  be  helpful  if  HUD  could  provide  models  of  good  economic 
development  projects  for  states  and  entitlement  communities  to  see.    We 
think  it  is  important  for  HUD  to  select  the  model  activities  since  they  will 
chose  those  that  really  work  within  HUD's  guidelines.    We  also  believe  these 
models  must  be  successful  in  developing  decent,  good  jobs  for  low-income 
people  and  that  there  was  real  community  participation  in  the  development 
of  the  economic  development  project 

2.  We  believe  the  greatest  hindrance  in  doing  economic  development  with 
CDBG  dollars  really  simply  reflects  the  inherent  difficulty  in  developing  good 
economic  development  projects.     Supporting  economic  development  is  just 
much  harder  to  do  than  build  affordable  housing. 

In  addition,  the  way  CDBG  funds  are  more  often  used  -  housing  and 
infrastructure-  are  urgent  problems  for  most  cities  and  states.    It  is  not  as 
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though  CDBG  money  is  not  being  used  well  simply  because  more  of  it  is  not 
going  towards  the  economic  development  problems  of  local  jurisdictions. 

We  believe  it  is  too  simplistic  to  accept  the  argument  that  more 
economic  development  activity  would  be  engage  in  if  there  were  simply  less 
regulations.    That  was  the  rallying  call  of  the  eighties  -"just  give  us 
deregulation  and  we  will  perform!"    We  disagree  heartily  with  this  approach. 
There  must  be  accountability  of  how  localities  use  scarce  federal  dollars. 
And  more  importantly,  we  must  have  documentation  about  the  local  projects 
in  order  to  evaluate  how  successful  they  were.    The  purpose  of  the 
documentation  is  to  evaluate  and  really  learn  what  works  -  not  just  for  some 
arbitrary  "governmental  purpose  of  forcing  more  paperwork." 

We  believe  that  regulations  and  legislation  should  not  require  less 
review  of  the  programs.    We  agree  that  streamlining  requirements  would  be 
good,  but  accountability  on  whether  jobs  were  actually  created  and  created 
for  low-income  people  must  remain  the  basic  core  of  the  regulations. 
Unfortunately,  this  will  inevitably  require  documenting  who  was  hired.    We 
expect  some  documentation  whenever  any  citizen  or  group  receives  a 
federal  government  benefit.    This  is  appropriate  and  should  not  be 
construed  as  overly  burdensome  given  the  benefit  the  recipient  is  getting 
from  the  governmenL 

Our  original  testimony  outlines  a  number  of  other  ways  that  we 
recommend  improving  economic  development  in  the  CDBG  program  (we 
have  a  section  devoted  just  to  this).    We  discuss  job  creation  and  retention, 
job  training  and  the  role  of  non-profits,  documenting  low-mod  benefit  in 
economic  development  projects,  and  incentives  for  meeting  job 
creation/retention  goals. 

3.    Currently,  public  services  under  CDBG  are  limited  to  15%  of  a 
community's  annual  grant  plus  program  income.    Public  services  include,  but 
are  not  limited  to:  public  safety  programs,  child  care,  job  training,  services 
for  the  elderly  and  handicapped,  crime  prevention,  and  recreational 
services.    CL-ICD  is  not  able  to  support  an  increase  in  the  public  services  cap 
at  this  time  for  a  number  of  reasons. 

1)  We  are  concerned  that  some  communities  might  supplement  their 
ctirrent  level  of  police  and  fire  operations  with  CDBG  funds. 

2)  We  are  not  convinced  that  there  is  a  need  for  the  cap  to  be  raised. 
The  most  recent  HUD  Annual  Report  to  Congress  reports  that  nationally,  9% 
of  the  expenditures  in  1990  went  to  public  services  ($234  million  in  FY 
1990.  up  slightly  from  the  $226  million  spent  in  FY  1988)  in  the 
Entitlement  Program.    Very  little  of  the  States  and  Small  Cities  funding  goes 
towards  public  services  expenditures  -  only  1%  in  FY  1991  (approximately 
$8.2  million  dollars). 

3)  The  above  percentages,  9%  for  the  Entitlement  Program  and   1% 
for  the  States  and  Small  Cities  Program  are,  of   course,  national  averages.    If 
a  particular  community  is  facing  a  severe  hardship  and  needs  to  increase  the 
amount  of  CDBG  funds  for  public  services,  then  HUD  should  be  able  to  grant 
a  waiver  to  them. 

4)  Overall  CL-ICD  is  in  favor  of  local  governments  using  more  of  their 
funds  for  public  services  projects.    Many  of  the  programs  non-profit. 
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community- based  organizations  are  trying  to  fund,  and  low-income 
communities  want,  fall  under  public  services  eligible    activities.    We 
encourage  local  governments  to  increase  their  CDBG  funding  in  this  area. 
However,  there  seems  to  be  significant  room  for  governments  to  increase 
spending  in  this  area,  without  increasing  the  public  services  cap. 

4.    We  believe  that  the  CDBG  Section  108  tool  should  be  available  for 
financing  community  facilities  (e.g.,  day  care,  Head  Start,  job  training, 
primary  health  care).    Such  facilities  can  be  financed  with  regular  CDBG 
fiinds,  but  not  Section  108. 

Comunities  are  facing  expanding  unmet  needs  with  very  limited 
resources.    A  recurring  frustration  is  the  lack  of  adequate  facilities  in  low- 
income  areas  where  services  can  be  delivered  to  make  people  and 
communities  self-sufficient  -  such  as  child  care.  Head  Start,  job  training, 
primary  health  care,  youth  and  elder  services,  and  welfare-to-work 
programs.    These  services  are  truly  investments  because  they  decrease  the 
financial  demands  on  government  over  the  long  run,  but  many  low-income 
neighborhoods  have  no  place  to  operate  them. 

Currently  Section  108  is  limited  to  economic  development  and 
housing  rehabilitation,  even  though  the  basic  CDBG  program  can  be  used  to 
finance  a  much  broader  range  of  activities.    The  narrower  scope  of  Section 
108  activities  is  unnecessary,  confusing,  and  inconsistent  with  the  broader 
CDBG  program  of  which  it  is  a  part.    Service  programs  can  often  be 
structured  to  generate  sufficient  income  to  carry  at  least  some  debt 
financing  on  a  facility. 

Expanding  the  eligible  activities  lander  Section   108  would  open  a 
major  new  source  of  financing  for  community  facilities,  help  HUD  fulfill  its 
newly  articulated  commitment  to  strengthening  community  and  families, 
and  would  not  require  changes  in  the  basic  CDBG  program  or  additional 
federal  appropriations.    This,  of  course,  has  already  been  accomplished  with 
the  passage  of  S.  1299  by  the  Congress  earlier  this  month. 
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Statement  of  Kenneth  E.  Dobson 

Vice  President 

Commercial  De\elopment  Division 

Detroit  Economic  Growth  Corporation 

City  of  Detroit,  Michigan 

on  behalf  of 

THE  NATIONAL  COUNCIL  FOR  URBAN  ECONOMIC  DEVELOPMENT 

before  the 

U.S.  House  of  Representatives 
Subcommittee  on  Housing  and  Community  Development 
of  the  Committee  on  Banking.  Finance  and  Urban  Affairs 

March  16.  1994 
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Statement  of  Kenneth  E.  Dobson 

Vice  President 

Commercial  Development  Division 

Detroit  Economic  Growth  Corporation 

City  of  Detroit,  Michigan 

on  behalf  of 

THE  NATIONAL  COUNCIL  FOR  URBAN  ECONOMIC  DEVELOPMENT 

before  the 

U.S.  House  of  Representatives 
Subcommittee  on  Housing  and  Community  Development 
of  the  Committee  on  Banking,  Finance  and  Urban  Affairs 

March  16,  1994 


M>  name  is  Kenneth  Dobson.    I  am  Vice  President  for  the  Commercial 
Development  Division  of  the  Detroit  Economic  Growth  Corporation  in  Detroit,  Michigan. 
The  DEGC  is  a  16-year-old  non-profit  public/private  development  facilitator  organization. 
It  focuses  specifically  on  jobs-producing  business  and  economic  development  projects  in 
targeted  development  areas  throughout  the  City  of  Detroit.    These  project  activities  include 
industrial  development,  downtown  commercial  development  and  neighborhood  economic 
development.    U'e  take  great  pride  in  the  progress  that  we  have  made  against  extremely 
difficult  obstacles,  in  our  neighborhood  economic  development  initiatives. 

Thank  you  for  the  opportunity  to  testify  this  morning  regarding  the  role  of  economic 
development  and  the  use  of  Community  Development  Block  Grant  funds.    Because  CDBG 
is  the  primary  Federal  program  used  by  cities  and  urban  areas  for  community  development, 
the  role  of  economic  development  and  job  creation  for  residents  of  these  low-  and 
moderate-income  neighborhoods  deserves  special  attention. 

I  am  testifying  this  morning  on  behalf  of  The  National  Council  for  Urban  Economic 
Development,  known  as  CUED.    CUED  is  a  nonprofit  membership  organization 
representing  over  1 ,200  economic  de\  elopment  professionals  from  cities  of  all  sizes, 
metropolitan  areas  and  regions.    The  members  of  this  organization  are  the  public  and 
private  sector  practitioners  who  are  working  to  build  local  economies  through  the  tools  used 
to  create,  attract  and  retain  jobs.    CUED's  membership  includes  nearly  one-third  of  the 
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CDBG  grantees  and  more  than  900  CDBG  subgrantees.    I  am  a  longstanding  member  of 
the  organization  and  currently  ser\'e  on  its  Board  of  Directors. 

CUED  has  worked  closely  with  HUD  and  the  Community  Development  Block  Grant 
program  throughout  our  26-year  histon..    CUED  has  been  working  with  the  U.S. 
Department  of  Housing  and  Urban  Development  (HUD)  and  economic  development 
practitioners  for  the  past  five  years  to  make  changes  in  the  CDBG  program  that  would  ease 
the  increasing  regulator^'  burdens  on  grantees  and  subgrantees.    It  is  important  to 
acknowledge  HUD's  progress  on  this  issue  of  late.    CUED  has  been  greatly  impressed  by 
the  efforts  made  by  Assistant  Secretary  Andrew  Cuomo  to  generate  input  from  CDBG 
grantees  and  subrecipients  as  the  agency  refines  its  policies  in  this  area.    Just  last  week, 
Deputy  Assistant  Secretar\  Mark  Gordon  invited  CUED  to  participate  along  with  other 
public  interest  groups  and  local  representatives  in  a  intra-agency  discussion  aimed  at 
reforming  CDBG  to  make  it  more  useful  for  job  creation  activities.    We  fully  support  these 
efforts  to  make  improvements  in  CDBG,  particularly  since  policy  makers  are  actively 
soliciting  input  from  stakeholders  in  the  program. 

I  would  like  to  focus  your  attention  on  three  neighborhood  economic  development 
initiatives  in  Detroit  that  were  only  made  possible  through  the  creative  use  of  Community 
Development  Block  Grant  funds.    These  projects  include  the  construction  of  the  72,000 
square-foot  community-owned  Virginia  Park  Shopping  Center,  which  was  constructed  in 
1980  on  the  site  of  the  1967  civil  disturbance  in  Detroit  and  used  $1,000,000  in  CDBG 
funds  and  another  $2.3  million  of  other  public  and  private  funds.    The  shopping  center  has 
since  facilitated  the  construction  of  a  large  multi-purpose  community  center  adjacent  to  it 
and  several  hundred  units  of  housing  around  it.    The  neighborhood  has  been  completely 
rebuilt  into  an  affordable,  modern  community,  which  consists  of  a  mixture  of  housing  types 
and  benefits  from  solid  community-based  leadership  and  management. 

The  second  development  project  is  the  renovation  and  rehabilitation  of  Detroit's 
oldest  traditional  neighborhood  business  districts.    This  district  is  historically  known  as  the 
Avenue  of  Fashion  (Livemois  and  Se\en  Mile  Road),  an  area  that  experienced  serious 
physical  decline,  business  exodus  and  high  unemployment.    It  is  surrounded  by  a  very 
stable  tum-of-the-century  housing  stock  situated  in  several  geographically  connected  and 
inter-connected  neighborhoods.    The  business  center  now  has  new  brick  facades  on  its  small 
businesses,  which  blend  in  with  the  brickwork  on  a  large  supermarket  that  was  constructed 
as  a  part  of  the  renovation  program.    Also,  previous  back-door  freight  entrances  to  these 
small  businesses  were  converted  into  attractive  primary'  entrances  from  the  main  parking  lot 
and  supermarket  traffic.    A  significant  amount  of  small  business  recruitment,  attraction, 
management,  and  technical  and  financial  assistance  also  went  into  the  development  of  this 
project. 

The  third  initiative  was  the  establishment  of  a  Neighborhood  Commercial  Area 
Stabilization  Revolving  Loan  fund  (CAS  Loan  Fund),  which  served  two  primary  purposes. 
It  leveraged  the  involvement  and  participation  of  Detroit  banking  institutions  as  a  result  of 
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its  60/40  companion  loan  participation  framework  in  such  a  manner  as  to  increase  capital 
availability  to  small  businesses  in  many  depressed  or  de\elopment  areas  of  the  City.    While 
each  of  these  neighborhood  business  and  economic  development  initiatives  have  served 
their  initial  purposes,  we  continue  to  modify,  improve  and  expand  on  these  concepts  as 
essential  community  development  tools  and  techniques  both  within  the  areas  from  which 
they  originated  as  well  as  in  other  neighborhood  development  areas  of  the  City. 

Economic  development  is  an  integral  part  of  comprehensive  community 
development.    Community  development  is  about  more  than  building  houses  and  repairing 
sidewalks.    Not  only  do  people  live  in  neighborhoods,  but  they  also  work,  shop,  eat  and 
recreate  there  as  well.    If  our  urban  neighborhoods  are  to  thrive,  residents  of  those 
neighborhoods  must  have  the  opportunity  to  do  all  of  these  things.    That  was  the  original 
intent  of  the  CDBG  program.    Most  cities  find  that  while  CDBG  is  a  successful  program  in 
general,  the  requirements  surrounding  economic  development  are  too  intricate  and 
cumbersome  for  it  to  take  place  with  widespread  success. 

As  well-illustrated  in  a  February  1994  General  Accounting  Office  (GAO)  report  to 
Congress  entitled  "Community  Development:    Block  Grant  Economic  Development 
Activities  Reflect  Local  Priorities."  the  use  of  CDBG  by  grantees  varies  widely.    In  1990, 
$290  million  of  the  $4  billion  budget  allocation  was  used  for  economic  development. 
However,  seven  grantees  comprised  25  percent  of  that  total  allocated  to  economic 
development.    Just  two  percent  of  all  grantees  accounted  for  45  percent  of  the  CDBG  funds 
allocated  to  economic  development.    Likewise,  a  recent  survey  of  CUED  members  found 
that  some  used  a  large  portion  of  their  grant  for  economic  development  while  most  used 
none  at  all.    For  instance,  Portland,  Oregon,  uses  25  percent  of  its  CDBG  allocation  toward 
economic  development,  and  Omaha,  Nebraska  uses  15  percent.    Meanwhile,  Petersburg, 
Virginia  does  not  undertake  any  economic  development  activities  with  CDBG  money. 
More  typical  examples  are  Cook  County,  Illinois,  which  used  approximately  five  percent  of 
its  CDBG  allocation  for  economic  development,  and  Philadelphia,  Pennsylvania,  which  uses 
six  percent. 

The  GAO  report  stated  that  CDBG  entitlement  communities  used  about  1 1  percent 
of  their  CDBG  allocations  toward  economic  development  in  1990.    The  study  also 
confirmed  that  entitlement  communities"  economic  development  expenditures  have  been 
declining  recently.    Nationally,  Grantee  Performance  Reports  show  that  economic 
development  expenditures  dropped  from  13  percent  to  eight  percent  from  1987  to  1992. 

Activities 

Many  cities  use  their  economic  development  funds  from  CDBG  to  finance  facade 
improvement  programs,  loans  to  small  businesses,  and  technical  assistance  to  small 
neighborhood  businesses.    One  area  in  which  grantees  are  becoming  more  aggressive  is  in 
helping  low-  and  moderate-income  persons  to  find  employment  in  CDBG-assisted  activities. 
For  instance,  Portland,  Oregon,  created  a  JobNet  program  to  do  just  that.    It  does  so  by 
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networking  the  State's  employment  service,  community  colleges,  private  industry  councils, 
and  other  community-based  organizations  that  recruit  and  screen  individuals  for  jobs.    Since 
its  inception  in  1989.  Portland's  JobNet  has  assisted  the  placing  of  1,850  people  in  jobs 
throughout  the  region.    Over  80  percent  of  these  people  were  low  or  moderate  income. 

Cook  County.  Illinois  capitalizes  a  revolving  loan  fund  with  some  of  its  CDBG 
allocation.    One  of  its  greatest  success  stories  involves  giving  an  expansion  loan  to  a 
specialty  paper  manufacturing  company .    The  county  also  helped  in  the  acquisition  of  a 
nearby  building  and  adding  infrastructure  to  connect  the  two  buildings.    Not  only  has  the 
business  expanded  again,  but  it  more  than  met  the  51  percent  low-mod  job  quota.    Cook 
County  also  recently  gave  a  loan  for  the  expansion  of  a  steel  company,  which  was  being 
courted  by  other  states  as  well  as  other  counties  within  Illinois.    The  loan  allowed  the 
company  to  remain  in  Cook  County,  which  will  keep  receiving  $35,000-$40,000  of 
property  taxes  each  year.    In  addition,  the  firm  is  adding  ten  more  employees.    This  is  the 
type  of  work  that  cities  informally  call  "business  retention,"  but  is  not  defined  as  such  by 
HUD.    Note  that  Cook  County  focused  more  on  the  company's  expansion  plans  than  on  the 
saving  of  the  jobs  that  alread)'  existed. 

Richmond,  Virginia  supports  a  minority  business  association  and  other  neighborhood 
development  acti\ities  with  CDBG  funds,  but  retention  and  stabilization  is  really  what  most 
of  the  funds  are  used  for  although  they  cannot  be  counted  that  way  for  HUD.    Similarly, 
the  Jersey  City  Economic  Development  Corporation  offers  a  CDBG-funded  small  business 
loan  program  and  has  helped  a  number  of  companies  that  might  have  moved  or  closed 
without  the  loan.    However,  these  efforts  do  not  meet  HUD's  technical  definition  of  job 
retention. 

Over  the  past  20  years,  the  28  largest  cities  have  lost  31%  of  their  manufacturing 
employment,  a  traditionally  key  sector  for  the  employment  of  the  types  of  people  the 
CDBG  program  is  designed  to  help.    Keeping  the  remaining  businesses,  then,  has  become 
the  main  priority  of  many  cities,  particularly  those  in  the  Northeast  and  Midwest. 

There  are  many  good  reasons  for  concentrating  on  business  retention.    First,  more 
than  80  percent  of  jobs  created  come  from  within  a  community,  instead  of  by  attracting 
outside  firms.    This  fact  alone  calls  for  an  emphasis  on  business  creation  and  expansion. 
Cities  should  concentrate  on  the  expansion  and  retention  of  their  existing  businesses 
precisely  because  they  are  currentlv  providing  employment  and  tax  dollars,  and  they  do  not 
need  expensive  marketing  programs  or  incentives  to  draw  them  in.    Furthermore,  many  of 
these  businesses  may  expand,  thus  providing  jobs  to  the  area.    This  is  particularly  true  if  the 
right  climate  is  engendered  for  business  development  by  the  city.    Finally,  creating  a 
favorable  atmosphere  for  existing  businesses  contributes  greatly  to  business  attraction  as 
well.    Existing  businesses  deserve  their  own  attention. 

Several  cities  have  commented  to  us  about  the  quality  of  the  jobs  that  are  created 
under  their  programs.    It  is  a  Catch-22  situation;  communities  are  only  allowed  to  count 
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jobs  created  that  "benefit  low-  and  moderate-income  people."  meaning  that  the  wages  are 
low  and  benefits  often  nonexistent.    Higher-wage  jobs,  into  which  low-  and  moderate- 
income  people  could  ad\ance  with  some  work  experience,  are  not  eligible  for  CDBG  funds. 
Cook  County.  Illinois,  officials  maintain  that  the  problem  is  that  HUD  defines  economic 
development  as  simply  job  creation,  when  there  is  much  more  involved  than  counting  LMI 
jobs. 

Many  businesses  state  that  the  prime  reasons  for  locating  or  starting  a  business  in  an 
area  are  tied  to  the  degree  of  education  and  training  of  the  workers,  the  crime  rate,  and  the 
general  quality  of  life  in  the  area.    In  this  way.  it  is  easy  to  see  how  community 
development  and  economic  development  are  inextricably  linked.    Economic  development 
cannot  take  place  without  successful  community  development.    Likewise,  it  is  difficult  for 
community  de\elopment  to  take  place  successfully  without  some  residents  working  within 
the  neighborhood  or  without  a  tax  base  to  finance  the  degree  of  improvements  needed. 
Furthermore,  if  economic  de\elopment  plans  are  successful,  the  pressure  on  government 
funds  for  housing  will  be  lessened,  as  people  will  be  able  to  afford  their  own  houses  and 
will  contribute  to  improving  their  neighborhoods  through  local  taxes.    Both  community 
de\elopment  and  economic  de\elopment  are  needed,  and  the  Community  Development 
Block  Grant  program  should  be  improved  to  allow  both  to  occur. 

CUED  recentK  conducted  a  study  of  the  jobs  that  resulted  from  CDBG-funded 
business  financing  programs  in  fi\e  major  cities.    The  results  of  that  analysis  found  that 
businesses  in  industries  that  export  their  goods  or  services  from  the  community  (such  as 
manufacturing  and  business  services)  needed  fewer  dollars  of  CDBG  investment  per  job 
created  than  businesses  offering  goods  or  ser\ices  to  the  neighborhood.    A  number  of 
studies  have  also  shown  that  these  export-oriented  (or  "value-added")  businesses  pay  higher 
wages  and  offer  more  benefits  than  do  neighborhood-oriented  (or  "neighborhood-based") 
businesses.    Certainly  one  of  the  goals  of  the  CDBG  program  is  to  help  ensure  that  low- 
income  neighborhoods  retain  businesses  offering  goods  and  services  to  their  residents,  and 
that  role  should  not  be  diminished.    However,  this  support  should  not  occur  exclusive  of 
efforts  to  promote  "value-added"  businesses,  which  offer  substantial  economic  opportunities 
to  low-  and  moderate-income  persons  by  creating  more  jobs  that  pay  higher  wages  with  less 
investment  from  CDBG. 

Recommendations 

CUED  would  like  to  recommend  four  improvements  to  the  current  legislation  that 
would  make  CDBG  a  more  effective  tool  for  economic  de\elopment.    Our 
recommendations  focus  on  ways  to  reduce  the  burden  on  grantees,  subrecipients,  and 
businesses  while  maintaining  accountabilit>'  for  the  program's  performance.    Those 
recommendations  include: 

•  Defining  job  retention  as  an  important  priority  of  the  CDBG  program. 
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•  Adapting  the  required  appropriateness  analysis  to  mai<e  it  more  realistic  to  projects 
typicail>  supported  by  CDBG. 

•  Allowing  HUD  to  use  training  funds  to  improve  the  capabilities  of  Federal,  grantee, 
and  subrecipient  staff  to  undertake  economic  development  activities  in  joint  training 
sessions. 

•  Reinforcing  the  intent  of  the  1992  Housing  and  Community  Development  by 
specifically  directing  HUD  to  presume  benefit  to  low-  and  moderate-income  persons 
for  activities  or  residents  employed. 

Recommendation  1:    Define  job  retention  as  an  important  priority  of  the  CDBG  program. 

Congress  should  redefine  job  retention  so  that  communities  can  provide  assistance  to 
businesses  that  already  employ  predominantly  low-  and  moderate-income  persons.    In  urban 
areas,  almost  all  businesses  are  at  risk  in  today's  economic  climate.    In  fact,  business 
retention  has  become  the  most  important  issue  facing  cities.    How  can  cities  compete  with 
suburban  and  exurban  "greenfield"  locations?    When  a  business  decides  to  move  or  expand, 
it  looks  at  these  relativel)'  inexpensive  suburban  opportunities  and  compares  them  with  the 
need  to  address  significant  environmental  clean-up.  inner  city  crime,  and  shortages  of 
adequately  equipped  workers.    Consequently,  we  have  been  witnessing  the  flight  of 
businesses  from  the  inner  city,  eroding  local  tax  base  and  eliminating  jobs  currently 
available  to  irmer  city  workers.    Those  businesses  in  the  inner  city  that  have  a  long-term 
chance  of  survival  must  retool,  both  in  terms  of  equipment  and  human  resources.    In  order 
to  save  jobs  in  distressed  communities,  economic  developers  need  to  take  an  innovative 
approach  to  business  assistance  that  focuses  on  helping  the  company  stay  competitive.    At 
the  same  time,  economic  developers  are  charged  with  helping  LMI  persons  compete  for 
jobs  that  require  ever  increasing  skill  levels.    In  this  economic  climate,  if  CDBG  is  to  be  a 
useful  tool  to  benefit  LMI  populations,  HUD  must  take  a  fundamentally  different  approach 
to  its  review,  recognizing  the  longer  term  consequences  of  action— or  inaction— on  LMI 
persons  in  distressed  communities. 

HUD  currently  requires  a  community  to  document  that  jobs  are  at  risk  by  obtaining 
an  official  notice  of  an  impending  plant  closure  or  by  showing  that  the  financial  condition 
of  a  business  has  deteriorated  substantially.    As  a  result  of  requiring  this  documentation 
CDBG-assisted  support  is  often  offered  "too  little  and  too  late."    For  example,  when  a 
community  gets  an  official  notice  of  an  impending  plant  closing,  offering  CDBG  funding  to 
offset  capital  or  operating  costs  or  lower  debt  service  is  usually  irrelevant  to  the  real  needs 
of  the  company.    Those  companies  have  usually  lost  their  markets  and/or  lost  their 
competitiveness  in  those  markets.    In  other  cases,  they  are  trying  to  compete  in  world 
markets  with  an  inadequate  workforce  that  needs  substantial  skills  improvements.    It  would 
be  a  valuable  use  of  CDBG  funds  to  help  companies  with  productivity  enhancements  such 
as  equipment  up-grades  or  training  aimed  at  keeping  a  company  competitive  and  growing 
rather  than  waiting  for  it  to  recede  to  where  "jobs  would  be  actually  lost."    CDBG  must  be 
able  to  be  used  for  support  of  strategic  efforts  to  save  jobs  for  LMI  people  over  the  long 
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run  rather  than  onh  for  last  ditch  efforts  aimed  at  saving  doomed  companies  and  their 
employment. 

There  are  two  key  issues.    First,  economic  development  practitioners  need  to  be  able 
to  intervene  in  a  compan>'  earlier— before  it  is  too  late  to  save  the  business  and  the  jobs  it 
provides.    Second,  economic  developers  must  be  able  to  help  businesses  enhance 
productivity— even  if  that  may  mean  short-term  job  losses  to  support  the  long-term  viability 
of  the  company. 

The  reality  is  that  once  a  company  has  reached  the  point  of  issuing  layoff  notices, 
eliminating  certain  functions,  or  relocating  from  a  community,  it  is  often  too  late  to  provide 
an\  meaningful  assistance  to  protect  those  jobs.    The  same  is  likely  to  be  true  when  using 
the  financial  statements  of  a  compan\  to  support  a  conclusion  that  the  company  might 
reasonably  eliminate  jobs.    A  well  run  company  is  apt  to  make  this  kind  of  a  business 
decision  long  before  their  financial  statements  turn  "bad." 

Unlike  the  scenario  that  HUD's  policies  have  laid  out  where  a  company  executive 
simply  wakes  up  one  day  and  announces  that  the  plant  is  closing,  declining  companies 
usually  dwindle  in  employment  numbers  for  many  months  or  even  years  before  they  close. 
As  a  result  of  their  declining  profits,  banks  do  not  wish  to  lend  large  proportions  of 
financing  for  such  projects.    This  means  that  there  is  often  a  larger  "gap"  to  be  filled  that 
may  seem  necessary  at  first  glance.    Unassisted,  the  company  lays  off  a  few  employees 
annually  until  it  can  no  longer  operate  and  decides  to  close.    It  is  not  until  this  time  that 
HUD  allows  the  economic  developer  to  step  in  and  count  the  residual  jobs  as  retained  and 
attempt  to  package  a  loan  for  the  company.    Unfortunately,  by  this  time,  the  company  has 
declining  profits  and  depreciated  out-of-date  equipment  with  little  or  no  collateral  value.    So 
by  waiting,  the  company  ends  up  going  out  of  business  because  it  simply  cannot  obtain 
private  financing-often  even  with  CDBG  assistance. 

In  older  urban  areas,  successful  business  retention  efforts  help  entrepreneurial 
companies  maintain  their  competitiveness  and,  as  a  result,  their  respective  market  share.    In 
some  cases,  this  means  helping  them  buy  equipment  to  retool  their  operation  so  they  can 
pursue  new  markets.    In  most  cases,  for  the  medium  term,  this  does  not  mean  job  creation. 
Rather,  downsizing  may  occur  as  the  company  increases  its  productivity.    The  companies 
that  are  increasing  their  productivity  are  the  ones  that  have  the  capacity  to  grow  and 
prosper  if  they  can  update  their  equipment  and  retrain  their  employees. 

In  either  of  these  cases,  proving  that  jobs  will  be  lost  is  problematic  because  they 
may  not  be  lost  immediately  without  intervention.    But,  experience  teaches  us  that 
businesses  that  are  not  productive  and  competitive  face  severe  challenges  in  the 
marketplace.    Without  help,  they  suffer  the  same  fate  that  disinvested  communities  often 
do— they  deteriorate,  decline,  and  eventually  discontinue  operations. 
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As  such.  Congress  should  direct  HUD  to  provide  communities  with  greater 
flexibility  in  assisting  existing  companies  that  may  not  be  hiring  more  employees  but  that 
may  need  help  to  remain  in  their  current  location  and  improve  their  competitive  position. 

Recommendation  2:   Adapt  the  required  appropriateness  analysis  to  make  it  more  realistic 
to  projects  typically  supported  by  CDBG. 

In  1990  and  1992.  Congress  changed  the  standard  and  requirements  related  to 
undertaking  an  analysis  of  whether  CDBG  is  an  appropriate  source  of  funds  for  specific 
economic  development  activities.    The  1992  Housing  and  Community  Development  Act 
provided  increased  flexibility  by  establish  six  specific  standards  for  analyzing  the  financial 
aspects  of  a  project,  but  restricting  HUD  from  o\erriding  local  funding  decisions  if  the 
project  did  not  meet  each  one  of  those  standards.    Furthermore.  Congress  provided 
additional  latitude  in  reviewing  certain  financial  criteria  by  requiring  those  reviews  only  "to 
the  extent  practicable." 

At  the  same  time.  Congress  provided  additional  restrictions  on  the  program  by 
directing  HUD  to  establish  guidelines  for  the  appropriate  level  of  public  benefit  that  should 
result  from  an  activity  funded  under  CDBG.    HUD  is  still  promulgating  regulations  for  both 
the  1990  and  1992  amendments  so  no  public  information  currently  exists  as  to  how  HUD 
will  implement  these  changes. 

There  are  tliree  specific  concerns  which  Congress  should  address  as  part  of  technical 
corrections  to  be  made  to  the  1992  amendments.    They  include  (a)  providing  additional 
direction  on  what  the  phraseology  "to  the  extent  practicable"  means  in  relation  to  financial 
review  of  CDBG-funded  projects;  (b)  better  defining  or  restating  the  limitation  of 
"reasonable  return  on  investment";  and  (c)  directing  HUD  not  to  establish  national  standards 
for  appropriate  levels  of  public  benefits. 

First,  Congress  should  direct  HUD  to  pre-define  certain  circumstances  in  which  a 
full  financial  review  of  the  project's  appropriateness  need  not  be  warranted.    The  goal  is  to 
identify  certain  types  of  projects  or  activities  in  which  HUD  will  presume  that  a  financial 
review  has  been  performed  without  requiring  all  the  documentation  currently  sought  to 
verify  that  the  financial  aspects  of  an  appropriateness  analysis  has  been  completed.    One  of 
the  most  common  citations  received  from  HUD"s  Inspector  General  Office  for  CDBG- 
funded  economic  development  projects  is  caused  by  inadequate  documentation  that  an 
appropriateness  analysis  has  been  compI::ted.    This  inadequate  documentation  results  from  a 
lack  of  understanding  as  to  what  exactly  is  required  and  a  resistance  to  what  many  view  as 
burdensome  paperwork  that  adds  little  value  to  the  program.    Congress  should  help 
overcome  the  latter  issue  by  directing  HUD  to  establish  certain  circumstances  when  a  full 
analysis  is  not  warranted.    For  instance,  if  the  private  sector  invests  in  60  percent  of  a 
project  or  activity  initiated  by  a  small  business,  then  HUD  could  presume  that  reasonable 
non-Federal  financial  support  exists  for  the  project  and  that  the  private  sector  investors  have 
examined  the  project  costs  and  feasibility  of  the  project.    The  goal  is  to  create  a  system  of 
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certain  types  of  acti\ities  that  would  be  encouraged  and  to  substantialh   reduce  (or  even 
eliminate)  the  documentation  required  when  re\iewing  the  financial  aspects  of  a  project. 

Second.  Congress  should  make  a  technical  correction  to  Section  105(e)(2)(E)  of  the 
Housing  and  Community  Development  Act  as  amended.    The  section  requires  HUD  to 
ensure  that  activities  "provide  not  more  than  a  reasonable  return  on  investment  to  the 
ouTier"    "Return  on  investment"  refers  to  a  specific  financial  underwriting  technique  that 
applies  to  projects  in  which  investors  calculate  an  expected  yield  on  their  investment  based 
on  market  altemati\es,  perceived  risk,  time  allotted  to  the  project,  as  well  as  other  reasons. 
However,  projects  in  which  a  business  plan  to  use  the  facilities  being  financed,  (referred  to 
as  user  deals)  include  small  businesses.    These  user  deals  are  made  on  different  standards 
than  investor  deals.    In  other  words,  using  a  "return  on  investment"  (ROl)  calculation  for  a 
user  deal  is  somewhat  like  asking  a  National  Football  League  quarterback  for  his  Earned 
Run  Average  (ERA).    It  might  be  interesting  if  ERAs  could  be  translated  from  baseball  to 
football,  but  such  statistical  information  would  ha\e  no  meaning  relevant  to  football. 
Similarly.  ROI  information  for  small  businesses,  even  if  available,  would  be  an  artificial 
concept  that  would  have  no  relevancy. 

UTiile  ROl  is  used  as  a  calculation  to  attract  investors,  businesses  are  trying  to 
determine  whether  or  not  they  can  afford  to  invest  in  a  specific  project  or  activity.    That 
requires  a  completely  different  analysis.    For  example,  if  a  printing  business  was 
considering  a  $500,000  expansion  consisting  of  new  equipment,  it  would  typicalh'  project 
expected  revenues,  expenses,  net  profits  and  cash  flow  for  the  business,  but  not  for  the  new 
equipment  alone.    Overall  business  growth  depends  on  many  factors  in  addition  to  the  new 
equipment  such  as  employees,  management,  sales  and  other  variables.    So  return  on 
investment,  which  would  represent  a  ratio  of  expected  net  profit  divided  by  the  investment 
in  the  equipment,  would  not  typically  be  calculated  because  it  represents  an  artificial 
concept  that  does  not  influence  the  business  owner's  decision  to  invest. 

Instead  of  ROI,  small  businesses  determine  their  capacity  to  invest  based  on  earnings 
or  debt  service  coverage  ratios.    Meanwhile,  bank  credit  analysts  determine  their 
willingness  to  lend  by  computing  the  ratios  of  actual  and  projected  ( 1 )  debt  to  equity,  (2) 
debt  service  coverage,  and  (3)  profits  to  sales.    These  and  other  more  conventional  business 
credit  analysis  ratios  should  be  used  in  place  of  return  on  investment  for  user  deals. 
Specifically,  in  undertaking  an  appropriateness  anal>sis  for  user  deals,  one  can  attribute  the 
need  for  Federal  financial  assistance  either  to  a  "financing  gap"  or  to  a  "locational  gap." 
Conventional  banks  are  interested  keeping  the  debt  to  equity  ratio  as  low  as  possible  and 
debt  service  coverage  ratio  as  high  as  possible.    Projects  that  do  not  necessarily  meet  these 
standards  might  still  be  financially  feasible,  but  would  be  considered  too  risky  for 
conventional  financing  without  public  assistance.    The  financing  gap  is  created  when  the 
private  sector  considers  either  the  collateral  available  or  the  debt  coverage  ratio  is  too  low 
to  justify  providing  debt  financing.    The  locational  gap  occurs  when  the  private  sector 
undervalues  the  collateral  offered  because  of  some  perceived  risk  associated  with  the 
location  of  the  project  or  activity. 
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Congress  should  reword  Section  105(e)(2)(E)  to  state  that  "To  the  extent  practicable, 
such  activities  pro%ide  not  more  than  a  reasonable  return  on  in\estment  to  the  investor  or 
provide  not  more  than  a  reasonable  level  of  assistance  to  address  an  identified  gap  for  the 
iaser  of  the  facility  being  financed." 

Third.  Congress  should  direct  HUD  to  help  communities  establish  a  process  by 
which  grantees  articulate  local  priorities  in  terms  of  public  benefits  expected  from  CDBG- 
funded  assistance  and  create  a  system  for  measuring  their  performance  against    locally 
established  objectives.    The  public  benefits  anticipated  by  localities  varies  from  community 
to  community.    While  one  grantee  may  expect  CDBG  to  help  increase  the  availability  of 
jobs  for  \o^^  and  moderate-income  persons,  another  may  be  more  interested  in  the  creation 
of  a  few  quality  jobs  for  low-income  persons.    Still  another  community  might  be  more 
interested  in  creating  entrepreneurial  opportunities  for  residents  while  yet  another  is 
interested  in  promoting  private  investment  in  an  empowerment  zone  or  enterprise 
community. 

Each  of  these  objectives  is  laudable  and  fits  within  the  framework  of  the  overall 
national  objectives  established  b)  Congress;  however,  measurement  of  success  in  achieving 
those  objectives  could  vary  wideh  from  grantee  to  grantee.    Congress  instructed  HUD  to 
establish  guidelines  to  ensure  that  the  assistance  offered  is  appropriate  relative  to  the  level 
of  public  benefits  achieved  b>  the  project.    As  we  understand.  HUD  has  interpreted  this 
paragraph  as  direction  to  establish  national  standards  for  determining  an  appropriate  level  of 
public  benefits  for  CDBG  assistance.    Unfortunately,  such  an  interpretation  would 
significantly  reduce  the  flexibility  of  grantees  to  develop  their  own  priorities  in  terms  of 
public  benefits  anticipated. 

Recommendation  3:   Allow  HUD  to  use  training  funds  to  improve  the  capabilities  of 
Federal,  grantee,  and  suhrecipient  staff  to  undertake  economic 
development  activities  in  joint  training  sessions. 

Congress  has  directed  HUD  to  use  Urban  Development  Action  Grant  recapture  funds 
for  Federal  staff  training  and  technical  assistance  funds  for  grantee  training.    These  funding 
sources  are  not  intermingled  and  thus  they  do  not  allow  opportunities  for  HUD  and  grantee 
staff  to  receive  joint  technical  training  in  economic  development  techniques. 

Economic  development  efforts  require  people  to  make  judgments  about  financial 
transactions  and  economic  impacts.    Practitioners  must  analyze  liak  and  try  to  ascertain 
whether  or  not  that  risk  is  worth  taking.    Ever  since  Congress  mandated  that  CDBG  could 
be  used  to  assist  for-profit  companies,  there  has  been  a  tension  between  the  fear  of  abuse 
and  the  desire  to  help  low-  and  moderate-income  persons.    What  type  of  training  is  offered 
to  ensure  that  everyone  understands  these  issues  fully?    What  incentives  do  localities  have 
to  ensure  that  their  staff  has  the  skills  to  analyze  a  business'  financial  statements 
accurately?    WTiat  incentive  system  does  HUD  offer  its  staff  to  ensure  that  they  fulfill  their 
role  as  a  partner  with  localities  in  implementing  economic  development  activities? 
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HUD  currently  has  a  number  of  technical  assistance  projects  offering  training  on 
specific  elements  of  the  program— the  regulatory  side  of  how  to  ensure  that  the 
documentation  requirements  are  fulfilled-as  well  as  the  technical  side  of  how  grantees  can 
make  projects  happen.    Most  of  the  training  and  technical  assistance  is  targeted  to  grantees 
and  subrecipients.    HUD  staff  are  precluded  from  participating  in  this  training  because  of 
Congressional  restrictions  on  the  funds.    This  makes  little  sense.    HUD  field  staff  should  be 
participating  in  the  same  training  sessions  on  the  technical  side  to  ensure  that  localities  and 
HUD  staff  alike  understand  the  risks  and  public  benefits  of  the  economic  development 
initiatives  being  considered.    Congress  ought  to  allow  this  joint  training  b}  removing  the 
distinction  between  training  HUD  staff  and  grantee  staff  when  it  comes  to  economic 
development  and  other  technical  issues  related  to  program  implementation. 

Recommendaiion  4:    Reinforce  the  intent  of  the  1992  Housing  and  Community  Development 
by  specifically  directing  HUD  to  presume  benefit  to  low-  and 
moderate-income  persons  for  activities  or  residents  employed. 

The  1992  Act  added  a  new  subsection  to  Section  105(c)  that  allowed  grantees  to 
presume  benefit  to  low-  and  moderate-income  persons  "if  an  employee  resides  in,  or  the 
assisted  activity  through  which  he  or  she  is  employed  is  located  in  a  Census  tract  that  meets 
the  Federal  enterprise  zone  eligibility  criteria...."    CUED  proposes  to  change  the  words 
"enterprise  zone"  to  "empowerment  zone  or  enterprise  community"  to  reflect  the  law  passed 
in  1993.    HUD's  attorneys  have  not  yet  determined  whether  this  section  applies  to  the  1993 
empowerment  zone  legislation,    ^^'e  believe  it  is  very  important  and  think  Congress  should 
clarify  its  intent  in  the  statute. 

Furthermore.  Congress  should  direct  HUD  to  certify  as  "eligible  for  designation"  any 
community  whose  demographics  are  eligible  and  which  has  completed  the  strategic 
planning  process  in  a  satisfactory  manner  as  required  under  the  empowerment  zone  or 
enterprise  community  (EZ/EC)  application  process.    Such  a  certification  pro\ides  increased 
incentive  to  undertake  the  strategy  development  process  required  in  the  EZ/EC  legislation 
and  provides  a  tangible  benefit  to  those  communities  undergoing  the  process  even  if  they 
are  not  designated  as  EZ/ECs. 

Conclusion 

More  than  20.000  people  are  employed  in  Philadelphia  alone  due  to  jobs  created  as 
a  result  of  the  CDBG-assisted  activities.    Hundreds  of  thousands  of  low-  and  moderate- 
income  persons  have  benefitted  from  this  program.    It  is  important  that  we  not  lose  sight  of 
this  fact.    Unfortunately,  the  good  that  the  program  has  done  has  not  made  headlines,  while 
a  few  problem  projects  have  managed  to  do  so.    We  should  not  let  this  negative  publicity 
supplant  the  good  that  CDBG  has  brought  to  low  and  moderate  income  people's  lives.    Of 
late,  economic  development  activities  have  been  singled  out  as  if  they  are  the  root  of 
CDBG's  problems.    However,  there  have  been  no  more  problems  with  economic 
development  than  with  any  other  activity  area.    The  major  issue  is  that  these  efforts  are 
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saddled  with  overly  vague  or  burdensome  requirements  that  are  more  difficult  to  fulfill  by 
grantees  and  subrecipients.    As  a  consequence,  we  set  up  the  grantees  to  fail  in  their 
documentation,  thus  creating  issues  of  concern  to  the  Inspector  General's  office. 

We  need  to  refocus  our  thinking  on  this  program.    We  need  to  re-orient  ourselves  to 
making  it  as  easy  as  possible  to  create  or  retain  jobs  for  low-  and  moderate-income  people 
and  to  expand  the  local  tax  base.    These  are  the  key  public  benefits  that  we  are  aiming  to 
create.    There  is  a  long-standing  fear  by  this  committee  that  businesses  only  want  to  use 
this  program  to  rip  off  the  go\  ernmenl.    The  fact  of  the  matter  is  that  few  businesses  really 
want  to  deal  with  the  government.    They  seek  local  public  assistance  either  because  they 
are  unable  to  access  con\entiona!  financing  or  because  we  approach  them  in  an  effort  to 
keep  them  from  leaving  from  the  community  (through  relocation  or  closure).    We  approach 
them  because  private  sector  businesses  are  the  best  source  of  jobs  and  that  is  what  residents 
in  our  communities  want— access  to  jobs.    We  need  CDBG  as  a  tool  if  we  are  to  be 
successful  in  creating  and  retaining  those  jobs. 
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March  16,  1994,  hearing  held  by  the 

Subcommittee  on  Housing  and  Community  Development, 

entitled  "H.R.  3838,  Housing  and  Community 

Development  Act  of  1994" 


QUESTIONS  FROM  CHAIRMAN  HENRY  B.  GONZALEZ  TO 
MR.  KENNETH  DOBSON 


1.  What  are  your  suggestions  as  how  to  promote  the  amount  of 
economic  development  activities  conduted  by  CDBG  recipients.  Will 
the  UDAG  recaptures,  which  may  provide  the  Department  with  only 
$100  million  in  extra  funding,  used  in  conjunction  with  the  section 
108  loan  guarnatees  reduce  communities'  reluctance  to  engage  in 
economic  development  activities  with  section  108  loan  guarantees. 

Are  local  community  development  agencies  aware  of  the  section  108 
program  and  its  requirements?  Do  they  have  the  capacity  to  create 
viable  loans  arrangements  with  other  organizations  or  is  greater 
technical  assistacne  needed  to  assist  them?  Do  you  fell  as  if  HUD 
has  the  capacity  to  review  these  laon  applications  and  make  a 
informed  judgeemnt  as  to  whether  they  are  worth  the  risk? 

2.  In  your  estimation,  what  hinders  communities  from  conducting 
economic  development  activities?  Is  legislative  or  regulatory 
change  necessary  to  increase  communities'  participation  in  economic 
development  activities? 

3.  How  do  you  feel  about  increasing  the  public  servies  cap  in  he 
CDBG  program? 

4.  How  do  you  feel  about  expanding  the  eligible  activities  for 
Section  108  loan  guarantees  for  the  purpose  of  financing  non- 
housing,  community  facilities? 
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(Mr.    Dobson's   Responses) 
Questions  from  Chairman  Henry  B.  Gonzalez  to  Mr.  Kenneth  Dobson 


1 .     a)  What  are  your  suggestions  as  how  to  promote  the  amount  of  economic 

development  activities  conducted  by  CDBG  recipients. 

The  use  of  CDBG  funds  for  economic  development  has  been  declining  for  several  years. 
Only  two  percent  of  CDBG  grantees  used  45  percent  of  the  total  dollars  for  economic 
development  in  1992  (GAO  report,  Community  Development:  Block  Grant  Economic 
Development  Activities  Reflect  Local  Priorities,  p.  27).    This  decline  can  be  attributed  to 
two  interrelated  factors;    (1)  the  HUD  Inspector  General's  office  (OIG)  began  to  second 
guess  local  funding  decisions  related  to  economic  development  because  the  agency  was 
under  fire  from  other  scandals  and  because  economic  development  funding  decisions  are 
filled  with  judgment  decisions  that  are  often  hard  to  document;  and  (2)  the  HUD  program 
monitoring  staff,  responding  to  the  HUD  OIG's  audit  findings  criticizing  their  performance, 
also  began  second  guessing  local  funding  decisions  for  economic  development  activities. 

As  a  consequence,  HUD  began  issuing  policy  guidance  and  related  new  regulations  to 
address  these  overly  cautious  concerns.    Whereas  in  the  past,  HUD  was  relatively  flexible 
and  pragmatic  about  its  requirements  for  documenting  that  an  economic  development 
project  was  in  compliance,  the  environment  changed  dramatically  toward  the  end  of  the 
Reagan  administration.    In  an  effort  to  protect  itself  and  taxpayers,  HUD  began  to  presume 
that  CDBG  funds  were  not  being  used  in  accordance  with  the  statute  unless  more  stringent 
documentation  requirements  were  fulfilled.    These  new  policies  and  regulations  were  so 
difficult  for  many  communities  to  follow  that  many  stopped  using  CDBG  fimds  for  that 
purpose. 

CUED  recommends  four  actions  be  taken  that  could  improve  the  amount  of  economic 
development  using  CDBG  funds  by  communities.    These  recommendations  include: 

Defining  job  retention  as  an  important  priority  of  the  CDBG  program. 
Adapting  the  required  appropriateness  analysis  to  make  it  more  realistic  to  projects 
typically  supported  by  CDBG. 

Allowing  HUD  to  use  training  funds  to  improve  the  capabilities  of  Federal,  grantee, 
and  subrecipient  staff  to  undertake  economic  development  activities  in  joint  training 
sessions. 
•        Reinforcing  the  intent  of  the  1 992  Housing  and  Community  Development  by 

specifically  directing  HUD  to  presume  benefit  to  low-  and  moderate-income  persons 
for  activities  or  residents  employed. 

The  final  position  is  being  addressed  in  proposed  new  regulations  offering  guidelines  for 
economic  development,  but  the  remaining  parts  need  much  more  attention.    The  written 
testimony  of  Kenneth  Dobson,  which  is  attached,  provides  in-depth  reasoning  behind  each 
of  these  recommendations. 
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b)       Will  the  UDAG  recaptures,  which  may  provide  the  Department  with  only  $100 
million  in  extra  funding,  used  in  conjunction  with  the  section  108  loan  guarantees 
reduce  communities'  reluctance  to  engage  in  economic  development  activities  with 
Section  108  loan  guarantees? 

Better  use  of  the  Section  1 08  program  is  ultimately  dependent  on  communities 
understanding  and  managing  the  risks  associated  with  its  use.     UDAG  recaptures  might  be 
helpful  if  they  generate  sufficient  revenues  and  they  are  offered  as  part  of  the  loan  loss 
reserve  pool  available  for  the  entire  program.    Currently,  the  ideas  being  offered  suggest 
that  small  grants  would  be  offered  directly  to  individual  grantees  for  flexible  repayments 
and  interest  subsidies  as  well  as  loss  reserves.     The  program  is  currently  flexible  in 
allowing  communities  to  develop  appropriate  repayment  schedules  for  businesses,  and  with 
current  interest  rates  still  near  an  all-time  low,  interest  subsidies  may  not  be  necessary  for 
many  projects.    However,  it  is  still  useful  to  have  these  tools  available  in  case  interest  rates 
rise  or  for  special  projects  that  face  tremendous  cash-flow  pressures  in  their  early  years. 


c)       Are  local  community  development  agencies  aware  of  the  Section  1 08  program  and 
its  requirements?    Do  they  have  the  capacity  to  create  viable  loan  arrangements  with 
other  organizations  or  is  greater  technical  assistance  needed  to  assist  them?   Do  you 
feel  as  if  HUD  has  the  capacity  to  review  these  loan  applications  and  make  an 
informed  judgement  as  to  whether  they  are  worth  the  risk? 

In  the  past  seven  years,  fewer  than  1 5  percent  of  all  entitlement  communities  have  used  the 
Section  1 08  program.    Because  of  its  concern  for  this  issue,  CUED  is  working  as  a  member 
of  Partners  for  Community  Economic  Development,  in  conjunction  with  HUD's  Office  of 
Community  Planning  and  Development,  to  provide  a  two-day  training  seminar  for  grantees 
to  increase  their  knowledge  and  capacity  for  using  the  Section  108  program.    Among  other 
subjects,  this  intensive  workshop  will  cover  loan  guarantee  requirements,  the  application 
and  approval  process,  and  appropriateness  and  risk.    Attendees  will  also  learn  about  case 
studies  of  successful  projects  using  Section  108  funding,  like  those  in  Kansas  City, 
Missouri;  Fairfax  County,  Virginia;  and  Utica,  New  York.    Participants  will  also  receive  a 
Section  1 08  Reference  Manual,  which  will  be  ready  for  distribution  at  the  time  of  the 
seminars.    Once  HUD  gives  us  permission  to  go  forward,  these  sessions  will  be  held  all 
over  the  country  throughout  June  and  July,  1994,  for  entitlement  public  entities  and  states 
that  are  administering  a  CDBG  program. 

Unfortunately,  because  of  Congressional  restrictions  on  HUD's  training  funds,  HUD  field 
staff  cannot  also  join  in  this  valuable  session.    This  may  mean  that  in  some  cases,  the 
administrators  of  the  Section  1 08  program  on  the  local  level  will  be  more  knowledgeable 
than  the  HUD  field  staff  that  is  supposed  to  review  the  loan  applications.    It  is  on  this  end 
that  more  training  is  necessary.    Ideally,  it  would  be  best  if  HUD  field  staff  and  local 
CDBG  administrators  could  be  trained  during  the  same  session;  however,  statutory 
restrictions  on  the  use  of  the  funds  for  HUD  staff  training  preclude  intermingling  HUD  and 
grantee  program  staff  during  these  training  sessions.    This  could  go  far  in  improving 
communications  between  agency  and  grantee  staff. 
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2.  In  your  estimation,  what  hinders  communities  from  conducting  economic 

development  activities?    Is  legislative  or  regulatory  change  necessary  to  increase 
communities'  participation  in  economic  development  activities? 

CUED  feels  confident  that  the  CDBG  economic  development  regulations  about  to  be 
introduced  by  HUD  will  help  address  many  of  the  program's  past  problems.    We  will  wait 
for  publication  of  these  regulations  before  making  additional  recommendations  related  to 
regulatory  improvements.    A  key  concern  for  CUED  members  is  that  CDBG  mandates  are 
geared  toward  job  creation  when  much  of  urban  economic  development  is  oriented  toward 
retaining  existing  industries.    A  rethinking  of  Congressional  priorities  in  this  area  is  crucial. 


3.  How  do  you  feel  about  increasing  the  public  services  cap  in  the  CDBG  program? 

CUED  is  concerned  about  efforts  to  expand  the  definition  of  economic  development  simply 
to  help  communities  avoid  the  public  services  cap.    In  our  opinion,  economic  development 
should  have  a  direct  impact  on  job  and  wealth  creation  in  communities. 


4.  How  do  you  feel  about  expanding  the  eligible  activities  for  Section  108  loan 

guarantees  for  the  purpose  of  financing  non-housing  community  facilities? 

Again,  CUED  is  concerned  that  expanding  eligibility  would  increase  pressure  on 
commimities  to  use  their  Block  Grants  for  these  non-housing  facilities.    It  would  also  create 
numerous  situations  in  which  future  elected  officials  are  left  paying  for  the  decisions  of 
their  predecessors  the  payments  for  these  facilities  come  due.    The  temptation  will  be  for 
communities  to  use  CDBG  in  lieu  of  general  obligation  bonds.    Furthermore,  there  are  a 
number  of  questions  related  to  the  security  that  would  be  made  available  for  long-term 
Section  108  obligations  should  the  CDBG  program  ever  be  terminated  or  drastically 
reduced. 
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statement  of  Patricia  Payne 

on  HR  3838  and  the 

Reauthorization  of  the  Housing  and  Community  Development  Act 

on  Behalf  of 
The  Council  of  State  Community  Development  Agencies 

March  16, 1994 

Mr.  Chairman  and  distinguished  members  of  the  subcommittee,  my 
name  is  Patricia  Payne,  and  i  am  Deputy  Secretary  of  the  iviaryland 
Department  of  Housing  and  Community  Deveiopment.  i  am  also  a  member 
of  the  executive  committee  of  the  Council  of  state  Community 
Development  Agencies  and  chair  COSCDA's  Housing  committee,  and  it  is  my 
pleasure  to  be  here  this  morning  for  the  opportunity  to  represent  COSCDA 
in  testimony  on  HR  3838  and  the  reauthorization  of  the  Housing  and 
Community  Development  Act.  COSCDA  represents  47  state  executive 
agencies  that  manage  a  variety  of  Federal  and  state  funded  programs  in  the 
broad  range  of  housing,  community  development,  and  economic 
development.  All  but  one  of  COSCDA's  members  manage  the  non- 
entitlement  CDBG  program,  and  one-half  or  more  of  our  members  manage 
the  HOME  program  and  the  McKinney  Emergency  Shelter  Grants  and 
Supportive  Housing  programs. 

COSCDA  has  always  recognized  the  leadership  shown  by  the  Chairman, 
the  ranking  minority  member,  and  all  the  members  of  this  subcommittee 
on  housing  and  community  development  issues.  And  we  again  complement 
you  on  your  support  for  the  reauthorization  of  vitally  important  housing 
and  community  development  programs.  We  are  particularly  pleased  with 
the  authorization  levels  recommended  in  HR  3838  for  the  CDBG  and  HOME 
programs. 

My  testimony  this  morning  will  concentrate  on  the  CDBG  and  HOME 
programs.  However,  because  we  have  an  interest  in  the  homelessness  issue, 
our  written  statement  briefly  addresses  some  McKinney  housing  issues. 

Community  Development  Block  Grant  Program 

COSCDA  believes  that  the  CDBG  program  is  one  of  the  most  successful 
and  effective  Federal  programs.  The  wide  range  of  eligible  activities  and 
the  ability  of  grantees  to  tailor  projects  to  meet  varying  community 
priorities  are  the  heart  of  its'  success.  This  flexibility  and  decentralization 
are  the  core  reasons  for  the  programs  success,  and  these  two  characteristics 
need  to  be  maintained  and  nurtured  by  Congress. 
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Two  examples  from  Maryland  Illustrate  the  effectiveness  of  the  CDBC 
Program. 

St.  Marys  County  was  awarded  $92,000  in  State  Small  Cities  (CDBC) 
funds  to  renovate  and  expand  the  resident  manager's  office  at  Tubman 
Douglass  Estates  into  a  child  care  center.  The  project  was  completed  inl992 
in  conjunction  with  the  St.  Mary's  Housing  Authority  and  serves  up  to  40 
children  from  low-and  moderate-income  families. 

Tubman  Douglass  Estates  serves  as  home  to  more  than  three  hundred 
people  living  in  fifty  single-family  detached  homes.  First  operated  as  a 
housing  project  in  1974,  it  was  selected,  in  1986,  by  HUD  to  participate  in  a 
national  home  ownership  demonstration  project.  Currently,  all  homes  are 
owned  by  their  occupants. 

In  addition  to  a  child  care  center,  the  facility  is  also  being  used  for  two 
daily  sessions  of  the  Head  Start  program.  The  Head  start  program  is 
operated  by  the  Tri-County  Community  Action  Agency,  a  local  non-profit, 
which  also  uses  the  facility  for  evening  classes  in  parenting  and  adult 
education.  This  project  has  been  particularly  successful  in  that  it  uses  one 
facility  for  a  wide  variety  of  programs  that  directly  benefits  the  Tubman 
Douglass  community. 

In  August  1989,  the  City  of  Salisbury  received  a  State  CDBC  grant  of 
$442,600  for  Phase  i  of  a  six-phase  project  to  design  and  construct  an 
emergency/transitional  housing  shelter  in  cooperation  with  Joseph  House 
Village,  inc.,  a  non-profit  homelessness  provider.  Construction  began  in 
March  of  1991  and  the  l5-unit  apartment  building  was  completed  in 
October,  the  same  year.  The  shelter  has  the  capacity  to  serve  up  to  45 
persons. 

in  November  1991,  the  City  of  Salisbury  received  $514,000  for  the 
design  and  construction  of  Phase  li,  an  educational/community  center  to 
house  day  care,  health  care,  job  training  and  counseling  services  for  clients 
of  Joseph  House.  April  1994  is  the  expected  completion  date  of  Phase  II. 

Joseph  House  Village,  inc.  is  a  non-profit  homelessness  provider  that 
takes  a  more  comprehensive  approach  to  homelessness  than  just  providing 
a  place  to  sleep.  Clients  are  offered  a  drug  and  alcohol-free  environment, 
with  health  care,  day  care  and  educational  opportunities  so  they  can  work 
towards  independence. 

Our  recommendations  speak  directly  to  the  flexibility  and  the 
decentralization  values  of  CDBC. 
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COSCDA  supports  HR  3838's  amendment  that  provides  a  guarantee  of 
obligations  to  the  section  108  program.  All  of  us  recognize  the  importance 
of  jobs  --  employment  is  essential  if  we  are  to  help  make  people  self- 
sufficient  and  improve  the  quality  of  lives  for  poorer  people  and  in  poorer 
communities.  While  the  108  program  is  new  to  states,  several  states  have 
already  undertaken  108-financed  projects  and  others  have  projects  under 
active  review  and  consideration.  Nonetheless,  since  states  must  distribute 
their  CDBG  funds  to  units  of  general  purpose  local  government,  many  states 
have  been  hesitant  to  use  108  financing  for  fear  of  being  unable  to  help 
meet  serious  future  needs  of  local  governments.  The  amendment  proposed 
in  HR  3838  will  encourage  more  use  of  108  financing,  which  can  be  essential 
to  providing  employment  opportunities  to  poorer  people  and  communities. 

COSCDA  respectively  asks  the  subcommittee  to  consider  several  other 
recommendations  for  amendments  to  the  CDBG  program. 

Program  income 

Our  most  important  recommendation  affects  program  income. 
Current  law  requires  states  to  ensure  that  localities  use  program  income  in 
perpetuity  according  to  Title  I  requirements.  States  deal  with  a  large 
number  of  eligible  localities  and  usually  go  for  years  before  grant  CDBG 
funds  a  second  time  to  the  same  locality,  and  in  some  cases  a  state  may  not 
ever  provide  a  second  grant  to  a  locality.  The  large  number  of  eligible 
applicants,  the  sporadic  nature  of  much  state  CDBG  funding,  the  large 
geographic  distances  that  most  states  must  cover,  and  the  very  limited 
administrative  funding  the  states  have  make  this  requirement  impractical. 
States  simply  do  not  have  the  ability  to  ensure  that  all  local  program  income 
forever  meets  Title  I  requirements  whenever  they  use  these  funds.  To  deal 
with  this  issue,  COSCDA  recommends  the  following  three  amendments. 

1.  States  should  have  the  option  to  keep  program  income, 
which  would  eliminate  the  current  requirement  that  states 
must  permit  localities  to  keep  program  income  if  they  use 
it  for  the  same  activity. 


Some  states  would  continue  to  permit  localities  to  keep  program 
income  under  this  amendment,  and  some  states  would  elect  to  keep 
program  income.  The  states'  recapture  of  program  income  serves  several 
purposes.  First,  it  will  ensure  that  program  income  is  used  in  accordance 
with  Title  I  requirements.  Second,  it  will  generate  a  larger  pool  of  program 
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income  than  it  would  at  the  local  level.  By  pooling  or  aggregating  the 
various  program  income  streams  at  the  state  level,  states  can  achieve  an 
economy  of  scale  that  results  in  the  immediate  funding  of  meaningful-sized 
projects.  Third,  it  will  ensure  a  "competitive"  distribution  of  funds  that 
almost  invariably  means  the  funding  of  better,  more  beneficial  projects 
than  if  a  single  locality  funds  projects,  in  addition,  on  occasion  localities 
must  sit  on  funds  for  a  very  long  period--  of  time  before  they  find  a  project 
worthy  of  funding.  Fourth,  the  states'  retention  of  program  income 
ensures  competent  fund  management  and  administration.  Grant 
administration  requires  some  degree  of  expertise,  especially  if  all  the  Title 
I  requirements  apply.  Since  states  award  about  two-thirds  of  their  grants 
to  localities  with  populations  of  5,000  or  less  and  with  part-time  public 
officials,  states  simply  have  more  management  capacity  to  award  and 
account  for  program  income. 

2.  Eliminate  the  requirement  that  localities  use  program 
income  in  accordance  with  Title  I  and  require  that  program 
income  is  used  for  eligible  CDBC  activities. 

For  program  income  that  is  kept  at  the  local  level,  amending  the  law 
so  that  the  income  reuse  must  meet  only  eligible  activity  requirements 
would  make  both  state  monitoring  and  local  management  easier  and  more 
practicable  and  still  ensure  that  the  objectives  of  the  CDBC  program  are 
met. 

3.  Limit  the  states'  responsibility  for  tracking  local  program 
income  for  income  received  after  the  project  closes  out  to 
three  years  after  close  out  of  the  grant  that  generated  the 
program  income. 

Even  with  program  income  requirements  restricted  only  to  eligible 
activities,  requiring  states  to  be  responsible  for  monitoring  forever  is 
impractical.  A  three-year  limit  is  reasonable. 

Microenterprise  Lending 

Our  major  recommendation  in  the  area  of  economic  development 
concerns  using  CDBC  funds  for  microenterprise  development:  permit  states 
to  award  grants  to  local  governments  for  the  purpose  of  capitalizing 
microenterprise  loan  funds,  we  recommend  an  amendment  to  section  105 
(a)(l4)  of  the  statute:  "...  Provision  of  assistance  including  capitalization 
grants  for  revolving  loan  funds,  loans  (both  interim  and  long  term)  and 
grants  for  activities  which  are  carried  out  by  public  for  private  nonprofit 
entities..." 
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states  want  to  be  able  to  make  lump-sum  drawdowns  to  capitalize 
microenterprise  loan  funds  for  several  reasons.  Most  micro-lending  occurs 
through  revolving  loan  funds  specifically  designed  for  microenterprises  - 
this  is  the  standard  financing  mechanism  in  the  industry,  importantly,  lump- 
sum drawdowns  will  streamline  the  administrative  process  for  small  business 
loans.  Because  of  the  scale  of  microenterprise  assistance,  nonprofit 
organizations  are  often  the  key  player  in  helping  to  create  microenterprises. 
Permitting  local  grantees  to  provide  lump  sums  to  nonprofits  for 
microenterprise  development  will  increase  the  capacity  of  this  important 
delivery  system.  Also,  a  single  loan  fund  capitalized  with  cdbc  funds  will 
serve  the  capital  needs  of  several  small  business  enterprises,  not  just  one. 
Economies  of  scale  can  be  reached  ~  in  terms  of  paperwork  and  monitoring 
-  by  treating  the  capitalization  as  a  single  project.  Finally,  by  capitalizing  a 
loan  fund,  CDBC  funding  can  act  as  a  leverage  to  attract  additional  dollars 
for  community  development..  Contrary  to  sitting  idly  by,  as  critics  often 
contend  about  lump-sum  drawdowns,  the  CDBC  funds  used  to  capitalize  a 
loan  fund  could  generate  more  capital. 

LIFT 

Although  COSCDA  has  no  detailed  knowledge  of  the  Administration's 
efforts  to  emphasize  economic  development,  COSCDA  generally  supports 
paying  greater  attention  to  job  creation  for  low-  and  moderate-income 
persons.  However,  COSCDA  strongly  believes  that  the  Administration's 
proposed  lift  program  be  authorized  and  funded  separately  from  CDBC  and 
that  states  be  eligible  applicants  if  Congress  authorizes  the  program. 

Disclosure 

Another  recommendation  that  COSCDA  makes  to  the  subcommittee 
concerns  the  applicability  of  the  HUD  Reform  Act  (Public  Law  101-325)  and 
its  disclosure  requirement.  Currently,  all  applicants  for  state  CDBC  funds 
must  submit  disclosure  forms  even  though  their  chances  of  being  funded 
may  be  less  than  one  in  six.  COSCDA  recommends  that  disclosure  forms  be 
required  only  from  those  applicants  who  are  selected  for  funding.  COSCDA 
also  recommends  that  the  disclosure  requirements  not  apply  to  contracts 
awarded  through  open  and  competitive  bidding. 

Substantial  Rehabilitation 

The  last  specific  recommendation  that  COSCDA  makes  in  regard  to 
amending  the  CDBC  statute  deals  with  substantial  rehabilitation.  Current 
law  requires  that  states  obtain  approval  of  the  Secretary  when  a  locality 
receiving  state  CDBC  funds  finds  it  necessary  to  use  CDBC  for  substantial 
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rehabilitation.  COSCDA  believes  that  this  requirement  was  inadvertently 
carried  over  from  the  entitlement  language  in  the  statute  when  the  state 
program  was  first  enacted  in  1981.  COSCDA  recommends  that  states  be 
given  the  authority  to  determine  when  substantial  rehabilitation  is 
necessary  and  appropriate.  States  can  list  their  criteria  and  standards  in 
their  Final  Statement  and  indicate  that  the  cost  of  substantial  rehabilitation 
must  be  less  than  the  cost  of  new  construction  of  a  comparable  home. 

Cross-cutting  Requirements 

There  are  several  other  issues  with  the  CDBG  Program  that  COSCDA 
would  like  to  take  this  opportunity  to  mention  briefly.  Two  of  these  issues 
concern  the  cross-cutting  environmental  and  labor  requirements.  States 
spend  about  one-half  of  their  CDBG  funds  for  community  infrastructure, 
mostly  in  small  poor  communities  that  are  struggling  to  meet  EPA  standards 
and  to  possess  a  level  of  infrastructure  minimally  necessary  for  economic 
activity  and  growth.  Because  infrastructure  is  expensive,  state  CDBG  grants 
are  usually  used  in  conjunction  with  funds  from  the  Rural  Development 
Administration  and  the  Environmental  Protection  Agency.  When  this  mixed 
funding  occurs,  localities  can  find  themselves  undertaking  three 
environmental  reviews  for  the  same  project!  we  are  trying  to  work  with 
the  three  Federal  agencies  to  see  if  this  redundancy  can  be  eliminated. 
COSCDA  believes  that  the  environmental  review  conducted  for  the  lead 
funding  agency  should  be  accepted  by  the  other  Federal  agencies  with 
funds  in  the  project. 

Second,  a  large  majority  of  state  CDBG  grants  go  to  nonmetropolitan 
communities,  and  these  communities  often  find  themselves  working  with 
CDBG  and  RDA  funds.  Yet,  RDA  funds  have  no  Davis-Bacon  requirements, 
while  CDBG  funds  do.  This  inconsistency  is  confusing  to  these  small 
localities;  but  more  important,  it  reduces  the  value  of  all  the  financial 
assistance  because  Davis-Bacon  wages  which  can  increase  projects  costs  by 
20  percent  have  to  be  applied  to  the  project.  Again,  COSCDA  suggests  that 
wage  rate  requirements  follow  that  of  the  lead  funding  agency. 

Finally,  the  Single  Audit  Act  requires  a  single  audit  from  any  locality 
receiving  in  a  year  $100,000  or  more  in  Federal  funds.  HUD  requires  state 
CDBG  officials  to  follow-up  on  any  finding  in  the  single  audit  even  when 
findings  relate  to  non-CDBG  activities.  This  places  an  enormous  workload 
burden  on  state  CDBG  staff,  we  believe  that  the  agency  administering  the 
programs  within  which  audit  findings  occur  should  be  responsible  for 
resolving  those  issues  -  this  would  require  that  state  CDBG  officials  respond 
only  to  audit  findings  in  the  CDBG  grant. 
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HOME  Investment  Partnership  Program  (HOME) 

COSCDA  members  believe  that  the  most  effective  housing  delivery 
mechanism  is  a  block  grant  approach  which  provides  states  and  local 
governments  the  flexibility  to  address  their  own  specific  and  very  diverse 
housing  needs.  While  implementing  the  home  investment  Partnership 
Program  has  been  extremely  difficult  due  to  its  legislative  and  regulatory 
complexities,  COSCDA  recognizes  and  appreciates  the  efforts  of  the 
Subcommittee  to  improve  the  program. 

All  of  our  comments  on  HOME  are  couched  in  the  context  of  a  federal- 
state  partnership,  and  in  our  belief  that  states  should  be  given  greater 
latitude  in  administering  HOME  funds.  COSCDA  strongly  supports  and  greatly 
appreciates  the  reauthorization  recommendations  included  in  h.r.  3858  for 
the  HOME  program.  It  is  especially  important  to  continue  funding  HOME 
over  the  coming  years  so  that  states  can  proceed  to  establish  an  effective 
program  administration  infrastructure.  While  we  believe  that  some  very 
useful  amendments  can  and  should  be  made  to  the  program,  we  are 
confident  of  our  ability  to  use  the  funds  for  critically  needed  housing 
activities. 

COSCDA,  however,  would  take  this  opportunity  to  express  our  concern 
and  opposition  to  the  $25  million  set-aside  in  the  HOME  program  now 
proposed  in  H.R.  3838.  COSCDA  commends  the  Subcommittee  for 
recognizing  and  supporting  the  concept  of  increasing  resources  for  capacity 
building  in  the  areas  of  affordable  housing  and  community  development. 
However,  COSCDA  believes  that,  as  in  the  case  of  the  Housing  Demonstration 
Act  of  1993,  such  efforts  should  be  authorized  separately,  so  as  not  to 
further  dilute  the  limited  resources  of  the  HOME  Program  available  for 
activities  aimed  at  increasing  the  supply  of  affordable  housing. 

As  evidence  of  the  great  need  for  these  funds  and  to  illustrate  to  the 
subcommittee  that  states  are  using  HOME  funds  effectively,  I  would  like  to 
cite  for  the  Subcommittee  just  a  few  examples  of  state  involvement  in  the 
HOME  Program,  in  my  home  state  of  Maryland  we  are  currently  utilizing 
HOME  funds  to  assist  first-time  homebuyers  in  Garrett  County,  Maryland  to 
purchase  manufacturing  housing  by  providing  closing  cost  assistance  and 
funds  to  permanently  affix  the  mobile  home  to  a  site,  individuals 
purchasing  mobile  homes  generally  pay  a  higher  interest  rate  if  the  unit  is 
not  permanently  affixed  to  a  foundation,  because  the  applicant  must  apply 
for  an  installment  loan  rather  than  or  a  real  estate  loan.  The  goal  of  the 
program  is  to  allow  lower  income  families  to  become  homeowners.  All 
participants  will  be  at  or  below  55%  of  median  income  with  an  emphasis  on 
targeting  those  at  30%  of  median.  The  Garrett  County  community  Action 
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committee,  inc.  will  provide  counseling  to  the  families  and  assist  them  in 
securing  a  first  mortgage  loan  through  a  private  lender  while  the  HOME 
funds  will  be  secured  by  a  second  mortgage. 

Developmentallv  disabled  individuals  will  also  receive  first-time 
homebuyer  assistance  through  HOME.  Closing  costs  and  downpayment 
assistance  will  be  provided  to  citizens  with  disabilities  in  Charles  and  Harford 
Counties  who  are  participants  in  the  "Home  of  Your  Own"  project.  This 
project  is  one  of  three  national  grants  awarded  by  the  US  Department  of 
Health  and  Human  services  to  encourage  and  facilitate  homeownership  and 
more  independence  for  individuals  with  developmental  disabilities,  many 
of  whom  work  and  earn  wages  between  $12,000  and  318,000  a  year.  That 
is  considered  a  good  wage  for  a  person  with  serious  disabilities,  but 
nevertheless,  is  well  under  the  poverty  level,  very  often  the  workers  find 
themselves  living  in  substandard,  unstable  situations  or  must  continue  to 
live  with  their  families  long  after  other  siblings  have  left  home.  HOME  funds 
provide  the  necessary  downpayment  and  closing  assistance  that  make  it 
possible  for  these  individuals  to  purchase  a  home  of  their  own. 

working  with  Community  Reinvestment  Act  (CRA)  lenders,  the  State  of 
New  Jersey  has  set-aside  S1  million  of  its  allocation  to  be  used  in  eligible 
communities  to  assist  low-income  households  in  the  purchase  of  their  first 
home.  Assistance  to  qualified  first-time  homebuyers,  persons  60%  of 
median  income,  may  be  in  the  form  of  grants  or  loans  for  downpayment 
and/or  writedown  of  principal  and  closing  cost  expenses.  The  New  Jersey 
Housing  and  Mortgage  Finance  Agency  will  administer  the  program  on 
behalf  of  the  state. 

Through  a  coordinated  effort  with  public  housing  authorities,  non- 
profit organizations  and  one  profit  organization,  Nebraska  has  setaside 
HOME  funds  to  close  the  financing  gaps  on  Farmers  home  Section  51 5  rental 
projects.  Thus  far,  home  has  produced  four  six-plex  projects  for  a  total  of 
twenty-four  units  of  affordable  housing  for  elderly  persons  that  might 
otherwise  not  have  been  available  without  HOME,  in  addition,  Nebraska, 
working  through  a  non-profit  organization,  has  created  a  first-time 
homebuyer  program  to  develop  new  single-family  units  on  regional  basis 
for  low  to  moderate  income  families  with  a  family  member  experiencing  a 
physical  disability(ies).  In  this  program,  HOME  may  be  used  to  construct 
accessible  single  family  housing  units  which  would  be  used  for  lease- 
purchase  for  persons/families  unable  to  secure  first  mortgage  financing. 
Currently,  the  program  is  estimated  to  provide  down  payment  and  closing 
cost  assistance  for  9  to  11  first-time  homebuyers  this  year. 

Many  states  prior  to  the  enactment  of  the  National  Affordable  Housing 
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Act  of  1990  that  were  not  greatly  involved  in  housing  are  now  active  players 
in  the  development  of  affordable  housing  through  the  home  program.  The 
Montana  Department  of  Commerce  is  currently  working  with  the  Human 
Resources  Development  Council,  state-designated  Community  Housing 
Development  organization  (CHDO),  which  will  construct  20  single-family 
homes  affordable  to  low  and  very  low-income  households  and  construct 
one  rental  four-plex  to  be  owned  by  the  Council.  HOME  funds  will  be  used 
for  new  construction  and  first-time  homebuyer  assistance.  Approximately 
49  families  will  ultimately  be  served  by  this  project  with  construction 
projected  to  be  completed  by  the  end  of  1996. 

Nebraska  has  used  HOME  funds  to  close  the  gap  on  Farmers  Home 
Section  515  rental  projects.  Through  a  coordinated  effort  with  public 
housing  authorities,  a  non-profit  organization  and  one  for  profit 
organization,  home  has  produced  24  additional  units  for  the  elderly,  in 
addition,  Nebraska,  working  throughout  non-profit  organization,  has 
developed  a  first-time  homebuyer  program  to  develop  new  single-family 
units  on  a  regional  basis  for  the  physically  disabled.  Nebraska  has  also 
utilized  HOME  funds  to  create  CHDOs  on  Indian  reservations. 

The  State  of  Oregon  has  developed  a  unique  program  promoting  self- 
sufficiency  by  linking  HOME-funded  tenant-based  rental  assistance  with 
human  service  programs  through  effective  local  agency  collaboration. 
Community  Action  Agencies  (CAAs)  and  local  housing  authorities  act  as 
conduits  for  the  state  in  targeting  rental  assistance  to  very  low-income 
tenants  who  agree  to  be  involved  in  a  social  services  program  geared 
towards  increased  self-sufficiency.  These  agencies  receive  HOME  funds 
based  on  the  percentage  of  very  low-income  households  in  their  service 
area.  Typically  the  housing  authority  qualifies  the  family  for  the  program 
and  administers  the  rental  and/or  security  deposit  payments.  The  CAA 
provides  the  case  management  and  coordinates  the  social  service 
component  of  the  program. 

COSCDA  wishes  to  express  its  appreciation  to  the  Subcommittee  for 
taking  a  leadership  role  in  helping  to  make  these  affordable  housing 
activities  a  reality.  Moreover,  COSCDA  commends  the  Subcommittee  for  its 
support  of  the  proposed  home  amendments  included  in  H.R.  3838.  These 
changes  address  some  of  the  difficulties  states  have  identified  in  effectively 
administering  home  and  will  greatly  enhance  the  use  of  HOME  particularly 
in  rural  and  nonmetropolitan  areas.  COSCDA  believes  that  the  following 
statutory  changes  will  enhance  the  program's  flexibility  and  thereby  provide 
an  effective  housing  delivery  system. 

1.  Simplification  of  iviatching  Requirements.   While  the  1992  Act 
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took  an  important  step  towards  alleviating  the  difficulties  presented 
by  a  complicated  three-tiered  match,  COSCDA  continues  to  maintain 
that  varying  match  requirements  should  not  "steer"  funding  to  certain 
housing  activities  that  may  be  inconsistent  with  housing  needs  and 
priorities  identified  in  the  state's  CHAS.  COSCDA  supports  the  bill 
provision  which  reduces  match  requirements  for  new  construction 
from  50  percent  to  25  percent  thereby  providing  one  uniform  match 
for  all  HOME  affordable  housing. 

2.  Removal  of  "First-time  Homebuyer"  restrictions.  The  definition 
restricting  "first-time  homebuyer"  to  an  individual  and  his  or  her 
spouse  not  owning  a  home  during  the  3-year  period  prior  to 
purchasing  a  home  with  HOME  assistance  should  be  eliminated. 

3.  Simplification  of  resale  provisions.  COSCDA  supports  amending 
the  HOME  requirement  that  recaptured  homeownership  funds  must 
be  used  only  for  homeownership  by  allowing  them  instead  to  be  used 
for  any  HOME-eligible  activity.  This  will  provide  Participating 
Jurisdictions  (PJs)  the  flexibility  to  direct  funds  to  other  priorities  as 
needed. 

4.  use  of  CDBG  Funds  for  HOME  Administrative  Expenses.  COSCDA 
is  supportive  of  this  amendment.  Due  to  the  expansive  administrative 
requirements  associated  with  the  HOME  program,  eliminating  the  use 
of  ODBC  funds  for  administrative  expenses  has  only  compounded  the 
difficulties  PJs  have  experienced  in  fully  implementing  the  HOME 
Program.  While  the  10%  allowance  in  the  HOME  program  attends  to 
some  of  the  needs,  many  states  have  already  or  plan  to  use  the  same 
staff  to  administer  the  CDBG  and  HOME  programs.  This  restriction  has 
made  this  efficiency  exceedingly  difficult,  it  not  only  has  undermined 
a  State's  ability  to  effectively  administer  the  program,  but  also  has 
lead  to  greater  inefficiency  and  cost  through  the  creation  of  duplicate 
staffs. 

5.  Project  Delivery  Costs.  CDBG  funds  used  to  offset  these  costs 
would  be  exempt  from  the  20%  cap.  This  would  make  the  HOME 
statute  similar  to  other  housing  and  community  development 
programs  operated  by  states  and  localities  and  avoid  a  great  deal  of 
confusion  that  exists  among  grantees. 

6.  Simplification  of  Program-wide  income  Targeting.  Rental 
housing  income-targeting  would  be  simplified  by  counting  units 
assisted  rather  than  the  funds  invested,  90%  of  the  units  assisted 
(families  in  the  case  of  tenant-based  rental  assistance)  must  be  below 
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60%  Of  median  income. 

7.  HOME  Environmental  Review.  Consistent  with  the  CDBC  program, 
State  HOME  PJs  may  delegate  environmental  review  responsibilities  to 
local  governments,  states  do  not  have  the  capacity  to  conduct 
environmental  reviews  for  each  project,  but  local  governments  have 
developed  this  capacity  through  the  CDBC  program. 

8.  Stabilization  of  HOME  funding  thresholds.  A  permanent 
threshold  of  $500,000  would  be  set  for  determining  new  local 
participating  jurisdictions  with  current  local  PJs  held  harmless 
regardless  of  program  appropriation  levels. 

9.  Participation  by  State  Agencies  or  instrumentalities.    The 

definition  of  "State"  is  broadened  to  cover  agencies  or 
instrumentalities  of  those  states"  currently  covered,  provided  that 
those  agencies  or  instrumentalities  are  established  pursuant  to 
legislation  and  designated  by  the  chief  executive  officer  to  act 

on  behalf  of  the  jurisdiction  with  regard  to  the  provisions  of  the 
National  Affordable  Housing  Act  of  1990.  This  facilitates  the  operation 
of  the  HOME  program  in  those  states  where  governors  have 
designated  the  state  housing  finance  agency  as  the  administering 
entity. 

COSCDA  supports  the  above  nine  amendments  to  the  HOME  program 
and  believes  that  their  enactment  will  make  HOME  program  more  effective 
and  efficient.  There  are  several  other  issues  in  the  HOME  program  that 
COSCDA  would  like  to  bring  to  the  attention  of  the  subcommittee  at  this 
time  although  we  do  not  couch  them  as  specific  recommendations  for 
amendments.  One  is  that  many  grantees  and  developers  find  the  rent 
calculation  reduirements  confusing  and  sometimes  producing  a  situation 
that  makes  it  difficult  to  coordinate  Section  8  rental  assistance  with  HOME 
funded  projects.  To  respond  to  this  situation,  it  may  be  appropriate  simply 
to  require  that  a  rent  not  be  greater  than  the  Fair  Market  Rent,  rather  than 
keeping  the  current  requirement:  rents  must  not  be  greater  than  the  lesser 
of  the  existing  Fair  Market  Rent  or  not  exceeding  30  percent  of  the  adjusted 
family  income  or  a  family  whose  income  equals  65  percent  of  the  area 
median  income. 

States  still  have  some  problem  in  rural  areas  with  the  definition  and 
involvement  of  CHDOs.  Some  of  these  problems  arise  because  the  very 
specific  criteria  for  designation  as  a  CHDO  do  not  fit  the  characteristics  of 
many  of  the  nonprofits  that  operate  in  rural  areas.  But  states  are  trying  to 
facilitate  the  development  of  CHDOs,  and  perhaps  this  dilemma  my  be 
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resolved  over  time.  However,  a  more  pertinent  difficulty  is  that  many  rural 
nonprofits,  even  if  they  alter  their  characteristics  to  meet  chdo  criteria,  are 
experienced  only  in  such  housing  activities  as  scattered-site  housing 
rehabilitation,  home  repair,  weatherization,  and  tenant-based  and 
homeownership  assistance.  These  activities  are  very  relevant  to  the  housing 
needs  in  many  rural  areas;  yet,  the  law  requires  CHDOs  to  "own,  sponsor,  or 
develop  housing"  under  the  15  percent  mandatory  setaside  -  precluding 
many  of  the  above-mentioned  housing  activities.  COSCDA  believes  CHDOs 
should  be  permitted  to  undertake  any  eligible  HOME  activity  within  the  15 
percent  CHDO  setaside. 

Finally,  the  current  requirement  for  annual  on-sight  reviews  is  a 
daunting  and  cumbersome  task  for  many  states,  especially  those  with 
projects  scattered  over  large  rural  areas.  Monitoring  is  essential,  but  HUD 
should  have  the  authority  to  negotiate  a  monitoring  plan  for  states  that 
safeguards  use  of  the  home  funds  but  is  less  costly  and  more  practicable 
than  annual  on-site  inspections. 

Comprehensive  Housing  Affordability  Strategy  (CHAS) 

COSCDA  reserves  support  for  the  CHAS  amendments  currently  included 
in  H.R.  3838  without  further  clarification  as  to  their  specific  objectives,  we 
are  concerned  that  these  amendments  may  have  significant  consequences 
for  state  CHASes. 

While  COSCDA  supports  the  concept  of  State  housing  strategies, 
COSCDA  also  believes  that  there  are  distinctions  between  state  and  local 
CHASes  which  necessitate  different  plan  requirements  for  two  reasons. 
First,  State  CHASes  cover  a  much  larger  geographic  area  that  includes 
hundreds  of  eligible  local  governments,  and  address  a  far  wider  variety  of 
needs  and  issues  than  local  CHASes,  making  it  highly  burdensome  for  states 
to  present  detailed  housing  data  for  every  part  of  the  State.  Second,  States 
play  a  very  different  role  from  local  governments  in  housing.  Rather  than 
funding  housing  providers  or  clients  directly,  many  states  work  through 
local  governments  or  regional  entities  that  establish  application  criteria  and 
award  funds,  in  addition.  States  set  and  oversee  policy  and  determine  the 
allocation  of  State  housing  resources. 

Congress  greatly  expanded  the  role  of  the  CHAS  as  a  blueprint  for 
linking  housing  and  human  service  programs  in  the  1992  Act.  The  law  now 
requires  that  the  CHAS  include  an  anti-poverty  strategy  outlining  the  PJs 
goals,  programs,  and  policies  for  reducing  the  number  of  households  with 
incomes  below  the  poverty  line.  COSCDA  supports  the  premise  of  utilizing 
the  CHAS  as  a  mechanism  for  advancing  the  goals  of  self-sufficiency  and 
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economic  independence  particularly  through  housing  and  human  service 
program  linkages  as  suggested  in  the  anti-poverty  strategy.  Hov\/ever,  the 
State  CHAS  should  function  more  as  a  coherent,  comprehensive  policy 
document  for  the  State  as  a  whole,  rather  than  acting  as  a  compilation  of 
specific  data  needs  and  issues. 

COSCDA  supports  amending  the  statute  with  specific  language  which 
recognizes  and  designates  the  State  CHAS  as  a  policy  document  for  the  State 
as  a  whole.  This  language  should  indicate  that  the  guidance  for  state 
CHASes  is  to  be  designed  differently  from  that  for  local  CHASes  in  order  that 
state  CHASes  meet  the  different  needs  and  perform  different  functions 
from  local  CHASes.  This  change  would  allow  the  State  to  set  broad 
directions  and  goals  in  the  use  of  state  housing  resources  rather  than 
specifying,  on  some  very  local  level,  how  a  particular  set  of  housing  dollars 
should  be  used.  Such  a  document  would  not  preclude  a  state  from  taking 
a  more  direct  funding  role  since  additional  information  could  always  be 
collected  or  analyzed  where  a  State  has  identified  specific  housing  trends 
or  problems. 

The  HUD-Proposed  Consolidated  Plan 

The  Department  of  Housing  and  urban  Development  (HUD)  has  started 
the  process  of  developing  requirements  that  consolidate  the 
Comprehensive  Housing  Affordability  Strategy  (CHAS),  a  l\lon-Housing 
Community  Development  Plan,  the  CDBG  Final  statement,  the  HOME  Program 
Description,  and  Emergency  Shelter  Grant  Program  and  Housing 
Opportunities  for  Persons  with  AIDS  (HOPWA)  applications  into  one  planning 
document.  COSCDA  supports  the  overall  goal  of  enhancing  states'  ability  to 
use  HUD  resources  in  a  fashion  that  fits  the  needs  and  priorities  of  states 
and  their  communities,  especially  in  meeting  the  needs  of  lower  income 
people.  However,  COSCDA  also  believes  that  if  a  consolidated  planning 
process  and  document  is  going  to  be  one  of  the  tools  to  help  states  and 
localities  use  hud  resources  to  their  maximum  effectiveness,  the 
consolidation  must  met  several  criteria. 

As  hud  proceeds  with  evaluating  methods  for  consolidating  these 
documents,  the  Department  should  recognize  that  the  powers  and  duties 
of  most  state  governments  in  regard  to  community  planning  and 
development  vary  among  states  and  are  very  different  from  their  counties 
and  municipalities.  Most  state  governments  have  a  very  general  role  and 
limited  direct  authority  in  the  community  planning  and  development 
process  in  contrast  to  that  of  municipal  or  county  Entitlement  communities 
which  have  independent  or  delegated  powers  for  comprehensive  master 
planning,  transportation  and  capital  improvements  planning,  subdivision 
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regulation,  and  zoning. 


The  states'  primary  role  in  HUD  housing  and  communitv  development 
programs  is  to  set  a  method  for  distributing  program  funds.  Ideally,  a 
consolidated  plan  should  set  a  framework  for  local  governments, 
community  organizations,  and  developers  to  evaluate  housing  and 
community  development  needs  and  proposals  --  recognizing  the  diversity 
of  local  communities  housing  and  community  development  needs  and 
opportunities,  and  offering  guiding  principles  rather  than  state  mandates 
on  local  activities.  Given  that  each  local  community  has  its  own  needs, 
based  on  population,  geographic  location,  financial  resources  and  other 
related  variables,  the  development  of  a  state-wide  consolidated  plan  at  best 
can  be  only  a  broad  policy  strategy  to  direct  resources  in  a  manner  that 
recognizes  and  supports  the  efforts  of  local  governments  to  address  their 
identified  needs.  Generally,  states  can  only  respond  to  proposals  developed 
from  the  "bottom  up". 

Because  significant  change  in  the  role  of  states  must  recognize  the 
unique  institutional,  geographic,  and  political  structures  of  states,  the 
Department  should  consider  a  length  of  time  appropriate,  possibly  two 
years,  for  an  effective  and  orderly  phased  implementation  of  this 
integrated  plan  for  states.  A  transition  year  would  provide  states  an 
opportunity  to  develop  a  process  of  coordination  to  accomplish  the 
consolidation  effort  involving  representation  and  input  of  all  effected  state 
agencies  and  grantees.  Such  a  transition  would  insure  that  the  process 
includes  and  the  eventual  plan  addresses  local  issues  and  concerns.  State 
agencies  would  then  be  in  a  position  to  begin  developing  a  consolidated 
plan  having  had  time  to  readjust  their  own  operations  and  program 
planning  and  development  to  be  on  similar  schedules  with  other  state 
agencies  administering  program  components.  Asan  interim,  HUD  mightalso 
consider  a  small  pilot  program  involving  a  representative  group  of  states 
with  diverse  institutional,  political,  and  geographic  characteristics  and  issues. 
This  would  provide  HUD  a  mechanism  for  identifying  and  responding  to 
various  difficulties  involved  in  developing  an  integrated  plan  at  the  state 
level. 

Finally,  we  are  concerned  about  the  applicability  of  integrating 
program  statements,  like  the  CDBG  Final  statement  and  the  HOME  program 
description,  into  a  long  term  consolidated  planning  document. 

MCKINNEY  HOUSING  PROGRAMS 

The  McKinney  Act  housing  programs  have  provided  a  much  needed 
resource  for  the  states  to  provide  homeless  assistance  within   their 
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jurisdictions.   We  applaud  the  creation  of  the  program  and  the  financial 
support  they  offer. 

COSCDA  has  historically  supported  the  consolidation  of  the  McKinney 
Act  housing  programs.  The  reasoning  behind  this  is  three-fold.  First,  we 
feel  that  too  much  time  and  effort  is  now  being  spent  applying  for  funding 
under  the  various  McKinney  Act  housing  programs.  The  funding  process  is 
highly  competitive  and  it  affords  little  chance  to  small  communities  and 
rural  areas  to  receive  an  award.  These  communities  have  inadequate 
resources  to  effectively  draft  an  application  but  that,  if  given  the 
opportunity,  could  effectively  address  the  issue  of  homelessness  within 
their  jurisdiction,  second,  as  it  stands  now,  the  programs  have  differing 
application  cycles  and  application  processes,  including  eligibility 
requirements.  It  would  make  sense  to  "streamline"  the  process  by 
consolidating  the  program  requirements  and  funding  cycles.  Consolidation 
of  the  programs  would  make  the  entire  application  and  funding  process 
much  easier.  Finally,  consolidating  the  programs  based  on  a  formula 
distribution  of  funds  would  ensure  a  stable  commitment  of  resources  for 
a  wider  range  of  recipients.  Using  a  formula-based  allocation  would  allow 
recipients  to  effectively  plan  for  and  address  the  issue  of  homelessness. 

Homelessness  is  an  issue  which  deserves  great  attention  and  focus. 
Attention  to  the  problem  involves  the  appropriation  of  adequate,  stable 
annual  funding  and  the  active  involvement  and  cooperation  between  the 
three  levels  of  government.  State  is  emphasized  here  because  we  want  to 
stress  to  you  the  importance  of  states  in  the  implementation  and  delivery 
of  funds  and  services  to  assist  the  homeless.  Many  states  have  already 
developed  and  implemented  numerous  initiatives  on  their  own  to  combat 
homelessness  within  their  jurisdictions.  States  are  in  a  unique  position  to 
assist  in  the  effort,  and  they  are  closely  linked  with  both  the  Federal  and 
local  governments.  Any  programs  developed  at  the  Federal  level  should 
involve  the  States'  input  and  guidance,  in  its  proposed  budget,  HUD 
mentions  forming  a  partnership  with  local  government  and  private, 
nonprofit  groups,  but  does  not  give  consideration  to  the  states.  This  may 
have  been  an  oversight;  however,  we  object  to  the  omission  and  we  stress 
to  you  today  the  importance  of  the  states  in  the  process  of  alleviating 
homelessness  in  America  and  hope  that  the  states  will  be  considered  a 
partner  in  every  Federal  effort. 

HUD  proposes  to  "reorganize"  McKinney  by  consolidating  several 
homeless  programs,  including  ESC  and  the  Supportive  Housing  program, 
into  one  new  program  called  the  Homeless  Assistance  Crants  program.  As 
stated  previously,  COSCDA  supports  consolidation  of  the  McKinney  Act 
housing  programs  to  the  extent  that  the  consolidation  will  allow  for  a  more 
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streamlined  process  and  a  more  equitable  distribution  of  funds  through  a 
formula  based  allocation.  To  that  accord,  we  conceptually  support  the 
Administration's  efforts  to  streamline  the  programs  and  initiate  a  formula- 
based  allocation  system.  Our  members  are  worried  that  if  the  funds  are 
awarded  on  a  competitive  basis,  rural  areas  will  have  little  chance  of 
receiving  funding. 

If  the  McKinney  Act  housing  programs  are  consolidated  and  the  funds 
provided  to  recipients  on  a  formula  basis  similar  to  that  of  the  CDBC 
program,  states  would  like  to  see  a  small  portion  of  the  allocation  used  for 
administrative  costs.  This  will  allow  states,  many  of  whom  have  few 
administrative  resources,  to  hire  staff  to  administer  the  program. 

Lastly,  COSCDA  supports  a  "continuum  of  care"  system  that  will  fill  the 
gaps  of  the  current  system  by  transitioning  homeless  persons  to  full 
independence.  COSCDA  members  would,  however,  like  for  the 
Administration  to  focus  on  providing  funding  for  existing  homeless 
programs,  many  of  which  serve  the  homeless  very  well,  and  not  for  the 
creation  of  new,  short-term"innovative"  homeless  initiatives. 

We  recognize  the  difficulty  you  face  in  deciding  on  the  funding  levels 
of  the  various  programs  which  fall  under  your  subcommittee's  auspices,  we 
support  the  subcommittee's  proposed  funding  levels  H.R.  3858  for  the 
various  McKinney  Act  programs.  Your  recommended  appropriations 
increase  the  funding  levels  for  both  the  Emergency  Shelter  Grants  program 
and  the  Supportive  Housing  program  above  their  1994  levels.  Your 
recommended  appropriations  signify  your  active  support  to  assist  in 
alleviating  homelessness  in  America,  we  thank  you  for  your  support. 

Finally  we  want  to  raise  briefly  two  suggestions  regarding  possible 
changes  in  specific  McKinney  programs.  Regarding  the  Emergency  Shelter 
Grants  Program  we  suggest  eliminating  the  caps  for  prevention  and 
essential  services  and  increasing  the  time  period  within  which  prevention 
funds  may  be  used,  from  180  days  to  one  year,  so  that  funds  can  be  used 
during  the  winter  months,  which  is  the  most  critical  time  for  most  homeless 
providers. 

Mr.  Chairman,  this  completes  COSCDA's  statement.  Again,  we 
congratulate  the  Chairman  and  members  of  the  subcommittee  for  their 
strong  support  of  housing  and  community  development  programs  and 
thank  you  for  the  opportunity  to  testify  before  the  subcommittee.  COSCDA 
will  be  pleased  to  provide  you  or  your  staff  with  additional  information  on 
topic  addressed  in  this  statement. 
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March  16,  1994,  hearing  held  by  the 

Subcommittee  on  Housing  and  Community  Development, 

entitled  "H.R.  3838,  Housing  and  Community 

Development  Act  of  1994" 


QUESTIONS  FROM  CHAIRMAN  HENRY  B.  GONZALEZ  TO 
MS.  PATRICIA  PAYNE 


1.  What  are  your  suggestions  as  how  to  promote  the  amount  of 
economic  development  activities  conduted  by  CDBG  recipients.  Will 
the  UDAG  recaptures,  which  may  provide  the  Department  with  only 
$100  million  in  extra  funding,  used  in  conjunction  with  the  section 
108  loan  guarnatees  reduce  communities'  reluctance  to  engage  in 
economic  development  activities  with  section  108  loan  guarantees. 

Are  local  community  development  agencies  aware  of  the  section  108 
program  and  its  requirements?  Do  they  have  the  capacity  to  create 
viable  loans  arrangements  with  other  organizations  or  is  greater 
technical  assistacne  needed  to  assist  them?  Do  you  fell  as  if  HUD 
has  the  capacity  to  review  these  laon  applications  and  make  a 
informed  judgeemnt  as  to  whether  they  are  worth  the  risk? 

2.  In  your  estimation,  what  hinders  communities  from  conducting 
economic  development  activities?  Is  legislative  or  regulatory 
change  necessary  to  increase  communities'  participation  in  economic 
development  activities? 

3.  How  do  you  feel  about  increasing  the  public  servies  cap  in  he 
CDBG  program? 

4.  How  do  you  feel  about  expanding  the  eligible  activities  for 
Section  108  loan  guarantees  for  the  purpose  of  financing  non- 
housing,  community  facilities? 

5.  Can  you  comment  on  CHDO  activities,  their  expenditure  rates 
and  capabilities?   Are  participating  jurisdictions  still  having 
difficulties  m  identifying  CHDOs? 

6 .  How  often  are  HOME  funds  being  used  for  tenant  based  rental 
assistance? 

7.  In  your  testimony  you  have  noted  HUD's  interpretation  of 
statutory  provisions  concerning  match.  Can  you  give  us  other 
examples  of  regulatory  "over  interpretation" --not  now  but  in 
writing,  so  that  if  necessary  we  can  reaffirm  Congressional  intent? 
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March  16,  1994,  Hearing  Held  by  the 

Subcommittee  on  Housing  and  Community  Development, 

Entitled  "H.R.  3838,  Housing  and  Community 

Development  Act  of  1994" 

RESPONSE  TO  QUESTIONS  FROM  CHAIRMAN  HENRY  B.  GONZALEZ 
FROM  PATRICIA  PAYNE 


1.  Economic  Development  Activities  with  Section  108  Loan 
Guarantees. 

The  provision  of  additional  funds  ($100  million  in  UDAG 
recaptured  funds)  for  HUD's  Section  108  Loan  Guarantee 
Program  is  welcome.   Both  COSCDA  and  I  believe  that  the 
limited  availability  of  funding  frequently  is  a  constraint 
to  widespread  use  of  Section  108  loan  guarantees.   While 
CDBG  entitlement  jurisdictions  (cities  and  urban  areas)  have 
used  these  guarantees  over  the  past  12  years,  CDBG  non- 
entitlement  jurisdictions  (states  and  rural  local 
governments)  have  had  access  to  the  program  only  since  1990. 
Most  states  and  local  governments  are  aware  of  the  program, 
but  have  been  reluctant  to  use  it.   This  reluctance  is  in 
part  related  to  local  capacity;  however,  it  also  reflects 
the  level  of  risk  inherent  in  the  type  of  activities  funded. 
Traditionally  HUD's  Section  108  Program  has  been  used  to 
guarantee  large  projects,  e.g.  costing  $5.0  million  or  more. 
If  such  a  project  fails  and  a  state's  CDBG  funds  were 
required  to  cover  this  default,  a  substantial  portion  of  the 
state's  CDBG  allocation  would  no  longer  be  available  for 
other  important  projects.   Typically  a  state  has  requests 
from  local  governments  equal  to  three  times  its  annual  CDBG 
allocation.   Since  we  in  Maryland  have  not  used  HUD's 
Section  108  Program,  I  have  insufficient  knowledge  to 
respond  to  your  question  regarding  HUD's  staff  capacity  to 
review  the  loan  applications  or  to  administer  the  Program. 

2 .  Use  of  CDBG  funds  for  Economic  Development  Activities. 

In  Maryland  we  use  one  third  of  our  annual  CDBG 
allocation  for  economic  development.   Legislative  and 
regulatory  requirements  have  constrained  greater  use  of  CDBG 
funds  for  economic  development  in  Maryland.   The  "Kondratas 
Memorandum"  (internal  HUD  policy  memo  considered  equally 
binding  as  formal  regulations)  unduly  restricts  the  use  of 
CDBG  funds  for  this  purpose.   This  memorandum  should  be 
rescinded,  and  states  should  be  allowed  to  set  their  own 
underwriting  standards  for  economic  development  projects. 
In  addition,  the  CDBG  program  would  be  more  conducive  to 
funding  economic  development  projects  if:   1)  the 
documentation  requirements,  especially  the  "full  range  of 
direct  effects  requirement,"  were  reduced  or  eliminated;  2) 
the  level  of  present  funding  at  which  Davis-Bacon  wage  rates 
were  required  were  increased;  3)  the  program  income 
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accounting  and  tracking  requirements  were  simplified  to 
allow  program  income  to  be  treated  as  miscellaneous  income 
under  certain  circumstances,  and  4)  residential  anti- 
displacement  and  relocation  plans  were  not  required  for 
projects  which  resulted  in  no  displacement.   These  are  just 
a  few  of  the  numerous  CDBG  requirements  which  make  the  CDBG 
program  for  private  businesses  "user-friendly." 

3 .  Increase  of  the  Cap  for  Public  Service  Activities  funded  by 
CDBG. 

Currently  HUD's  CDBG  Program  has  capped  the  amount  of 
funding  that  both  entitlement  and  non-entitlement 
jurisdictions  can  spend  on  public  service  activities  at  15% 
of  the  annual  total  allocation.   For  the  entitlements  or 
cities,  because  of  the  high  demand  for  funding  for  such 
activities,  this  cap  has  become  a  constraint.   An  increase 
of  the  cap  to  20%  would  allow  additional  CDBG  funding  for 
these  needed  activities.   For  the  states  and  rural  local 
governments  (the  non-entitlements) ,  the  demand  for  CDBG 
funds  for  public  services  has  rarely  exceeded  5%  of  any 
given  annual  allocation.   To  the  extent,  however,  that  the 
demand  could  increase  in  the  future  for  such  activities  in 
the  rural  areas,  COSCDA  and  I  believe  that  consideration 
should  be  given  to  raising  the  cap  on  CDBG-funded  public 
service  activities. 

4 .  Expansion  of  Eligible  Activities  Under  Section  108  Program. 

COSCDA  and  I  are  generally  supportive  of  expansion  of 
the  types  of  eligible  activities  under  the  Section  108 
Program.   The  financing  of  non-housing  and  community 
facilities  adds  greater  flexibility  and  could  result  in 
increased  use  of  the  Program.   It  also  may  result  in 
increased  leverage  of  public  and  private  capital. 

5.  HOME  and  CHDO  Activities. 

In  Maryland,  we  have  little  difficulty  in  identifying 
Community  Housing  Development  Organizations  (CHDOs)  as 
defined  by  the  HOME  Investment  Partnership  Program.   To  date 
we  have  certified  six  CHDOs  operating  throughout  Maryland's 
rural  areas:   1)  Garrett  County  Community  Action  Committee; 
2)  Interfaith  Consortium  of  Greater  Cumberland;  3) 
Interfaith  Housing,  Inc.;  4)  Shore  Up,  Inc.;  5)  Southern 
Maryland  Tri-County  Community  Action  Committee;  and  6) 
Western  Maryland  Interfaith  Consortium.   They  are  capable 
and  experienced  developers  of  affordable  housing.   Generally 
their  ability  to  complete  a  housing  project  takes  longer 
than  it  takes  private  developers. 
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Despite  Maryland's  ability  to  identify  and  certify 
capable  CHDOs,  we  and  COSCDA  still  maintain  that  the  current 
definition  constrains  HOME  participating  jurisdictions  from 
certifying  even  larger  numbers  of  CHDOs.   For  instance,  in 
Maryland  we  have  promoted  heavily  the  sponsorship  and 
development  of  affordable  housing  in  the  religious 
community.   Most  church  sponsored  nonprofit  housing 
developers  usually  have  boards  of  directors  composed  almost 
entirely  of  members  of  the  religious  community.   To  become  a 
CHDO,  these  organizations  have  to  restructure  their  boards 
or  reincorporate  and  establish  a  new  subsidiary  nonprofit  to 
be  eligible  as  a  CHDO.   This  is  only  one  example  of  the 
constraint  resulting  from  the  current  definition  of  a  CHDO. 

HOME  Funds  Being  Used  for  Tenant  Based  Rental  Assistance. 

Maryland  has  not  allocated  any  of  its  state  HOME  funds 
for  rental  assistance;  however,  it  is  an  eligible  use. 
Baltimore  County  and  Montgomery  County  do  use  HOME  for 
tenant  assistance.   Nationally,  less  than  half  of  the  states 
use  HOME  for  rental  assistance. 

HOME  -  Examples  of  Regulatory  Over-interpretation. 

♦  Monitoring  Reguirements : 

Annual  and  biennial  inspections  should  not  be  required  of 
all  housing  assisted  with  HOME  funds.   This  is  particularly 
burdensome  for  states  because  of  the  land  area  that  must  be 
covered.   States  can  spend  considerable  staff  time  and  money 
traveling  to  all  corners  of  its  state  to  do  inspections.   A 
more  viable  approach  would  be  to  allow  the  state  to  develop 
a  monitoring  plan,  with  HUD  approval,  that  sets  standards 
for  inspections,  certifications  and  review. 

♦  Definition  of  a  Project: 

The  current  definition  states  that  a  project  may  include 
more  than  one  site  only  if  the  sites  are  within  a  four  block 
area  of  each  other.   This  definition  creates  an 
administrative  and  paperwork  burden  since  it  may  not  be 
possible,  particularly  in  small  urban  areas,  to  meet  this 
restrictive  definition.   For  example,  if  a  nonprofit  sponsor 
wants  to  rehabilitate  four  houses  for  rental  to  a  special 
population  and  the  houses  are  located  within  a  five  block 
area  of  each  other,  the  participating  jurisdiction  must  set 
up  and  track  more  than  one  project.   The  definition  of  a 
project  should  be  changed  to  say  that  projects  may  be 
composed  of  land  and  buildings  which  are  not  contiguous  or 
located  in  a  concentrated  area,  but  which  are  under  the  same 
ownership  and  management. 
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♦   Environmental  Review: 

The  regulations  require  that  an  environmental  review  be 
completed  for  all  rehabilitation  and  new  construction 
activities.   Even  though  many  small  projects  are 
categorically  excluded,  at  a  minimum,  they  must  be  reviewed 
for  environmental  factors  and  paperwork  completed 
documenting  the  results.   This  requirement  affects  both 
processing  time  and  staff  resources.   An  exemption  from  the 
environmental  review  process  should  be  provided  for  one-to- 
four  unit  acquisition  or  rehabilitation  projects  that  do  not 
involve  a  change  in  use. 
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THE  HOME  INVESTME^4T  PARTNERSHIPS  PROGRAM 

Presented  by  Henry  Flores 

Executive  DLrector 

Texas  Department  of  Housing  and  Community  Affairs 

on  behalf  of  the 
National  Coimcil  of  State  Housing  Agencies 

before  the  Subcommittee  on  Housing  and  Commiuiity  Development  of  the 
House  Committee  on  Banking,  Finance,  and  Urban  Affairs 

March  16, 1994 


Mr.  Chairman,  Representative  Roukema,  and  members  of  the 
Subcommittee,  it  is  a  great  pleasure  for  me  to  testify  before  you  this  morning 
on  the  success  of  the  HOME  Investment  Partnerships  (HOME)  program. 

My  name  is  Henry  Flores.  I  am  Executive  Director  of  the  Texas 
Department  of  Housing  and  Community  Affairs,  the  HOME  administrating 
agency  for  the  State  of  Texas.  I  am  testifying  this  morning  on  behalf  of  my 
state  and  the  National  Council  of  State  Housing  Agencies  (NCSHA). 

NCSHA's  member  state  housing  agencies  administer  the  HOME 
program  in  35  states  and  are  responsible  for  about  65  percent  of  all  state 
HOME  funds.  That  is  over  $1  billion  dollars  to  date.  In  additional  states. 
Housing  Finance  Agencies  (HFAs)  contribute  to  HOME  administration 
through  project  evaluation  and  underwriting. 

I  want  to  commend  you,  Mr.  Chairman,  on  introducing  legislation 
(H.R.  3838)  that  would  re-authorize  the  HOME  program  at  $2.2  billion  in 
FY  1995  and  make  other  valuable  changes.  I  also  want  to  thank  the  other 
members  of  the  Subcommittee  who  cosponsored  the  bill,  especially 
Congresswoman  Roukema,  who  has  also  introduced  legislation  containing 
important  HOME  provisions.  We  especially  appreciate  your  proposals  to 
make  the  HOME  match  uniform  at  25  percent,  clarify  that  instrumentalities 
such  as  HFAs  may  administer  HOME  for  their  states,  and  allow  states  to 
delegate  environmental  reviews  to  localities. 

We  are  urging  the  congressional  appropriations  committees  to  fund 
HOME  in  FY  1995  at  least  at  the  FY  1994  appropriation  of  $1,275  billion.  We 
ask  the  members  of  this  Subcommittee,  as  the  authorizers  of  the  HOME 
program  and  some  of  its  strongest  supporters,  to  take  every  opportunity  to 
convey  to  Chairman  Stokes  (D-OH),  Representative  Lewis  (R-CA),  and  the 
other  members  of  the  VA,  HUD,  and  Independent  Agencies  Subcommittee 
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the  importance  of  maintaining  or  increasing  the  level  of  HOME  funding  in 
FY  1995. 

I  am  very  happy  to  report  that  HOME  is  rapidly  becoming  one  of  the 
great  success  stories  of  housing  policy  and  is  well  on  its  way  to  becoming  the 
fastest-spending  program  in  HUD's  history.  As  of  February  28,  61.4  percent  of 
FY  1992  and  nine  percent  of  FY  1993  HOME  funds  were  committed  by  HUD's 
definition.  Nearly  30  percent  of  FY  1992  HOME  funds  had  been  disbursed. 
These  figures  have  grown  exponentially  over  the  last  few  months  and  will 
continue  to  do  so  over  the  next  year. 

Given  the  dramatic  progress  jurisdictions  have  made  in  implementing 
HOME,  we  are  puzzled  and  deeply  troubled  that  HUD  has  not  placed  higher 
priority  on  funding  it.  For  FY  1995,  HUD  has  requested  only  $1  billion  for 
HOME.  This  is  a  22  percent  cut  from  FY  1994,  half  the  authorized  level,  and 
equal  to  the  lowest  appropriation  for  the  program  in  any  previous  year.  We 
have  been  particularly  disturbed  that  HUD  tried  several  times  in  the  last  year 
to  raid  the  HOME  program  for  funds  for  other  initiatives,  citing  what 
Secretary  Cisneros  still  describes  as  a  low  spendout  rate. 

The  disconnect  between  HOME'S  performance  and  HUD's  perception  is 
evident  in  the  Presidential  Performance  Agreement  which  HUD  released  just 
two  weeks  ago.  In  it,  HUD  pledged  to  increase  the  FY  1992  HOME 
commitment  rate  from  seven  percent  to  50  percent  by  June  of  this  year,  a 
curious  target  when  the  rate  is  already  over  60  percent.  We  hope  that  the 
Department  will  recognize  soon  that  HOME  is  one  of  the  most  effective  tools 
available  to  provide  a  wide  range  of  affordable  housing  and  will  give  it  the 
funding  priority  it  deserves.  We  also  hope  that  HUD  will  begin  hailing 
HOME'S  high  commitment  rate,  instead  of  referring  to  the  low  rate  of  over  a 
year  ago. 

The  commitment  rate  for  HOME  funds  is  actually  even  higher  than  it 
appears,  because  HUD's  existing  definition  of  commitment  fails  to  fully 
recognize  many  legally  binding  obligations  of  state  and  local  HOME  funds. 
Under  HUD's  definition,  even  a  signed  contract  between  a  participating 
jurisdiction  and  a  project  sponsor  is  not  considered  a  commitment  if  it  is  for 
rental  assistance,  assistance  to  first-time  homebuyers,  or  rehabilitation  of 
owner-occupied  homes.  By  this  definition,  a  commitment  does  not  exist 
until  each  and  every  individual  tenant  or  homebuyer  has  been  identified, 
completed  his  or  her  paperwork,  and  been  entered  separately  (or  in  batches 
where  tenants  meet  certain  criteria)  in  HUD's  cash  and  management 
information  (C/MI)  system. 

As  a  result,  unless  the  definition  is  changed,  in  less  than  one  month 
HUD  will  start  recapturing  funds  which  states  have  placed  under  contract 
with  project  sponsors.     Re-allocations  of  HOME  funds  which  states  have 
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already  awarded  will  cause  havoc  within  the  program  and  raise  serious 
questions  about  states'  legal  standing  vis  a  vis  project  sponsors  who  are 
holding  contracts  for  the  funds. 

Fortunately,  at  our  request  HUD  agreed  to  re-examine  its  definition  of 
commitment  and  has  recommended  to  OMB  that  the  definition  be  revised  to 
recognize  funds  as  committed  when  the  state  or  local  government  enters  into 
a  legally  binding  agreement  with  the  project  sponsor  to  provide  a  specified 
amount  of  HOME  funds  for  an  eligible  activity.  This  is  consistent  with  what 
state  and  local  governments  generally  understand  to  be  a  commitment  of 
funds,  and  is  essentially  how  funds  are  recognized  under  the  Community 
Development  Block  Grant  program. 

Although  HUD  initially  indicated  that  it  would  correct  the  flawed 
definition  only  for  FY  1992  funds,  at  our  urging  it  decided  that  the  best 
solution  would  be  to  correct  the  definition  permanently.  It  is  our  sincere 
hope  that  OMB  will  endorse  this  approach.  We  would  like  to  take  this 
opportunity  to  commend  Assistant  Secretary  Andrew  Cuomo,  Deputy 
Assistant  Secretary  Ken  Williams,  and  the  HUD  staff  for  their  efforts  to 
correct  the  definition. 

Let  me  stress  that  our  effort  to  correct  the  definition  of  commitment  is 
not  intended  to  create  an  "easy  out"  for  jurisdictions  which  are  unable  to 
commit  their  funds.  Those  jurisdictions  will  still  have  their  funds 
recaptured.  This  change  is  intended  only  to  ensure  that  legitimate 
commitments  of  HOME  funds  are  fully  recognized. 

I  would  like  to  also  note  that  a  number  of  jurisdictions  have  been 
slowed  in  committing  their  HOME  funds  because  of  problems  with  the  C/MI 
system.  HUD  currently  has  a  number  of  projects  pending  to  improve  the 
system,  such  as  making  possible  electronic  transfer  of  data.  It  is  not  clear, 
however,  that  the  Department  will  commit  sufficient  resources  to  carry 
through  on  them.  We  would  appreciate  the  Subcommittee's  support  in 
encouraging  HUD  to  carry  out  these  important  improvements. 


HOME  Is  a  Tremendous  Success  in  Providing  Low  Income  Housing 

Due  to  the  normal  startup  time  for  a  complex  new  program, 
unworkable  provisions  included  in  HUD's  first  HOME  rule,  and  the  major 
legislative  revamp  of  the  program  in  late  1992,  the  HOME  program  was  not 
fully  operative  in  its  present  form  until  early  1993,  just  one  year  ago.  The 
program's  accomplishments  since  have  been  remarkable. 

HUD  reports  that  as  of  February  28,  participating  jurisdictions  (both 
state  and  local)  had  committed  HOME  funds  to  nearly  60,000  low  income 
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units  and  families.  Because  the  HUD  staff  processing  the  commitments  have 
a  backlog  of  at  least  a  week,  and  because  of  other  problems  with  C/MI,  the 
actual  commitments  are  even  higher  than  HL'D  reports,  even  using  HUD's 
definition. 

The  majority  of  the  funds,  71.7  percent,  will  be  spent  on  rehabilitation, 
with  19.2  percent  of  funds  committed  to  new  construction.  Of  these  funds,  13 
percent  will  assist  first-time  homebuyers,  and  26  percent  will  provide 
rehabilitation  assistance  to  existing  homeowners.  About  three  percent  of 
HOME  funds  are  currently  committed  to  rental  assistance. 

Participating  jurisdictions  are  succeeding  in  targeting  their  HOME 
funds  to  those  very  low  income  families  most  in  need  of  assistance.  As  of 
February  28,  nearly  88  p>ercent  of  occupied  units  in  completed  projects  served 
very  low  income  families,  those  with  incomes  of  50  percent  of  median 
income  or  less.  Over  56  percent  of  occupied  units  assisted  very,  verv  low 
income  families,  those  with  income  of  30  percent  of  median  income  or  less. 
HOME  funds  are  also  assisting  very  low  income  homeowners,  with  64 
percent  of  assisted  homeowners  having  incomes  of  50  percent  of  the  median 
income  or  less.  Over  97  percent  of  renters  and  78  percent  of  homeowners  had 
income  of  60  percent  of  median  income  or  less. 

By  HUD'S  definition,  state  participating  jurisdictions  have  committed 
58  percent  of  their  HOME  funds  to  over  23,000  units  of  low  income  housing. 
About  70  percent  of  the  funds  are  committed  to  rehabilitation,  20  percent  to 
new  construction,  and  4.5  percent  to  rental  assistance.  About  10  percent  of 
these  funds  are  assisting  first-time  homebuyers,  and  nearly  38  percent  are 
providing  rehabilitation  assistance  for  owner-occupied  homes.  About  53 
percent  of  state  funds  are  being  provided  for  rental  housing. 

So  far,  states  have  provided  rental  housing  to  about  the  same 
proportion  of  families  with  incomes  less  than  30  percent  of  median  income  as 
have  the  average  of  states  and  localities  combined  -  56.9  percent  as  compared 
to  56.7  percent,  but  slightly  less  to  families  in  the  31-50  percent  of  median 
income  category  -  26.2  percent  to  31.1  percent.  However,  states  are  targeting 
their  assistance  to  homeoumers  even  more  deeply  than  the  average,  with  37.5 
percent  of  assisted  families  having  incomes  at  or  below  30  percent  of  median 
as  compared  to  27.2  {percent  for  states  and  localities  combined.  States  have 
committed  10.6  percent  of  their  funds  to  Community  Housing  Development 
Organization  (CHDO)  projects  and  reserved,  but  not  yet  committed,  another 
6.3  percent  for  CHDOs. 
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The  State  of  Texas'  HOME  Program 

The  State  of  Texas  received  an  FY  1992  HOME  allocation  of  S31.4 
million,  to  which  we  have  added  $5.6  million  in  state  matching  funds.  As  of 
March  9,  95  percent  of  these  funds  were  committed.  We  made  HOME  funds 
available  for  every  HOME-eligible  activity.  Demand  for  owner-occupied 
rehabilitation,  a  high  priority  in  our  Comprehensive  Housing  Affordability 
Strategy  (CHAS),  was  particularly  great  and  received  nearly  60  percent  of  our 
FY  1992  funds.  Rental  projects  received  another  32  percent.  We  also  funded 
tenant-based  rental  assistance  and  first-time  homebuyer  programs. 

The  State  of  Texas  has  three  basic  tests  for  whether  a  HOME  project 
ought  to  be  funded: 

1)  Does  it  help  poor  people? 

2)  Does  it  change  the  future  of  the  state? 

3)  Is  it  cost-efficient? 

These  are  the  premises  under  which  we  operate  the  HOME  program  in 
the  state  of  Texas.  With  that  in  mind,  we  have  so  far  funded  over  1,783 
HOME-assisted  units,  of  which  58  percent  were  for  very  low  income  families. 
Just  over  1,000  of  those  units  serve  persons  with  special  needs,  particularly 
the  elderly  and  people  with  mental  disabilities. 

Next  year,  we  plan  to  even  more  aggressively  direct  the  use  of  our 
funds.  In  particular,  we  expect  to  emphasize  first-time  homebuyer  programs 
and  rental  projects  in  the  next  funding  rounds.  Programs  to  create  new 
homeowners  are  critical  to  helping  lower  income  Texans  realize  the 
American  dream  of  economic  self-sufficiency.  Decent,  affordable  rental 
housing  is  also  sorely  needed  for  those  not  yet  able  to  attain  homeownership. 

I  am  pleased  to  report  that  we  have  had  an  excellent  response  from 
CHDOs.  We  awarded  32  CHDOs  nearly  29  percent  of  our  FY  1992  funds.  The 
majority  of  grantees  under  our  program  are  local  governments,  which 
received  about  60  percent  of  our  funds. 

An  example  of  the  type  of  innovative  program  being  funded  under  the 
Texas  HOME  program  is  the  New  Beginning  Center,  located  in  Garland, 
Texas,  which  we  awarded  5100,000  in  HOME  funds  to  provide  tenant-based 
rental  assistance  (TBRA)  to  poverty  level  battered  women  on  the  Section  8 
waiting  list.  The  Center  also  received  funds  from  other  federal  programs  and 
corporation  and  foundation  grants. 

The  HOME  TBRA  will  be  combined  with  a  comprehensive  service 
delivery  system  that  supports  the  development  of  independent  living  skills 
and  simultaneouslv  addresses  the  financial  and  emotional  needs  of  battered 
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women  and  their  children  who  are  at  risk  of  becoming  homeless.  The  TBRA 
funds  will  make  it  possible  for  the  women  to  receive  longer  term  rent 
assistance  while  they  are  working  towards  self-sufficiency  and  independence. 

The  HOME  program  is  succeeding  in  building  creative  new 
partnerships  among  public  and  private  entities.  An  example  is  a  joint 
program  of  the  City  of  Edinburg  and  the  Edinburg  Housing  Authority  which 
we  funded  to  finance  construction  of  18  single  family  homes  to  be  sold  to  low 
and  very  low  income  families  currently  residing  in  public  housing. 

The  City  will  use  its  HOME  funds  to  provide  100  percent  upfront 
financing  for  the  construction  of  the  first  11  units.  As  these  units  are 
completed,  a  local  financial  institution  will  buy  a  portion  of  the  mortgage. 
The  city  will  then  recapture  that  money  to  begin  construction  of  the 
remaining  units.  The  AFL-CIO  Investment  Trust  will  assist  in  the  second 
phase  of  development  of  the  subdivision  by  purchasing  a  portion  of  each 
loan.  The  city  will  also  provide  a  510,500  deferred  loan  and  a  $12,250  zero 
interest  loan.  The  remaining  mortgage  of  $12,250  will  be  financed  by  a  local 
financial  institution  with  a  25-year  repayable  loan  at  no  more  than  5  percent 
interest. 


States  Are  Leveraging  HOME  Funds  with  MRBs  and  the  Tax  Credit 

HFAs  have  found  creative  ways  to  combine  HOME  with  other 
programs  they  operate,  thus  leveraging  the  HOME  funds  to  greater  benefit. 
The  New  Jersey  Housing  and  Mortgage  Finance  Agency  (NJHMFA),  for 
example,  has  received  $1.4  million  in  HOME  funds  from  the  state 
Department  of  Community  Affairs  to  combine  with  Mortgage  Revenue  Bond 
(MRS)  financing  under  its  existing  "100  Percent  Mortgage  Program."  The 
HOME  funds  are  used  to  underwrite  all  downpayment  and  closing  cost 
expenses  for  first-time  homebuyers  with  incomes  of  no  more  than  60  percent 
of  median  income  receiving  MRB  loans.  The  HOME  funds  may  also  be  used 
in  conjunction  with  other  mortgages  provided  by  private  lenders. 

The  program  helps  to  stimulate  residential  construction,  particularly  in 
the  context  of  urban  revitalization,  by  issuing  commitments  primarily  to 
developers  of  new  housing  which  has  also  received  subsidies  to  reduce  the 
purchase  price.  Nearly  70  percent  of  the  loans  made  under  this  program  in 
1991  and  62  percent  in  1992  went  to  minority  homebuyers.  Single  parents 
have  also  received  a  substantial  number  of  the  mortgages  -  30  percent  in  1991 
and  48  percent  in  1992. 

The  Maine  State  Housing  Authority  (MSHA)  has  used  HOME  funds  in 
an  existing  MRB  program  for  rehabilitation  of  owner-occupied  homes. 
Working  through  private  lenders,  typically  nonprofit  agencies,  MSHA  uses 
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HOME  funds  to  further  write  down  its  already  low  interest  rate  MRB  home 
improvement  loans  to  even  lower  rates.  Targeting  primarily  very  low 
income  borrowers,  the  lenders  work  with  each  family  to  determine  its 
financial  resources.  The  interest  rate  is  based  on  the  family's  ability  to  pay. 
For  example,  a  six  percent  MRB  loan  may  be  written  down  to  as  little  at  one 
percent  under  this  program. 

MSHA  also  utilizes  HOME  funds  to  provide  the  most  needy 
homeowners  a  zero-percent  deferred  loan  for  as  much  as  $15,000  (the  MRB 
home  improvement  loan  limit)  that  is  due  only  upon  sale  or  assignment  of 
the  property.  MSHA  has  already  purchased  over  40  loans  using  HOME  funds 
under  this  program. 

HFAs  have  financed  numerous  rental  projects  using  the  Low  Income 
Housing  Tax  Credit  (Tax  Credit).  In  fact,  the  first  completed  HOME  project 
funded  by  the  Florida  Housing  Finance  Agency  was  a  192-unit  apartment 
complex  in  Kissimmee,  Florida.  The  project  combined  a  $2  million  HOME 
loan  with  Tax  Credits  and  private  financing.  The  HOME  loan  was  provided 
as  a  15-year  second  mortgage  with  a  three  percent  interest  rate. 

The  Minnesota  Housing  Finance  Agency  (MHFA)  has  combined 
HOME  and  Tax  Credits  to  fund  a  32-unit  townhome  project  in  St.  Cloud  for 
low  income  families  with  children.  Twenty-four  of  the  units  have  three 
bedrooms  and  the  remainder  have  two.  The  project  offers  a  number  of  self- 
sufficiency  programs,  including  pre-employment  skills  training,  parent 
education  classes,  tutoring  for  school-age  children,  and  on-site  licensed 
daycare.  In  addition  to  the  HOME  and  Tax  Credit  financing,  the  project  was 
assisted  by  the  Federal  Home  Loan  Bank  Affordable  Housing  Program,  the 
MHFA  Housing  Trust  Fund,  and  other  partners. 


NCSHA  Supports  Virhially  All  HOME  Provisions  in  H.R.  3838 

NCSHA  supports  the  following  HOME  amendments  contained  in  H.R. 


3838: 


•  Re-authorize  HOME  at  a  level  of  $2.2  billion  in  FY  1995  and  $2.3  billion 
in  FY  19%. 

•  Level  the  HOME  match  to  25  percent  for  all  activities,  including  new 
construction  which  currently  has  a  30  percent  match. 

•  Allow  states  to  delegate  responsibility  for  environmental  reviews  to 
localities  receiving  HOME  funds  from  the  state  as  is  allowed  under  the 
CDBG  and  Rental  Rehabilitation  programs. 
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•  Expand  the  definition  of  state  to  include  instrumentalities,  thereby 
clarifying  that  HFAs  may  act  as  the  state  under  HOME.  Although  27 
HFAs  have  operated  their  state  HOME  programs,  without  incident, 
HUD  has  precluded  two  HFAs  from  acting  directly  as  the  state 
administrator  on  the  basis  that  their  enabling  legislation  established 
them  as  separate  from  state  government. 

•  Change  the  accounting  system  for  low  income  targeting  under  HOME 
to  require  that  90  percent  of  the  units  assisted  benefit  low  income 
people  rather  than  the  currently  required  90  percent  of  the  funds 
expended.  This  will  simplify  program  administration,  because  tracking 
a  percentage  of  units  is  less  difficult  than  tracking  a  percentage  of  funds. 

•  Allow  HOME  funds  recaptured  from  homeownership  units  to  be  used 
for  any  eligible  HOME  activity.  Currently,  such  funds  must  remain  in 
a  homeownership  program. 

•  Remove  the  requirement  that  HOME  funds  used  for  home  purchase 
assist  only  first-time  homebuyers.  Any  low  income  homebuyer  could 
then  qualify  for  assistance. 

•  Allow  CDBG  funds  to  be  used  to  pay  for  HOME  administrative  costs, 
subject  to  the  20  percent  cap  on  the  use  of  CDBG  for  administrative 
costs  generally. 

•  Remove  project  delivery  costs  (soft  costs  related  to 
construction/reconstruction)  under  CDBG  from  the  20  percent 
administrative  cap.  This  would  make  it  easier  for  jurisdictions  to 
contribute  CDBG  funds  to  HOME  project  delivery  costs. 

•  Eliminate  a  duplication  in  current  law  which  requires  that  HUD 
conduct  two  separate  annual  audits  of  HOME.  Only  one  audit  is 
necessary. 

There  is  one  HOME-related  provision  in  H.R.  3838  which  we  do  not 
support  and  which  we  strongly  urge  you  to  amend.  Section  211  of  H.R.  3838 
would  authorize  $25  million  in  HOME  funds  to  be  set  aside  for  the  National 
Community  Development  Initiative  (NCDI).  While  we  do  not  object  to  an 
authorization  for  NCDI,  we  believe  strongly  that  the  HOME  program  should 
not  be  diluted  by  set-asides  for  other  programs.  We  urge  you  to  authorize 
NCDI  separately,  as  you  did  in  last  year's  HUD  Demonstration  Act. 

We  also  have  some  question  about  Section  205,  which  requires  a 
jurisdiction  to  certify  not  just  that  its  HOME  program  is  consistent  with  its 
Comprehensive  Housing  Affordability  Strategy  (CHAS)  but  that  it  is 
"complying  with"  the  CHAS.    We  are  not  clear  as  to  the  purpose  of  this 


8 


688 


amendment  or  as  to  its  effect,  and  would  like  to  work  with  the  Subcommittee 
to  ensure  that  it  does  not  place  an  undue  burden  on  states. 


NCSHA  Supports  Additional  HOME  Amendments 

We  also  encourage  the  Committee  to  consider  the  following  HOME 
amendments,  which  would  further  ease  administration  of  the  program: 

Make  HOME  Rents  More  Compatible  With  Other  Federal  Programs 

Currently,  HOME-assisted  rental  units  must  bear  rents  not  greater  than 
the  lesser  of  existing  Fair  Market  Rent  (FMR)  or  rent  that  does  not  exceed  30 
percent  of  65  percent  of  median  income  adjusted  by  unit  size.  This  has 
created  difficulties  in  combining  HOME  with  some  other  forms  of  federal 
assistance,  such  as  the  McKinney  SRO  program  under  which  Section  8 
assistance  is  provided  at  rents  up  to  120  percent  of  FMR. 

We  believe  this  administrative  problem  can  be  overcome  by  regulating 
the  tenant  contribution  rather  than  the  rent  level,  as  is  done  under  the  Tax 
Credit  program  and  as  is  already  authorized  for  the  20  p>ercent  of  HOME  rental 
units  in  each  project  which  must  be  targeted  to  families  with  incomes  not 
more  than  50  percent  of  median  income.  For  example,  the  rent  requirement 
might  be  amended  such  that  individuals  pay  as  a  contribution  towards  rent 
not  more  than  30  percent  of  60  percent  of  median  income,  adjusted  for  unit 
size  consistent  with  the  Tax  Credit.  This  will  make  HOME  more  attractive  as 
a  resource  to  combine  with  programs  like  the  Tax  Credit  and  McKinney 
which  allow  rents  to  be  set  higher  than  the  tenant  contribution  with  the 
difference  made  up  by  rental  assistance. 

Revise  Monitoring  Requirements 

State  HFAs  believe  that  monitoring  is  essential  to  ensuring  long-term 
compliance  with  low  income  use  restrictions.  However,  we  believe  the  yearly 
on-site  review  currently  required  for  HOME  is  more  frequent  than  necessary. 
Therefore,  we  recommend  that  the  HOME  monitoring  standards  conform  to 
the  standards  NCSHA  has  advocated  for  the  Tax  Credit,  under  which 
jurisdictions  would  perform  an  annual  desk  review  of  tenant  files  supported 
by  an  on-site  review  of  each  project  in  its  first  year  and  every  three  years 
thereafter.  This  would  ease  the  administrative  burden  while  still  ensuring 
regular  compliance  monitoring. 

Clarify  Small  State  Allocations 

We  urge  the  Subcommittee  to  clarify  that  the  additional  HOME 
allocation  provided  to  states  which  have  no  local  participating  jurisdictions  is 
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$500,000,  as  stated  in  current  law,  not  the  $335,000  which  HUD  has  imposed  by 
regulation.  Congress  instructed  HUD  to  adhere  to  the  statutory  allocation  oi 
$500,000  for  FY  1994,  but  needs  to  ensure  that  HUD  does  so  in  all  future  years. 

Allow  Waivers  for  HOME  Funds  in  Disaster  Areas 

We  encourage  the  Subcommittee  to  authorize  HUD  to  waive  some 
requirements  for  HOME  funds  received  through  the  annual  allocation 
process  and  expended  in  disaster  areas.  This  would  be  similar  to  authority 
previously  provided  for  HOME  funds  appropriated  specifically  for  disaster 
relief,  but  would  apply  to  all  HOME  funds  and  would  further  assist 
jurisdictions  in  recovering  from  disasters. 

The  Match  Conundrum 

Many  jurisdictions  continue  to  struggle  with  identifying  HOME  match, 
in  part  because  of  concerns  about  how  to  deal  with  HUD's  interpretation  of 
the  provision  which  Congress  approved  in  1992  to  clarify  that  state  and  local 
funds  invested  in  housing  which  qualifies  as  affordable  under  HOME  but  is 
not  HOME-assisted  counts  as  match  (HOME-eligible  housing). 

Our  understanding  is  that  HUD's  pending  interim  rule  will  require 
that  repayments  of  matching  contributions  from  both  HOME-assisted  and 
HOME-eligible  projects  be  made  to  the  jurisdiction's  HOME  account  to 
receive  match  credit.  We  believe  this  will  undermine  state  and  local 
programs  by  drawing  off  repayments,  interest  earned,  and  investments  from 
the  state  program  into  the  HOME  account.  The  purpose  of  the  matching 
requirement  is  to  ensure  that  state  and  local  jurisdictions  commit  their  own 
funds  toward  affordable  housing,  not  to  build  up  the  HOME  account.  State 
matching  funds  should  be  allowed  to  return  to  the  state  housing  programs 
they  were  drawn  from,  just  as  federal  HOME  funds  return  to  the  HOME 
program. 

We  believe  that  Congress  intended  that  resources  committed  to  state 
programs  providing  similar  housing  opportunities  to  the  same  range  of 
income  levels  as  under  HOME  should  count  as  match.  We  do  not  believe 
Congress  intended  to  force  states  to  redesign  their  programs  to  conform  to  the 
HOME  rules  in  minute  detail.  HUD's  excessively  legalistic  reading  of  the 
HOME-eligible  provision  could  exclude  a  substantial  portion  of  state 
resources  committed  to  housing  programs  from  counting  as  match.  In  some 
cases,  for  example,  the  definition  of  income  under  a  state  program  may  vary 
slightly  from  the  HOME  definition  which  HUD  established  by  regulation.  We 
believe  HUD  should  allow  the  state  definition  to  take  precedence  in  this  type 
of  situation  so  that  states  are  not  required  to  recalculate  the  incomes  of  every 
assisted  family,  an  exercise  which  will  waste  enormous  amounts  of  time  only 
to  determine  that  every  or  virtually  every  assisted  individual  in  fact  qualifies 
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under  either  definition.     HUD  should  also  accept  minor  variations  in  rent 
limits,  affordability  or  recapture  requirements. 

HUD's  proposed  rule  on  HOME-eligible  match  also  required  that 
jurisdictions  put  in  place  detailed,  signed  agreements  with  project  sponsors 
that  all  relevant  HOME  requirements  are  met.  This  is  an  unnecessary 
administrative  burden.  Jurisdictions  should  be  able  to  simply  certify  that 
their  HOME-eligible  match  is  in  projects  meeting  the  relevant  requirements. 
Such  self-certification  is  already  accepted  under  other  HOME  provisions.  If 
HUD  does  not  change  this  requirement  in  the  interim  rule,  it  will  put  an 
unnecessary  burden  on  project  sponsors  and  participating  jurisdictions. 


Conclusion 

The  HOME  program  is  one  of  the  great  success  stories  of  affordable 
housing  policy.  This  dynamic  partnership  between  the  federal  government, 
states  and  localities,  and  nonprofit  and  for-profit  project  sponsors  is  creating  a 
wide  range  of  affordable  housing  across  the  country.  With  just  a  few,  largely 
technical  improvements,  HOME  will  even  more  effectively  serve  the  low  and 
very  low  income  families  who  rely  on  it  for  decent,  affordable  housing. 


11 


691 


March  16,  1994,  hearing  held  by  the 

Subcommittee  on  Housing  and  Community  Development, 

entitled  "H.R.  3838,  Housing  and  Community 

Development  Act  of  1994" 


QUESTIONS  FROM  CHAIRMAN  HENRY  B.  GONZALEZ  TO 
MR.  HENRY  FLORES 


1.  Can  you  comment  on  CHDO  activities,  their  expenditure  rates, 
and  capabilities?  Are  participating  jurisdictions  still  having 
difficulties  in  identifying  CHDOs? 


2 .   How  often  are  HOME  funds  being  used  for  tenant  based  rental 
assistance? 


3.  In  your  testimony  you  have  noted  HUD's  interpretation  of 
statutory  provisions  concerning  match.  Can  you  give  us  other 
examples  of  regulatory  "over  interpretation" - -not  now  but  in 
writing,  so  that  if  necessary  we  can  reaffirm  Congressional  intent? 
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Response  to  Questions  from  Chairman  Gonzalez  to  Henry  Flores 

Housing  Subcommittee  Hearing  on  CDBG  Program  and  HOME  Investment 

Partnerships  Program 

March  16, 1994 


1)  Can  you  comment  on  CHDO  activities,  their  expenditure  rates,  and 
capabilities?  Are  participating  jurisdictions  still  having  difficulties  in 
identifying  CHDOs? 

One  of  the  greatest  challenges  for  states  in  implementing  their  HOME 
programs  has  been  identifying  CHDOs.  Because  there  w^ere  no,  or  virtually 
no,  existing  CHDOs  in  many  areas  when  HOME  was  created,  states  have 
undertaken  vigorous  campaigns  to  create  them.  While  states  with  a  strong 
nonprofit  base  could  convert  existing  entities  into  CHDOs  relatively  easily,  in 
many  cases,  especially  in  rural  areas,  CHDOs  have  had  to  be  built  from 
scratch.  States  have  put  a  great  deal  of  effort  into  generating  interest  among 
potential  CHDOs  and  helping  them  through  the  process  of  qualifying  for 
CHDO  designations.  The  FY  1992  CHDO  technical  assistance  funds  provided 
through  nonprofit  intermediaries  have  helped  in  this  effort. 

While  the  states'  efforts  have  resulted  in  the  creation  of  numerous 
CHDOs  in  some  areas,  turning  these  "paper"  CHDOs  into  genuine  housing 
producers  will  still  take  a  great  deal  of  capacity  building  and  training  in  many 
instances.  The  infrastructure  is  slowly  being  created,  but  the  capacity  in  many 
cases  is  still  very  weak.  This  may  still  lead  to  a  few  states  being  unable  to  fully 
commit  their  FY  1992  CHDO  set-asides,  although  most  expect  to  make  the  24- 
month  deadline.  That  deadline  met,  the  real  challenge  of  turning  these 
CHDOs  into  housing  producers  that  can  expend  their  funds  within  the  three 
years  remaining  to  them  will  begin. 

The  State  of  Texas,  for  example,  has  succeeded  in  creating  100  CHDOs 
and  committed  about  22  percent  of  its  FY  1992  HOME  funds  to  25  of  them. 
Many  of  these  new  CHDOs  have  very  limited  capacity.  The  Texas 
Department  of  Housing  and  Community  Affairs  is  working  with  them  to 
provide  both  technical  assistance  to  begin  operations  and  assistance  in  actual 
program  development.  The  State  will  also  be  hosting  a  conference  later  this 
year  with  local  participating  jurisdictions  to  discuss  how  the  State  and  its 
localities  can  work  with  one  another  to  address  mutual  challenges,  including 
building  up  a  strong  CHDO  network. 

One  reason  that  developing  CHDOs  in  rural  states  has  been  so  difficult 
is  that  the  CHDO  concept  was  based  on  an  urban  model.  Nonprofit 
organizations  in  rural  areas,  such  as  Community  Action  Agencies,  often  have 
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focused  their  resources  on  those  activities,  like  home  weatherization,  which 
are  most  relevant  to  areas  which  have  relatively  little  multifamily  housing. 
This  is  also  true  in  some  urban  areas.  For  this  reason,  the  requirement  that 
the  CHDO  set-aside  apply  only  to  housing  "owned,  developed  or  sponsored" 
by  a  CHDO  has  restricted  some  states'  ability  to  commit  the  funds.  This 
definition  prevents  home  repair  programs  and  tenant-based  rental  assistance 
programs  from  qualifying  under  the  CHDO  set-aside.  These  states  would 
benefit  from  authority  to  allow  CHDOs  to  undertake  any  HOME-eligible 
activity. 


2)   How  often  are  HOME  fimds  being  used  for  tenant-based  rental  assistance? 

As  of  March  8,  about  4.5  percent  of  state  HOME  funds  and  2.9  percent  of 
all  HOME  funds  committed  on  HUD's  cash  and  management  information 
system  (C/MIS)  were  designated  for  tenant-based  rental  assistance  (TBRA). 
That  percentage  may  increase  slightly  with  the  change  in  definition  of 
commitment  included  in  the  fifth  interim  HOME  rule,  since  the  previous 
definition  did  not  recognize  all  the  funds  jurisdictions  had  awarded  for 
TBRA.  The  change  in  definition  will  allow  jurisdictions  to  record  the 
remainder  of  the  HOME  funds  they  have  awarded  for  TBRA  as  committed. 

However,  even  with  this  change  we  do  not  anticipate  that  the 
percentage  of  funds  designated  for  TBRA  will  increase  dramatically,  since 
relatively  few  jurisdictions  are  using  funds  for  that  purpose.  For  example,  in 
response  to  a  survey  NCSHA  conducted  last  summer,  13  out  of  31  state 
respondents  reported  that  they  were  awarding  funds  for  TBRA. 

The  State  of  Texas  awarded  3.1  percent  of  its  FY  1992  HOME  funds  and 
3.3  percent  of  its  FY  1993  HOME  funds  for  TBRA.  TBRA  funds  were  awarded 
only  as  part  of  a  holistic  approach  to  self-sufficiency  for  the  assisted  families. 


3)  In  your  testimony  you  have  noted  HUD's  interpretation  of  statutory 
provisions  concerning  match.  Can  you  give  us  other  examples  of 
regulatory  "over  interpretation"  --  not  now,  but  in  writing,  so  that  if 
necessary  we  can  reaffirm  Congressional  intent? 

As  described  in  our  testimony,  issues  relating  to  HUD's  interpretation 
of  "HOME-eligible"  match  constitute  our  single  greatest  concern  about 
regulatory  "over-interpretation."  In  fact,  in  the  last  few  interim  rules  HUD 
has  corrected  many  of  the  regulatory  problems  which  we  had  identified. 
However,  there  are  still  some  regulatory  issues  which  concern  us. 

For  example,  while  the  HOME  statute  sets  the  initial  purchase  limit  for 
ownership  housing  at  95  percent  of  the  area  median  purchase  price,  HUD  has 
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established  an  additional  requirement  that  the  "after-rehab"  value  of  the 
property  not  be  more  than  95  percent  of  the  area  median  purchase  price.  In 
other  words,  a  participating  jurisdiction  must  estimate  what  the  value  of  the 
property  will  be  after  any  repairs  are  made  and  ensure  that  it  does  not  exceed 
the  purchase  price  limit. 

It  is  our  view  that  the  "after-rehab"  value  is  not  relevant  to  whether 
the  property  is  affordable  to  a  low  income  purchaser.  Obtaining  an  appraisal 
of  what  the  property  might  be  worth  in  the  future  based  on  repairs  that  have 
not  yet  been  made  is  difficult,  costly,  and  an  unnecessary  burden  for  the 
participating  jurisdiction,  project  sponsor,  and  low  income  homebuyer.  The 
statutory  purchase  price  limit  should  be  sufficient. 

We  also  continue  to  be  frustrated  that  HUD  has  defined  a  "project" 
under  HOME  as  an  undertaking  that  occurs  within  a  four-block  area.  This 
definition  requires  jurisdictions  to  treat  scattered  site  housing  financed  as  one 
project  with  one  project  sponsor  as  several  projects  for  administrative 
purposes.  This  results  in  unnecessary  paperwork  for  both  the  project  sponsor 
and  the  participating  jurisdiction.  Jurisdictions  should  be  permitted  to 
identify  for  themselves  what  constitutes  a  project. 

We  expect  to  identify  other  issues  in  our  comment  to  HUD  on  the  fifth 
interim  HOME  rule,  which  is  scheduled  to  be  published  April  19  and  will  be 
open  for  comment  until  mid-June.  We  would  be  happy  to  forward  our 
comments  to  the  Subcommittee  at  that  time. 
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March  16,  1994  Rep.  Michael  N.  Castle 


QUESTIONS  FOR  WITNESSES 

HOUSING  SUBCOMMITTEE  HEARING  ON  CDBG  PROGRAM 
AND  HOME  INVESTMENT  PARTNERSHIP  PROGRAM 


COMMUNITY  DEVELOPMENT  BLOCK  GRANT  PROGRAM   (CDBG) 

•  The  HUD  Inspector  General  has  reported  that  some  communities  receiving  CDBG 
grants  are  not  funding  projects  that  truly  benefit  low  and  moderate  income  persons.     Do 
you  have  any  comments  on  this  issue?    Specifically,  do  you  think  it  is  a  problem  and  how 
can  we  ensure  that  these  funds  go  for  true  community  development  projects  and  are  just  not 
used  as  some  nice  extra  money  for  cities  and  local  governments  to  use? 

•  What  is  your  view  of  the  HUD  application  and  decision  process  for  CDBG  grants? 
How  can  it  be  improved?     Should  HUD  combine  the  CDBG  and  HOME  application 
process? 

•  Another  criticism  of  the  CDBG  program  is  that  it  is  very  slow  in  allocating  funds. 
In  1993  there  was  a  S3  billion  backlog  in  unspent  and  unallocated  funds.    How  can  this 
problem  be  solved? 

•  Do  you  have  any  views  on  the  CDBG  allocation  formula?   Is  it  fair  or  should  it  be 
changed  and  in  what  manner? 

•  Secretary  Cisneros  has  proposed  a  LIFT  program  (Neighboiiiood  Leveraged 
Investments  for  Tomorrow).    This  program  would  use  $200  mUlion  of  CDBG  funds  for  a 
competitive  grant  program  to  provide  subsidies  to  leverage  private  investment  in  distressed 
neighborhoods.     Is  this  type  of  program  better  left  to  state  and  local  govenmients?     How 
do  you  view  the  LIFT  proposal? 

HOME  Investment  Partnership  Program 

•  Do  you  support  the  proposal  to  make  the  matching  requirement  for  HOME  funds  a 
flat  25  percent  for  state  and  local  recipients? 

•  What  types  of  programs  have  you  used  HOME  funding  for? 

•  Other  than  an  increase  in  funding,  how  can  the  HOME  program  be  improved  to 
make  it  more  responsive  to  state  and  local  needs? 
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(Hon.  Schmoke's  Responses) 


Questions  to  Baltimore  Kurt  Schmol<e  from  Rep.  Michael  Castle 

0  The  HUD  Inspector  General  has  reported  that  some  communities  receiving 

CDBG  grants  are  not  funding  projects  that  truly  benefit  low  and  moderate  income 
persons.  Do  you  have  any  comments  on  this  issue?  Specifically,  do  you  think  it  is 
a  problem  and  how  can  we  ensure  that  these  funds  go  for  true  community 
development  projects  and  are  just  not  used  as  some  extra  money  for  cities  and  local 
governments  to  use? 

Response:  While  the  HUD  Inspector  General  might  find  that  some  communities  do  not 
fund  projects  that  benefit  low  and  moderate  income  persons,  this  would  be  the 
exception  rather  than  the  general  rule.  The  overwhelming  majority  of  local 
governments  expend  more  than  90  percent  of  their  CDBG  funds  for  activities 
benefitting  low  and  moderate  income  persons.  The  use  of  CDBG  funds  is  simply  not 
a  problem.  In  those  few  communities  where  there  is  a  problem,  HUD  should  use  its 
enforcement  authority  to  bring  those  communities  in  line  with  the  law. 

o  What  is  your  view  of  the  HUD  application  and  decision  process  for  CDBG 

grants?  How  can  it  be  improved?  Should  HUD  combine  the  CDBG  and  HOME 
application  process? 

Response:  At  present,  HUD  is  working  on  the  consolidation  of  HOME  and  CDBG. 
That  is  the  planning  processes  of  these  two  programs  as  well  as  other  programs  in  the 
agency's  division  of  Community  Planning  and  Development.  We  believe  that  this  is 
a  worthwhile  development  and  will  facilitate  the  application  and  decision  process  for 
CDBG  grants. 

o  Another  criticism  of  the  CDBG  program  is  that  it  is  very  slow  in  allocating  funds. 

In  1 993  there  was  a  $3  billion  backlog  in  unspent  and  allocated  funds.  How  can  this 
problem  be  solved? 

Response:  The  problem  of  the  slow  spending  of  CDBG  funds  was  an  issue  during  last 
year  stimulus  debate.  Again,  if  there  is  a  problem,  it  is  with  a  few  cities.  CDBG  funds 
are  spent  at  a  frequent  rate.  There  are  always  funds  in  the  pipeline  for  any  housing 
and  community  development  programs,  and  this  is  true  for  CDBG  as  any  other 
program.    There  is  no  serious  problem. 

o  Do  you  have  any  views  on  the  CDBG  allocation  formula?    Is  it  fair  or  should  it 

be  changed  and  in  what  manner? 

Response:  HUD  is  currently  looking  at  the  CDBG  allocation  formula,  and  will  soon 
make  recommendations  to  change  it.  Our  concern  is  that  when  changes  are  made 
that  there  will  not  be  changes  so  great  that  communities  participating  in  the  program 
will  experience  hardships.  We  look  forward  to  working  with  the  subcommittee  on  the 
final  allocation  formula. 
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o  Secretary  Cisneros  has  proposed  a  LIFT  program  (Neighborhood  Leveraged 

Investments  for  Tomorrow).  This  program  would  use  $200  million  of  CDBG  funds  for 
a  competitive  grant  program  to  provide  subsidies  to  leverage  private  investment  in 
distressed  neighborhoods.  Is  this  type  of  program  better  left  to  state  and  local 
governments?    How  do  you  view  the  LIFT  proposal? 

Response:  The  LIFT  program  is  a  sound  concept,  and  it  would  not  be  better  left  to 
state  and  local  government  (that  is  for  funding  the  concept).  The  problem  that  we 
have  with  LIFT  is  that  it  could  draw  funding  from  existing  housing  and  community 
development  programs,  and  this  we  oppose. 

HOME  Investment  Partnership  Program 

0  Do  you  support  the  proposal  to  make  the  matching  requirement  for  HOME  funds 

a  flat  25  percent  for  state  and  local  recipients? 

Response:  Yes  we  support  the  flat  match  for  HOME  of  25  percent  for  state  and  local 
governments.    We  have  called  for  such  a  match  for  some  time  now. 

0  What  types  of  programs  have  you  used  HOME  funding  for? 

Response:    We  are  building  rental  housing  and  rehabilitating  existing  housing. 

0  Other  than  an  increase  in  funding,  how  can  the  HOME  program  be  improved  to 

make  it  more  responsive  to  state  and  local  needs? 

Response:  With  the  many  legislative  and  administrative  changes  that  have  been  made 
in  the  program  over  the  last  several  years,  HOME  has  become  a  sound  housing 
program.  From  time  to  time,  we  will  have  suggestions  for  improving  HOME  as  we  do 
with  other  housing  and  community  development  programs,  but  at  present  there  are 
no  real  significant  changes  that  we  would  called  for. 
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The   Honorable  Michael   N.    Castle 
U.S.    House   of   Representatives 
1205   Longworth  House  Office   Building 
Washington,    D.C.    20515 

Dear   Representative   Castle: 

On   behalf   of   the  National   League  of   Cities   and   the   City  of 
Birmingham,    I   want   to   thank  you   for   the   opportunity  to   respond  to 
your   questions   concerning   the   Community   Development   Block   Grant 
(CDBG)    and   the   HOME   state   and    local    block   grant   programs.         I 
have   enclosed   additional   material   to   supplement  my  responses   to 
your   questions. 

1.    The  HUD   Inspector  General   has   reported   that   some   communities 
receiving  CDBG  grants   are  not   funding  projects   that   truly  benefit 
low  and  moderate   income  persons.      Do  you  have   any  comments   on 
this    issue?      Specifically,    do  you  think   it   is   a  problem  and   how 
can  we   ensure   that  these  funds  go   for   true  community  development 
projects   and   are   just   not  used  as   some  nice   extra  money   for 
cities   and    local   governments   to  use? 

The   National    League   of   Cities    strongly   supports   the   CDBG  program. 
We   believe   this   program   is   a   very   effective   form  of    federal 
assistance   to   local   governments    for  mobilizing  resources   and 
solving   housing   and   community   and   economic   development   problems. 
The    longevity   of   the  program   speaks   for    itself.    We   fully   believe 
that   communities   are   meeting   the   primary   purpose   of   the   program: 
"the   development   of   viable  urban   communities,    by  providing  decent 
housing   and   a   suitable   living   environment   and  expanding   economic 
opportunities,    principally   for  persons   of    low  and  moderate 
income. " 

Determining  whether   a   city   project  primarily   benefits    low  and 
moderate    income   persons    is   difficult   especially  when   it   involves 
infrastructure.      We   believe   the   overwhelming  majority   of   cities 
use  these   funds   in  good   faith.      Where  there    is   clear   evidence   of 
bad   faith,    those   communities   not  meeting   the   primary  purpose   of 
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Letter  to  The  Honorable  Michael  N.  Castle 
Page  two 
April  7,  1994 

CDBG  should  be  penalized  —  not  the  overwhelming  majority  who  are 
in  compliance  with  the  program.   We  believe  that  CDBG  can  and 
should  be  targeted  to  benefit  low  and  moderate  income  people 
without  a  burdensome  application.   We  support  adequate  review, 
monitoring,  and  enforcement  procedures,  and  we  urge  that  HUD  be 
provided  sufficient  staff  to  meet  these  responsibilities. 

It  is  important  to  add  that  carrying  out  the  purposes  of  CDBG 
requires  adequate  funding.   It  is  critical  that  funding  for  CDBG 
be  kept,  at  a  minimum,  at  1994  levels.   Cutting  CDBG  will  cause 
significant  damage  to  local  efforts  to  revitalize  communities. 
In  fact,  maintaining  CDBG  at  the  1994  level  is  a  three  and  a  half 
percent  cut  in  real  dollars.   This  means  the  1994  level  of 
funding  for  CDBG  will  not  go  as  far  in  1995  as  it  did  in  1994. 

2.  What  is  your  view  of  the  HUD  application  and  decision  process 
for  CDBG  grants?   How  can  it  be  improved?   Should  HUD  combine  the 
CDBG  and  HOME  application  process? 

The  consolidation  of  earlier  categorical  programs  into  what  is 
today  the  CDBG  program  has  achieved  a  more  workable  set  of 
federal/ local  relationships  in  the  community  development  field. 
It  has  simplified  the  grant-in-aid  process,  provided  more  local 
flexibility  in  setting  priorities  and  implementing  programs,  and 
encouraged  greater  local  accountability.   These  are  important 
achievements.  They  can  be  lost,  and  further  improvements 
prevented,  if  restrictive  regulations  are  applied  nationwide 
without  regard  to  diverse  local  and  regional  conditions  or  if 
unnecessary  complications  and  "red  tape"  am   added. 

These  achievements  can  also  be  lost  if  the  program's  purposes  are 
not  adequately  reflected  in  regulations  and  if  overall  direction 
is  lacking.   The  result  will  be  enforcement  that  is  postponed 
until  audits  are  completed.   Combining  the  CDBG  and  HOME 
application  process  is  a  concept  that  makes  sense  to  us. 

3.  Another  criticism  of  the  CDBG  program  is  that  it  is  very  slow 
in  allocating  funds.   In  1993  there  was  a  $3  billion  backlog  in 
unspent  and  unallocated  funds.   How  can  this  problem  be  solved? 

There  is  an  incorrect  assumption  that  CDBG  funds  are  not  being 
spent  quickly  enough.   The  reality  is  that  the  funds  you  are 
referring  to  are  "obligated"  to  projects  already  underway  in 
local  communities.   It  must  be  understood  that  construction 
projects  take  approximately  18  months  to  complete.   Local 
governments  have  entered  into  legally  binding  agreements  with 
contractors  to  spend  these  funds.   The  backlog  argument  is  simply 
a  political  one  with  no  substantive  evidence  to  support  it. 
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4.  Do  you  have  any  views  on  the  CDB6  allocation  formula?   Is  it 
fair  or  should  it  be  changed  and  in  what  manner? 

NLC  endorses  the  "dual  formula"  for  distributing  CDBG  funds. 
Although  we  believe  the  dual  formula  provides  a  relatively 
equitable  distribution  of  funds,  we  recognize  that  there  is  no 
perfect  formula.   We  are  concerned  that  the  distribution  of  CDBG 
funds  reflect,  to  the  maximum  extent  possible,  the  relative  needs 
of  cities. 

We  support  the  70  percent  30  percent  division  of  CDBG  monies 
between  the  entitlement  and  the  small  cities  program, 
respectively.   We  are  concerned  about  drastic  reductions  in 
funding  for  related  housing  and  development  programs,  with  a 
corresponding  expansion  in  eligible  activities  under  CDBG. 
Without  significant  increases  in  CDBG  monies,  this  puts  undue 
pressure  on  the  program  at  the  local  level. 

5.  Secretary  Cisneros  has  proposed  a  LIFT  program  (Neighborhood 
Leveraged  Investments  for  Tomorrow) .   This  program  would  use  $2  0  0 
million  of  CDBG  funds  for  a  competitive  grant  program  to  provide 
subsidies  to  leverage  private  investment  in  distressed 
neighborhoods.   Is  this  type  of  program  better  left  to  state  and 
local  governments?   How  do  you  view  the  LIFT  proposal? 

Conceptually,  we  support  the  premise  behind  LIFT,  however,  we 
oppose  any  effort  to  fund  it  with  CDBG  money.   We  will  withhold 
judgement  on  the  substance  of  the  program  until  HUD  provides  us 
with  more  specific  information  on  its  structure. 

6.  Do  you  support  the  proposal  to  make  the  matching  requirement 
for  HOME  funds  a  flat  25  percent  for  state  and  local  recipients? 

Yes.   We  believe  the  flat  match  will  ease  the  financial 
commitment  communities  must  make  to  HOME  projects. 

7.  What  types  of  progreuns  have  you  used  HOME  funding  for? 

In  my  written  testimony,  I  have  provided  examples  of  how 
communities  are  using  HOME  funds.   In  Birmingham,  we  have  used 
our  HOME  funds  primarily  for  housing  rehabilitation. 

8.  Other  than  an  increase  in  funding,  how  can  the  HOME  progreun 
be  improved  to  make  it  more  responsive  to  state  and  local  needs? 

I  have  enclosed  a  summary  of  legislative  and  regulatory  issues 
pertaining  to  HOME  that  are  endorsed  by  NLC,  the  United  States 
Conference  of  Mayors,  the  National  Association  of  Counties,  the 
Association  of  Local  Housing  Finance  Agencies,  the  National 
Community  Development  Association,  and  the  National  Association 
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of  County  Community  and  Economic  Development.   A  review  of  this 
document  will  provide  you  with  the  issues  that  we  believe  need  to 
be  addressed  in  HOME. 

In  closing,  I  want  to  thank  you  once  again  for  the  opportunity  to 
respond  to  your  questions.  If  you  have  any  additional  questions, 
please  forward  them  to  Julio  Barreto  at  202-626-3029. 

Sincerely  yours, 

Eddie  Blankenship,  Chair 

NLC  Community  and  Economic  Development  Policy  Committee 

Council  President,  Birmingham,  Alabama 

cc:  enclosure 
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1994  LEGISLATIVE  AND  REGULATORY  AGENDA  FOR  HOME 

The  following  list  of  1994  legislative  and  regulatory  prooosais  fortne  aa  mini  strati  on 
and  Congress  grew  out  of  discussions  with  our  aJliea  organizations  ana  a  HOME 
survey  of  NCDA's  memoership  earlier  this  year.     While  this  aocument  attempts  to 
address  a  number  of  the  HOfvlE  legislative  and  regulatory  concerns  raisea  by  the 
national  organizations  representing  local  elected  officials,  we  may  exoand  this  list  at  a 
later  date.   During  the  upcoming  reauthonzation,  we  wiil  be  working  with  our 
respeaive  leadership  and  membership  as  well  as  the  Congress  ana  the  aaministration 
to  develop  recommendations  for  the  enhancement  of  the  HOME  ana  CDBG  programs. 

Reauthorization/Legjslative  Changes  to  the  HOME  Program: 

(•  =  Those  changes  proposed  in  the  Communtty  Development  and  Housing  Aa  ot  1993.  S.  1299.) 

*1.   Uniform  Match  Requirement:     Replace  the  two-tierea  25%/30%  non-federal 
matching  requirement  with  a  flat  25%  uniform  match.    iVIoaify  the  auiomaiic  match 
waiver  to  eliminate  the  phased  reduction  of  either  50%  or  100%.   Communities  should 
be  able  to  qualify  for  a  complete  1 00%  waiver  if  they  meet  either  of  two  distress 
criteria:   poverty  or  per  caoita  income:  and 

2.  Rent  Calculations:   Replace  the  existing  requirement  that  eligible  rental  housing 
bear  rents  not  greater  than  the  less  of  existing  Fair  Market  Rent  (FMR)  or  an  amount 
not  exceeding  30  percent  of  the  adjusted  income  for  a  family  whose  income  equals  65 
percent  of  the  area  median,  with  a  requirement  that  a  rent  not  greater  than  the  FMR 
may  be  charged.   This  would  increase  the  program's  flexibility  and  allow  it  to  be  used 
with  Section  8.    In  the  event  that  HOME  is  used  with  another  urogram  with  a  more 
stringent  rem  requiremeni.  like  the  Tax  Credit,  that  stanaara  woula  have  to  be  usea. 

3.  Targeting  Requirements  for  Rental  Housing:    Delete  tne  oresent  reouirement 
that  a  HOME-assistea  orojea  must  have  at  least  20  oercent  of  the  jniis  set-aside  for 
those  at  50  percent  of  meaian  income  or  less:  replace  the  current  program-wide 
targeting  of  100   percent  of  the  funds  at  80  percent  of  median  or  less,  and  90  percent 
of  the  funds  at  60  percent  of  median  or  less,  with  a  requirement  that  100  percent  of 
the  funds  be  spent  on  activities  which  benefit  those  at  80  oercent  of  meaian  or  less. 
This  change  would  conform  the  rental  housing  targeting  to  that  whicn  aoplies  to 
ownership  nousing  ana  it  would  make  it  as  relatively  easy  to  ao  rental  housing  as  it  is 
to  do  ownership  housing.   While  this  change  would  maKe  the  program  more  flexible  ,  it 
would  still  require  that  when  used  with  another  program  with  deeoer  targeting  that 
targeting  be  met.    It  is  anticioated  that  in  the  absence  of  a  targeting  reauirement  below 
80  percent  of  meaian  that  deeper  targeting  would  still  be  acnievea,  wnicn  was  the 
expenence  under  the  HoDAG  and  Rental  Rehabilitation  programs. 

•4.   Calculate  Targeting  by  Units  Assisted  Rather  Than  Funds  Spent:    Rather 
than  using  "the  percentage  of  funds  expended"  as  the  oasis  for  aeterminmg  whether  a 
iurisdiction  is  meeting  its  rental  housing  income  targeting  requirement,  it  is  proposed 
that  HOME  utilize  the  "percentage  of  units  assisted"  to  determine  comoliance  with  the 
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income  targeting  provision.   With  this  change,  the  income  targeting  reauirements 
would  now  dictate  that  at  least  90  percent  of  the  units  assistea  frather  :nan  funas 
invested)  must  be  occupied  by  families  whose  incomes  ao  not  exceeo  60  oercent  cf 
the  median  family  income  for  the  area  and  the  remaining  units  irather  than  funas 
invested),  up  to  10  percent,  must  be  by  families  below  80  percent  of  meaian  income. 

This  change  in  the  existing  requirements  will  restore  rationality  ana  simplicity  to  the 
income  targeting  provision,  without  altering  the  onginai  intent  of  the  provision.   By 
using  the  "percentage  of  units  assisted"  rather  than  the  "percentage  of  funds"  to 
determine  compliance  with  the  income  targeting  provision,  PJs  will  no  longer  have  the 
difficult  task  of  tracking  the  HOME  rental  money,  but  can  more  easily  tracK  the  HOME 
units  assisted. 

5.  Monitoring  Requirements:    Replace  the  current  reauirement  for  an  annual  on-site 
review  of  each  rental  project  funded  with  HOME  funas,  with  a  requirement  that  PJs 
develop  a  monitonng  plan  for  HOME  rental  projeas  meeting  the  following 
requirements:   monitor  HOME  rental  projects  initially  ana  thereafter  every  three  years, 
performing  an  on-site  comprehensive  financial  and  management  review, 
complemented  by  an  annual  desk  review  of  tenant  files  and  financial  statements.   In 
the  case  of  HOME/Tax  Credit  projects,  the  credit  allocating  agency  monitoring 
requirements  would  suffice.  This  provision  would  bnng  the  HOME  and  the  Low- 
Income  Housing  Tax  Credit  monitoring  requirements  into  uniformity  as  well  as  ease 
the  administrative  burden  and  cost  of  annual  on-site  monitonng. 

While  we  recognize  the  importance  of  thorough  monitonng  of  the  HOME  program,  we 
do  not  believe  that  such  onerous  requirements  are  necessary  to  insure  aopropnate 
management  of  the  program.   This  provision  allows  for  an  initia!  mcntonng  the  first 
year,  :n  oraer  to  orovide  a  oase  line,  but  then  recognizes  :nai  sucsecuent  annual  cn- 
site  reviews  are  unnecessary  and  inefficient. 

6.  CHDO  Activities:   Permit  CHDOs  to  undenake  any  eligible  HOME  activity  withm 
the  CHDO  set-aside  funds.   This  would  enable  them  to  unaertake  nousing  rehab,  ana 
administer  tenant  assistance  programs  in  addition  to  nousing  ceveiooment. 

*7.   Recapture  of  Funds  Used  for  Homeownership;   Moaify  tne  reauirement  that 
funds  used  for  homeownership.  which  are  recapturea  by  tne  PJ.  .Tiust  oe  used  only  for 
homeownersnip,  ana  allow  for  use  for  any  HOME-engible  aaiviiy.    "his  wiil  increase 
the  program's  flexibility. 

*8.   Change  in  Requirements  on  Low-income  Homebuyer:    Delete  the  current 
statutory  requirement  that  all  low-income  homebuyers  must  be  "first-time 
homebuyers."   Even  though  the  current  HOME  definition  of  "first-time  nomebuyer"  was 
considered  broad,  the  exceptions  established  as  a  result  of  the  Housing  and 
Community  Development  Act  of  1992  and  regulations  (24  CFR  92)  createa  a 
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compiicatea  ana  difficult  methoa  of  determining  eligibiiitv.    -UD  ccnciuaea  ;r,at  the 
complexity  of  the  "first-time"  requirement  haa  renderea  it  ineneaive  ana  snouid 
therefore  be  deleted. 

9.  Use  of  HOME  Funds  as  a  Short  Term  Construction  Guarantee:   Amend  the 
statute  to  permit  HOME  funds  to  be  used  for  construction  loan  guarantees  for  single 
and  muitifamily  housing.    Using  HOME  funds  to  guarantee  onvate  construaion  loans 
will  leverage  additional  constmction  activity  without  aaually  spenaing  the  funds. 

10.  Long  Term  Loan  Guarantee  Program  Within  HOME:  Amend  the  statute  to 
authorize  a  long  term  loan  guarantee  program  under  HOME  comparable  to  the 
Section  108  loan  guarantee  program  under  CDBG  in  order  to  allow  Partic  mating 
Jurisdictions  (PJs)  to  unaertake  large  scale  rental  projeas. 

1 1 .  Use  of  HOME  Funds  for  Program  Administration:  Clanfy  that  the  iO  percent 
of  a  PJs  allocation  which  can  be  used  for  program  administration  aopiies  to  the  funds 
until  they  are  expenoea.   This  is  a  technical  change  wnich  would  conform  the  statue  to 
what  is  current  praaice. 

*12.  Threshold  for  Local  Participation:   Modify  the  statute  by  eliminating  the 
provision  which  reduces  the  threshold  to  $335,000  for  direct  local  funding  whenever 
the  HOME  appropnation  falls  below  $1.5  billion  and  return  the  threshold  to  $500,000. 
while  holding  harmless  those  participating  jurisdictions  which  qualified  for  HOME 
funds  under  the  current  threshold  requirements  in  order  to  establish  some  consistency 
and  continuity  to  the  HOME  program.   (Current  statute  provides  a  thresnoid  of 
$500,000  for  direct  local  funding  for  HOME  except  for  wnen  the  HOME  appropnation 
falls  oelow  $1.5  billion,  then  the  threshold  drops  to  S335.000.) 

*13.    Environmental  Review  by  States:   Modify  the  statute  to  allow  States  to 
delegate  the  performance  of  environmental  reviews  to  localities  (state  recipients). 
Under  CDBG  and  the  former  Rental  Rehabilitation  program.  States  may  delegate 
responsibility  for  environmental  reviews  to  the  local  level.   This  refleas  the  fact  that 
localities  are  often  the  best  equipped  to  review  projeas  m  iheir  junsdictions. 

•14.    State  Administration  of  HOME:   Expand  the  definition  of  "State"  under  HOME 
to  include  "or  instmmentalities  thereof".    HUD  regional  offices  nave  oreciuaed  two 
state  housing  finance  agencies  (HFAs)  from  aaing  aireciiy  as  ine  State  under  HOME, 
on  the  basis  that  their  enabling  legislation  established  them  as  separate 
instrumentalities  from  the  State. 

*15.    Deletion  of  Outside  HUD  Audit  of  HOME:   Eliminate  the  current  provision 
under  Title  II  which  requires  HUD  to  contraa  with  an  outside  auditor  for  an  annual 
financial  review  of  the  HOME  program.     All  federal  programs,  in  accoraance  with 
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federal  law,  are  required  to  conduct  an  outside  audit,  therefore  maKing  this 
requirement   both  duplicative  and  unnecessary. 

Regulatory  Changes  to  the  HOME  Program: 

1.  HOME  Activity  Delivery  Costs:  Conform  the  treatment  of  aaivity  aelivery  costs 
under  the  HOME  program  to  that  under  the  CDBG  program,  ie.,  allow  them  to  be 
charged  to  the  eligible  activity  with  which  they  are  associated.    In  addition,  include  the 
cost  of  monitoring  project  compliance  as  an  eligible  delivery  cost. 

2.  Definition  of  HOME  Project:  Permit  Participating  Jurisdictions  (PJs)  the  flexibility 
to  define  what  constitutes  a  HOME  project  rather  than  limiting  a  project  to  site(s)  or 
building(s)  within  a  four  block  area. 

3.  Use  of  HOME  Funds  for  Initial  Project  Operating  Reserves;  Remove  the 
restriction  in  the  regulations  which  limits  funding  for  a  projects  operating  deficit  reserve 
during  rent-up  to  18  months.   Instead  of  an  arbitrary  time  limit.  PJs  should  be  required 
to  maintain  evidence  of  an  agreement  with  the  mortgage  lender  that  funding  for  such  a 
reserve,  once  no  longer  needed,  will  be  returned  for  use  in  HOME-eligible  activities. 
This  would  facilitate  use  of  HOME  funds  in  risk-sharing  arrangements  by  PJs.   Not 
only  should  this  be  permitted  for  new  constaiction  and  sub  rehab  projects,  but  for  mod 
rehab  projects  as  well. 

4.  Increase  in  FHA  Mortgage  Insurance  Limits:   Immediately  publish  the  20 
percent  increase  in  the  221(d)(3)  multifamily  mortgage  insurance  limits  (which 
establishes  the  maximum  HOME  subsidy  limit)  authonzed  by  the  1992  amendments  in 
order  to  allow  use  of  the  higher  limits  for  HOME-assisted  rental  housing.   This 
increase  is  critical  to  making  projects  feasible  m  higr  cost  areas. 

5.  Equity  Investments  for  Project  Financial   Work-outs:   Clanfy  that  equity 
investments  made  as  part  of  the  financial  wori<-out  of  an  existing  low-income  housing 
project  are  an  eligible  use  of  HOME  funds.  The  current  regulations  require  the 
property  to  be  acquired,  rehabed,  or  constructed  in  order  for  HOME  funds  to  be  used. 
This  IS  an  unnecessary  requirement  and  may  undermine  use  of  HOME  funds  to 
preserve  affordable  housing  where  it  is  appropriate. 

6.  C/MI  System  Projects:  Permit  PJs  to  establish  as  projects  with  the  Casn  and 
Management  Information  System  (C/MIS)  homeownership,  including  renabilitation, 
programs  rather  than  a  separate  project  for  each  household  assisted. 

7.  Pre-environmental  Clearance  Cost  -  Make  pre-environmental  clearance  activity 
costs  reimbursable  activity  delivery  costs  in  order  to  permit  PJs  to  undenake  them. 
Under  current  HUD  interpretation,  costs  associated  with  pre-environmental  clearance 
(NEPA)  activities  may  not  be  reimbursable  for  specific  orojects.   Only  costs  associated 
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with  posi-NEPA  Clearance  would  be  reimbursaole.   "hererore  sucn  ccsis  as 
appraisals,  environmental  (leao/asbesios)  inspeaions.  energy  calculations,  architects, 
civil  engineers,  outside  consultants  to  do  market  stuaies  cannot  be  cnargeo  to  the 
project,  if  the  NEPA  clearance  has  not  been  approvea.    PJs.  developers  ana 
nonprofits  depend  on  these  activities  to  move  forwara  on  projects:  however,  if  such 
expenses  are  not  reimoursable,  then  prospective  prcieas  will  not  be  oursued. 

8.  Additional  Forms  of  Matching  Contributions:  Clanfy  mat  the  difference 
between  acquisition  cost  ana  the  appraised  value  of  lana  or  other  reai  oroperty, 
acquired  with  or  without  federal  resources,  is  eligible  match.   The  regulations  currently 
allow  such  a  differential  to  count  in  the  case  of  properties  acquired  from  RTC  for 
affordable  housing.   Also  consider  owner  contributions  as  match,  in  terms  of  land, 
owner  investment  or  pnvate  dent. 

9.  Projects  out  of  Compliance:   Clanfy  that,  in  the  event  that  a  proiea  wnich  a  PJ 
funds  falls  out  of  compliance  with  the  requirements  oi  HOME,  the  junsoiction  shall  first 
seed  to  return  the  project  to  compliance,  than  if  necessary  mal^e  reasonable  efforts  to 
see  that  the  projea  developer  repays  the  HOME  suosidy;  out  in  the  event  that  the 
developer/owner  cannot  repay  the  subsidy,  permit  HUD  to  reduce  future  grants  but  not 
require  the  jurisdiction  to  repay  such  subsidy  to  its  HOME  trust  fund  or  to  HUD. 

10.  Housing  Quality  Standards  and  HOME-Assisted  Housing:  Exempt  housing 
units  receiving  $5,000  or  less  in  HOME  funds  for  weatherization,  emergency 
assistance,  home  repair,  or  accessibility  from  Seaion  8  Housing  Quality  Standards. 
This  would  permit  PJs  to  aadress  emergency  or  life  threatening  proolems.  or  prevent 
funher  detenoraiion  of  a  unit. 

:l.    Environmental  Review:   Proviae  an  exemption  "cm  ine  reau;rer:enis  for  rehao 
or  one  to  four  units  and  all  owner-occuoied  rental  anc  nomeownersnio  oroieas  and 
provide  flexibility  by  permitting  one  environmental  review  for  orojects  receiving  both 
HOME  and  ODBC  funds.   Where  the  HOME  program  aetermines  a  projea  to  be 
rehao  for  environmental  review  purposes,  allow  that  aetermination  to  suoersede  that  of 
HUD'S  environmental  review  staff. 

12.  CHDO  Operating  Funds:  Clanfy  that,  at  the  discretion  of  the  PJ.  the  up  to  5 
percent  of  its  allocation  which  may  be  made  avaiiaole  for  CHDO  ooeratlnc  assistance 
may  oe  taken  from  within  or  outside  the  CHDO  set-asiae. 

13.  Drawdown  of  HOME  Funds:   Increase  from  1 5  to  30  days  the  time  frame 
within  which  funds  drawn  down  must  be  spent.   The  ■  5-day  time  limit  is  particularty 
burdensome  for  urban  counties  and  consortia  which  aeai  with  multiple  suorecipients. 

14.  Definition  of  Net  Proceeds  for  Homeownership:   Clarify  that  the  definition  of 
net  proceeds  inciuoes  improvements  made  to  the  prooerty  by  the  owner. 
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15.  Spending  HOME  Funds:   Clanfy  that  PJs  may  commit  Pf'93  HOME  funds  pnor 
to  having  fully  committea  1^92  funds  in  order  to  permit  them  to  take  advantage  of 
opportunities  such  as  the  acauisition  of  land  for  afforaable  nousmg.   Also  eliminate  the 
provision  that  program  income  must  be  spent  before  further  funas  are  drawn  down  for 
the  same  reasoning. 

16.  Recognition  of  Match:  Allow  PJs  to  begin  accruing  matcn  for  HOME  eligible 
activities  as  soon  as  they  have  signed  their  Pi'93/Pt'94  HOME  agreements,  rather 
than  waiting  until  they  begin  drawing  down  their  FYSd/FYQA  funas. 

17.  C/MI  System  For  Tenant  Assistance:  Eliminate  the  reauirement  that  specific 
information  (social  security  number,  amount  of  tenant  contribution,  amount  of  subsidy) 
be  provided  up  front  on  each  tenant  to  be  assisted  with  HOME  funas.  reauiring 
instead  that  such  information  be  contained  in  the  completion  report.   PJs  should  be 
required  to  indicate  up  front  the  number  of  tenants  expected  to  oe  assisted  and  the 
total  amount  of  subsidy  expected  to  be  provided. 

18.  C/MI  System  and  CHDOs:  Allow  CHDO  projects  to  be  set-up  in  the  C/MIS 
(therefore  show  them  as  a  commitment)  prior  to  complete  CHDO  identification  of  all 
financial  sources  and/or  completion  of  approval/filing  as  a  CHDO.   This  would  enable 
PJs  to  commit  their  CHDO  monies  faster  rather  than  waiting  for  the  lengthy  CHDO 
approval  process. 

19.  Limitation  on  Use  of  HOME  With  FHA  Mortgage  Insurance:  Remove  the 
requirement  that  the  HOME  affordability  period  con-esponds  to  the  term  of  an  FHA 
insured  mortgage  when  HOME  funds  are  used  in  connection  with  housing  financed 
with  a  mortgage  insured  by  HUD.     HOME  affordabilitv  reauirements  snouid  revail. 

20.  Property  Value  Limits:   Allow  local  junsdictions  :o  oase  oropeny  vaiue  limits  on 
the  area  median  income  as  provided  in  the  statute. 

21.  Definition  of  Affordable  for  Subsequent  Low-Income  Borrower:    Eliminate 
the  regulatory  requirement  that  first-time  homeownership  units  be  maoe  affordable  to 
the  subsequent  low-mcome  buyer  at  a  price  that  is  30%  of  75%  of  meoian  income. 
The  statute  requires  that  the  unit  be  affordable  but  does  not  specify  the  actual  amount. 
PJs  should  be  given  the  option  to  define  what  is  afforaable  to  another  low-mcome 
purchaser. 

22.  Definition  of  SRO  under  HOME:   Conform  HOME'S  definition  of  Singie  Room 
Occupancy  (SRO)  projects  to  that  used  in  other  federal  programs  sucn  as  the 
McKinney  Homeless  and  Shelter  Plus  Care  programs,  thus  allowing  HOME  to  be  used 
in  combination  with  these  programs. 
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(Hon.  Hanna's  Responses — 3/16/94) 


QUESTIONS  OF  REPRESENTATIVE  MICHAEL  N.  CASTLE 
FOR  THE  HONORABLE  WILLIAM  E.  HANNA,  JR. 


Community  Development  Block  Grant  (CDBG)  Program 


Rep.  Castle:  The  HUD  Inspector  General  has  reported  that  some  communities  receiving 
CDBG  grants  are  not  funding  projects  that  truly  benefit  low  and  moderate  income 
persons.  Do  you  have  any  comments  on  this  issue?  Specifically,  do  you  think  it 
is  a  problem  and  how  can  we  ensure  that  these  fiands  go  for  true  community 
development  projects  and  are  just  not  used  as  some  nice  extra  money  for  cities 
and  local  governments  to  use? 

Mr.  Harma:  The  data  clearly  indicates  that  jurisdictions  are  targeting  CDBG  funds  in  a 
manner  consistent  with  Congressional  intent.  In  the  1993  Annual  Report  to 
Congress,  HUD  reported  that  more  than  90  percent  of  CDBG  funds  expended  in 
1 990  went  for  activities  benefiting  low-  and  moderate-income  persons.  The 
strength  of  CDBG  is  that  jurisdictions,  within  the  context  of  broad  national 
objectives,  have  considerable  discretion  to  decide  how  funds  are  spent.  Local 
priorities  for  funding  are  established  in  consultation  with  affected  parties  and 
respond  to  identifiable  community  development  needs.  I  feel  it  is  inappropriate 
for  the  Inspector  General  to  second  guess  community  development  needs  and 
revitalization  plans,  particularly  when  outsiders'  impressions  are  based  on  scant 
information  that  does  not  take  into  account  the  public  record  out  of  which 
priorities  are  based. 

Rep.  Castle:  What  is  your  view  of  the  HUD  application  and  decision  process  for  CDBG 
grants?  How  can  it  be  improved?  Should  HUD  combine  the  CDBG  and  HOME 
application  process? 

Mr.  Hanna:  The  HUD  application  and  decision  process  are  satisfactory.  I  support  HUD's 
efforts  to  institute  consolidated  planning  and  establish  a  single  program  year. 
However,  CDBG  and  HOME  should  remain  separate  programs  that  are 
complementary  in  nature. 

Rep.  Castle:  Another  criticism  of  the  CDBG  program  is  that  it  is  very  slow  in  allocating 
funds.  In  1993  there  was  a  $3  billion  backlog  in  unspent  and  unallocated  funds. 
How  can  this  problem  be  solved? 

Mr.  Haima:  I  do  not  view  this  as  a  problem.  A  grantee  may  have  1.5  its  grant  amount  in 
its  line  of  credit  60  days  prior  to  the  start  of  the  next  program  year.  Grantees 
should  not  be  expected  to  expend  funds  any  quicker  than  they  now  do,  because 
CDBG  is  an  infrastructure  program  that  funds  projects  that  often  take  multiple 
years  to  complete.  The  CDBG  spend-out  rate  should  not  be  judged  by  a  different 
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standard  from  that  used  in  evaluating  other  infrastructure  projects,  like 
transportation,  that  are  multiple  year  undertakings. 

Rep.  Castle:  Do  you  have  any  views  on  the  CDBG  allocation  formula?  Is  it  fair  or 
should  it  be  changed  and  in  what  manner? 

Mr.  Hanna:  I  strongly  believe  the  current  CDBG  allocation  should  be  retained.  The 
formula  recognizes  that  poverty  exists  in  relatively  affluent  areas,  and 
consequently  these  jurisdictions  should  qualify  for  funding.  The  current  formula 
measures  need  among  jurisdictions  and  funds  are  directed  towards  that  need. 

Rep.  Castle:  Secretary  Cisneros  has  proposed  a  LIFT  program  (Neighborhood  Leveraged 
Investments  for  Tomorrow).  This  program  would  use  $200  million  of  CDBG 
funds  for  a  competitive  grant  program  to  provide  subsidies  to  leverage  private 
investment  in  distressed  neighborhoods.  Is  this  type  of  program  better  left  to  state 
and  local  governments?  How  do  you  view  the  LIFT  proposal? 

Mr.  Hanna:  I  will  be  in  a  better  position  to  comment  on  LIFT  after  HUD  releases  the 
details  on  this  proposal.  As  you  probably  know,  county  and  other  governmental 
officials  were  alarmed  when  the  president's  fiscal  1995  budget  proposal  that  $200 
million  of  CDBG  fiinds  be  set-aside  for  LIFT.  We  opposed  that  funding  source 
because  it  would  have  reduced  CDBG  allocations  to  jurisdictions.  We  are  pleased 
that  HUD  will  seek  a  different  funding  source  for  LIFT. 


HOME  Investment  Partnerships  Program 

Rep.  Castle:  Do  you  support  the  proposal  to  make  the  matching  requirement  for  HOME 
funds  a  flat  25  percent  for  state  and  local  recipients? 

Mr.  Hanna:  Yes.  NACo  consistently  has  opposed  a  tiered  nonfederal  match. 

Rep.  Castle:  What  types  of  programs  have  you  used  HOME  fiinding  for? 

Mr.  Hanna:  In  Montgomery  County,  Maryland,  we  are  using  HOME  fiinds  to  support  a 
number  of  different  housing  activities.  The  Montgomery  Housing  Partnership,  a 
qualified  Community  Housing  Development  Organization,  is  receiving  funding  to 
oversee  the  rehabilitation  and  conversion  of  an  old  motel  in  Rockville  into  80  plus 
units  of  one  and  two  bedroom  rental  units.  The  targeted  population  is  50  -  60 
percent  of  median.  Our  County  Housing  Opportunities  Commission  has  under 
construction,  using  HOME  fijnds,  a  rental  townhouse  development,  with  1 5  units 
set-aside  for  households  at  or  below  30  percent  of  median  income. 
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Rep.  Castle:  Other  than  an  increase  in  funding,  how  can  the  HOME  program  be 
improved  to  make  it  more  responsive  to  state  and  local  needs. 

Mr.  Hanna:  In  response  I  refer  you  to  the  NACo  resolution  that  recommends  the 
following  refinements  to  HOME: 

Legislative  Recommendations: 

1 .  Matching  requirements—replace  the  current  two-tiered  match  of  30  percent 
for  new  construction  and  25  percent  for  all  other  activities  with  a  uniform  25 
percent  match.  Modify  the  automatic  match  waiver  by  eliminating  the  phased 
reduction  of  either  50  percent  or  100  percent.  Communities  should  qualify-  for  a 
100  percent  waiver  if  they  meet  either  of  two  distress  criteria:  poverty  or  per 
capita  income.  States  and  localities  that  are  experiencing  cyclical  distress  (for 
example,  a  lag  in  tax  receipts)  also  should  qualify  for  a  100  percent  match  waiver; 

2.  Rent  calculations—replace  the  existing  requirement  that  eligible  rental 
housing  bear  rents  no  greater  than  the  lesser  of  existing  Fair  Market  Rent  or  an 
amount  not  exceeding  30  percent  of  the  adjusted  income  for  a  family  whose 
income  equals  65  percent  of  area  median,  with  a  requirement  that  a  rent  not 
greater  than  the  Fair  Market  Rent  may  be  charged; 

3.  Targeting  requirements  for  rental  housing— delete  the  present  requirement 
that  a  HOME-assisted  project  must  have  at  least  20  percent  of  the  units  set  aside 
for  those  at  50  percent  of  median  income  or  less;  replace  the  current  program.- 
wide  targeting  of  1 00  percent  of  the  fimds  at  80  percent  of  median  or  less,  and  90 
percent  of  the  funds  at  60  percent  of  median  or  less,  with  a  requirement  that  1 00 
percent  of  the  funds  be  spent  on  activities  which  benefit  those  at  80  percent  of 
median  income  or  less.  This  change  would  conform  the  rental  housing  targeting 
to  that  which  applies  to  o\\'nership  housing.  Deeper  targeting  would  prevail  when 
HOME  is  used  in  conjunction  with  another  program  with  deeper  targeting 
requirements; 

4.  Monitoring  requirements— rather  than  an  annual  on-site  review  of  each 
project,  require  that  participating  jurisdictions  prepare,  subject  to  HUD  approval, 
a  monitoring  plan  which  enables  them  to  assure  compliance  with  the  program's 
occupancy  restrictions; 

5.  Community  Housing  Development  Organizations  (CHDOs)-modify  the 
current  definition  of  CHDOs  by  eliminating  the  neighborhood  representation 
requirement  and  making  it  consistent  with  other  federal  programs  such  as  the 
Low-Income  Housing  Tax  Credit; 

6.  CHDO  activities-permit  CHDOs  to  undertake  any  eligible  HOME  activity 
within  the  CHDO  set-aside  funds; 
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7.  Recapture  of  funds  used  for  home  ownership— modify  the  requirement  that 
funds  used  for  home  ownership  which  are  recaptured  must  be  used  only  for  home 
ownership,  allowing  them  instead  to  be  used  for  any  HOME-eligible  activity; 

8.  Construction  Guarantees  and  Bridge  Financing— amend  the  statute  to 
permit  HOME  funds  to  be  used  for  loan  guarantees  for  single  and  multifamily 
housing  and  bridge  financing  for  tax  credit  projects; 

9.  Long  term  loan  guarantee  program  within  HOME-  -  amend  the  statute  to 
authorize  a  long  term  loan  guarantee  program  under  HOME  comparable  to  the 
Section  108  loan  guarantee  program  under  Community  Development  Block 
Grants  in  order  to  allow  participating  jurisdictions  to  undertake  rental  projects; 

10.  Use  of  HOME  funds  for  program  administration— clarify  that  the  10 
percent  of  a  participating  jurisdiction's  allocation  which  can  be  used  for  program 
administration  applies  to  the  funds  until  they  are  expended; 

1 1 .  Compliance  with  targeting  requirements— replace  the  current  law 
requirement  that  income  targeting  be  accounted  for  by  funds  expended,  with  a 
requirement  that  fiinds  be  accounted  for  by  units  assisted; 

12.  Use  of  HOME  for  loan  guarantees— specifically  allow  compensating 
balance  as  a  form  of  loan  guarantee  in  the  HOME  program; 

13.  Amend  the  HOME  program-to  authorize  newly  formed  or  expanded 
consortia  to  receive  fiinding  for  their  non-entitled  share  from  the  state  rather  than 
the  local  share; 

14.  Mixed  use  projects— amend  the  HOME  program  to  eliminate  the  requirement 
that  mixed  use  projects  be  at  least  51  percent  residential  use; 

1 5.  Davis-Bacon— conform  the  HOME  program  to  the  Community  Development 
Block  Grant  program  by  exempting  housing  that  is  constructed  with  non-HOME 
funds  from  the  Davis-Bacon  prevailing  wage  requirements  when  HOME  funds 
only  are  used  for  land  acquisition,  and 

16.  CHDO  -  modify  the  CHDO  requirements  to  permit  a  carryover  credit  for 
fiinding  provided  in  excess  of  the  required  15  percent  set  aside  in  any  year. 

Regulatory  Refinements: 

1.  Home  activity  delivery  costs— conform  the  treatment  of  activity  delivery  costs 
under  the  HOME  program  to  that  under  the  CDBG  program,  i.e.,  allow  them  to  be 
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charged  to  the  eHgible  activity  with  which  they  are  associated  and  include  the  cost 
of  monitoring  project  compUance  as  an  eligible  delivery  cost; 

2.  Definition  of  HOME  project-permit  participating  jurisdictions  the  flexibility 
to  define  what  constitutes  a  HOME  project  rather  than  limiting  a  project  to  site(s) 
or  building(s)  within  a  four  block  area; 

3.  Use  of  HOME  funds  for  initial  project  operating  reserves—remove  the 
restriction  in  the  regulations  which  limit  funding  for  a  project's  operating  deficit 
reserve  during  rent-up  to  1 8  months; 

4.  Equity  investments  for  project  financial  work-outs  —  clarify  that  equity 
investments  made  as  part  of  the  financial  work-out  of  an  existing  low-income 
housing  project  are  an  eligible  use  of  HOME  funds; 

5.  Cash  and  Management  Information  System  (C/MI)  projects— permit 
participating  jurisdictions  to  establish  as  projects  within  the  C/MI  system  home 
ownership  and  rental  assistance  programs  rather  than  a  separate  project  for  each 
household  assisted. 

6.  Pre-environmental  clearance  cost— make  pre-environmental  clearance 
activity  costs  (appraisal,  lead/asbestos  inspections,  energy  calculations, 
consultants)  reimbursable  activity  delivery  costs  in  order  to  permit  participating 
jurisdictions  to  undertake  them; 

7.  Additional  forms  of  matching  contributions— clarify  that  the  difference 
between  acquisition  cost  and  the  appraised  value  of  land  or  other  real  property, 
acquired  with  or  without  federal  resources,  is  eligible  match.  The  regulations 
currently  allow  such  a  differential  to  count  in  the  case  of  properties  acquired  from 
the  Resolution  Trust  Corporation  for  affordable  housing; 

8.  Projects  out  of  compliance— clarify  that,  in  the  event  that  a  project  which  a 
participating  jurisdiction  funds  falls  out  of  compliance  with  the  requirements  of 
HOME,  the  jurisdiction  shall  first  seek  to  return  the  project  to  compliance,  then  if 
necessary,  make  reasonable  efforts  to  see  that  the  project  developer  repays  the 
HOME  subsidy;  but  in  the  event  that  the  developer/owner  cannot  repay  the 
subsidy,  permit  HUD  to  reduce  fiiture  grants,  but  not  require  the  jurisdiction  to 
repay  such  subsidy  to  its  HOME  trust  fund  or  to  HUD; 

9.  Housing  quality  standards  and  HOME  assisted  housing  -  exempt  housing 
units  receiving  $5,000  or  less  in  HOME  funds  for  weatherization,  emergency 
assistance,  home  repair,  or  accessibility  from  Section  8  housing  quality  standards; 

10.  Environmental  review— provide  an  exemption  from  the  requirements  for 
rehabilitation  of  one  to  four  units  and  all  owner-occupied  rental  and  home 
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ownership  projects  and  provide  flexibility  by  permitting  one  environmental 
review  for  projects  receiving  both  HOME  and  CDBG  funds; 

1 1 .  CHDO  operating  funds— clarify  that,  at  the  discretion  of  the  participating 
jurisdiction,  up  to  5  percent  of  its  allocation  which  may  be  made  available  for 
CHDO  operating  assistance  may  be  taken  from  within  or  outside  the  CHDO  set- 
aside; 

12.  Drawdown  of  HOME  funds— increase  from  15  to  30  days  the  time  frame 
within  which  funds  drawn  dowTi  must  be  spent; 

13.  Definition  of  net  proceeds  for  home  ownership— clarify  that  the  definition  of 
net  proceeds  includes  improvements  made  to  the  property  by  the  owner; 

14.  Spending  HOME  funds— clarify  that  participating  jurisdictions  may  commit 
current  year  HOME  fiinds  prior  to  having  ftilly  committed  prior  year  funds  in 
order  to  permit  them  to  take  advantage  of  opportunities  such  as  the  acquisition  of 
land  for  affordable  housing; 

15.  C/MI  system  for  tenant  assistance— eliminate  the  requirement  that  specific 
information  (social  security  number,  amount  of  tenant  contribution,  amount  of 
subsidy)  be  provided  up  front  on  each  tenant  to  be  assisted  with  HOME  funds, 
requiring  instead  that  such  information  be  contained  in  the  completion  report; 

16.  Affordability  period— remove  the  requirement  that  the  affordability  period 
correspond  to  the  30-year  term  of  the  FHA  mortgage  insurance  commitment 
placed  on  the  unit.  Instead,  the  HOME  affordability  requirements  should  prevail; 

17.  Single  Room  Occupancy  (SRO)  projects— conform  HOME's  definition  of 
SRO  projects  to  that  used  in  other  federal  programs  such  as  the  McKinney 
Homeless  programs,  to  permit  HOME  to  be  used  in  combination  with  these 
programs; 

18.  Davis  Bacon— eliminate  the  Davis-Bacon  requirements  for  HOME  projects  of 
12  or  fewer  imits  that  are  intended  to  be  sold  to  individuals  as  separate  units; 

19  .Site  and  Neighborhood  Standards— eliminate  the  requirement  that  HOME 
funded  new  construction  projects  comply  with  Section  8  site  and  neighborhood 
standards. 
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(MR.    HENSON) 

(contains  responses  to  Cong.  Castle — 

page  13) 


April  18,  1994 

The  Honorable  Henry  B.  Gonzalez 

Chairman 

House  Committee  on  Banking  and  Urban  Affairs 

B-303  Raybum  House  Office  Building 

Washington,   D.C.   20515 

Dear  Mr.  Chairman: 

First  let  me  thank  you  again  for  the  opportunity  to  appesir  before 
your  Subcommittee  to  testify  on  behalf  of  the  National  Community 
Development  Association  (NCDA)  and  the  National  Association  of 
Housing  and  Redevelopment  Officials  (NAHRO)  on  March  16 
concerning  the  reauthorization  of  the  Community  Development  Block 
Grant  Program  (CDBG),  Home  Investment  Partnership  (HOME) 
Program  and  other  key  federal  housing  and  commimity  development 
programs. 

I  am  writing  in  response  to  the  questions  that  were  raised  during  the 
hearing  regarding  the  use  of  the  Community  Development  Block 
Grant  Program  (CDBG)  for  economic  development  activities,  the 
Section  108  Loan  Guarantee  program  and  the  HOME  program. 

1)  and   2)     What  are  your  suggestions  as  how  to  promote  the 
amount  of  economic  development  activities  conducted  by 
CDBG  recipients?   In  your  estimation,  what  hinders 
communities  from  conducting  economic  development 
activities? 

There  is  a  certain  inherent  bias  against  economic  development  in  the 
regulations  as  well  as  in  the  legislation.   From  information  obtained 
from  members,  it  appears  that  the  majority  of  the  Economic 
Development  activity  conducted  with  CDBG  money  is  at  the  market 
demand  of  the  business  community  pushing  a  City  or  State  into  an 
Economic  Development  project  as  opposed  to  the  outreach  effort  by 
the  Cities  or  the  States  to  provide  CDBG  money  for  economic 
development. 
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The  three  major  regulatory  issues  for  Economic  Development  projects  with  CDBG 
are,  eligibility,   national  objectives  and   "appropriate"  underwriting. 

Eligibility; 

We  believe  that  there  are  no  major  structural  problems  with  eligibility.   In  fact, 
Economic  Development  activity  is  probably  under  reported  since  HUD  requires 
some  activities  to  be  categorized  elsewhere.   For  example,  you  will  find  utility 
extensions  under  "Public  Facilities ',  work  training  programs   and  transportation 
programs  under  "PubUc  Service".  Therefore,  to  remove  one  barrier  to  Economic 
Development  would  be  to  remove  the  Public  Service  cap  for  those  projects  that 
qualify  as  Economic  Development  related,  such  as  day-care  in  industrial  parks, 
employer- sponsored  car  pools  for  transportation,  and  most  importantly,  work 
training  programs.   A  final  point  under  "Eligibihty"  is  the  need  for  regulatory 
relief  regarding  technical  assistance  £uid  certain  administrative  costs  directly 
related  to  Economic  Development. 

Despite  recent  changes,  more  effort  is  needed  in  this  arena  as  numerous 
experiences  around  the  country  indicate.     Small  businesses'  most  effective 
financial  assistance  should  be  accompanied  by  appropriate  technical  assistance, 
otherwise  the  loans  or  other  assistance  is  not  useful  and  the  nationzd  objectives 
frequently  under  achieved. 

National  Objectives: 

Economic  Development  is  best  accomplished  imder  the  "Slums  and  Blight" 
category  of  ehgibihty.   This  is  an  "up-front"  satisfaction  of  regulatory 
requirements.   Potential  employers  (CDBG  loan  recipients)  are  fearful  of  the  on- 
going loan  default  downside  of  failure  to  meet  job  creation  projections.   However, 
many  communities  reach  their  30%  limit  on  "Slimis  &  Blight".   The  30%  limitation 
should  be  waived  for  Economic  Development  projects. 

CDBG  is  more  difficult  to  use  for  job  RETENTION  than  for  job  CREATION.  This 
is  due  to  quahfying  household  income  that  must  include  the  current  income  of  the 
job  loss  candidate.   The  regulations  provide  more  benefit  to  a  worker  unemployed 
for  one  day,  after  his/her  employer  has  left  the  City  or  gone  under.   Sadly,  an 
employer  can  be  assisted  with  CDBG  easier  if  he/she  fires  all  employees  -  rather 
than  retain  them  -  and  create  or  rehire  new  ones! 

Current  HUD  memos  on  appropriateness  are  mystifying  and  unclear,  especially 
regarding  the  issue  of  what's  regulation,  what's  legislation,  and  what's  "safe 
harbor'.     The  "Safe  Harbor'  memo  guidance  overlaps  between  national  objectives, 
eligibility  and  "appropriateness". 
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Most  Economic  Development  is  done  under  new  job  creation  for  low/moderate 
income  persons.   Although  "best  faith  efforts"  to  hire  low/moderate  persons  is 
permitted  in  regulations,  vis-a-vis  actual  creation  of  low/moderate  jobs,  the  small 
business  reporting  is  so  burdensome  that  frequently  business  will  not  agree  to  a 
well-drawn  loan  document  that  incorporates  federal  regulations.   A  recent 
legislative  change,  allowing  the  definition  of  low  income  person  to  include  those 
residing  in  enterprise  zones  or  low/moderate  income  neighborhoods  provides  some 
relief.   However,  the  best  relief  would  have  been  exempting  the  business  that 
locates  in  the  enterprise  zone  and/or  low/moderate  income  neighborhood  in 
entirety.   By  virtue  of  its  location,  it  should  be  exempt  from  other  national 
objectives,  such  as  jobs  or  service  to  low/moderate  income  persons. 

Appropriate  Underwriting: 

»       Small  businesses  and  small  loans  are  not  exempt  from  the  appropriateness 
tests. 

»       For  larger  businesses  and  loans,  the  "appropriateness"  test  requires 

clarification  on  the  rate  of  return  issue,  which  both  confuses  and  deters 
large  investors  willing  to  invest  in  low  income  neighborhoods. 

»       The  "Appropriate"  underwriting  requirement  is  too  cautious  on  the  issue  of 
cost  reasonableness,  but  too  lax  on  conflict  of  interest  created  by  "identify  of 
interest"  relationships  (e.g.,  overlapping  ownership  in  buyer  and  seller  of 
real  estate  equipment  and  services). 

The  "inconsistent  interpretation  of  rules  by  HUD's  headquarters  and  field  offices" 
and  the  "gotcha"  mentaUty  of  HUD  staff  are  complaints  frequently  cited  by  our 
members  to  explain  their  lack  of  participation  in  CDBG  funded  economic 
development  activities.   Both  of  these  charges  are  supported  by  the  recently 
released  General  Accounting  Office  (GAO)  report  on  utilizing  CDBG  for  economic 
development  activities. 

The  GAO  report  further  identifies  the  requirement  of  the  Davis-Bacon  Act,  a  law 
that  determines  wage  rates  for  federally  assisted  construction  projects  as  a 
disincentive  to  use  CDBG  as  an  economic  development  tool  as  it  drives  up  the  cost 
of  projects  to  where  they  become  prohibitive  for  many  communities.   Additionally, 
Davis-Bacon  discourages  the  use  of  minority  smd  women  owned  businesses 
because  of  the  increased  administrative  expense  associated  with  completing  a 
project. 

In  an  effort  to  help  decrease  the  cost  of  many  smaller  construction  and 
rehabilitation  projects  in  communities  across  the  nation,  NCDA  recommends  that 
Congress  approve  the  provision  contained  in  the  "Davis  Bacon  Act",  (H.R.  1231) 
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pending  in  the  Hoiise  that  is  designed  to  increase  the  federal  contract  dollar 
threshold  for  triggering  the  Davis-Bacon  Act  from  $2,500  to  $100,000.     NAHRO 
recommends  both  a  raising  of  the  dollar  threshold  and  inclusion  of  a  percentage 
threshold  so  that  there  is  one-fourth  or  one-third  federal  funding  in  a  project 
before  Davis-Bacon  is  triggered.   This  is  reflected  in  H.R.  2042. 

NCDA  and  NAHRO  both  support  conforming  the  CDBG  and  HOME  program 
requirements  regarding  the  number  of  housing  imits  necessary  to  activate  Davis- 
Bacon,  from  8  units  (CDBG)  to  12  units  (HOME). 

With  the  draft  guidelines  for  economic  development,  mandated  by  the  Housing  nd 
Community  Development  Act  of  1992,  HUD  has  responded  to  many  of  the 
concerns  expressed  by  NCDA,  NAHRO  and  other  organizations  by  providing 
increased  flexibility  within  the  CDBG  program  for  economic  development.   Once 
adopted,  we  believe   these  regulations  will  make  it  more  feasible  for  grantees  to 
undertake  economic  development  projects  and  activities  with  CDBG  funds,  which 
will  lead  to  an  expansion  of  economic  opportunity  for  low  and  moderate  income 
persons  as  well  as  greater  economic  self  sufficiency. 

Additionally,  CDBG  program  funding  levels  for  communities  is  not  sufficient  to 
meet  all  the  community's  needs.   Grantees  must  prioritize  eligible  activities  based 
upon  local  conditions  and  available  resources  to  meet  those  needs.  The  total 
amount  of  CDBG  funding  for  entitlement  commimities  has  only  risen  by  $12.5 
milhon  from  $2,219  billion  in  1975  to  $2,344  billion  in  1992,  while  the  number  of 
entitlement  communities  has  jumped  from  594  in  1975  to  889  in  1992. 

It  is  important  to  note  that  to  obtsiin  a  true  picture  of  the  level  of  economic 
development  activity  at  the  local  level,  do  not  look  solely  at  CDBG.   Communities 
are  also  utilizing  Economic  Development  Administration  (EDA)  programs  and 
local  revenue.   Increased  effort  needs  to  be  made  between  HUD  and  EDA  as  well 
as  other  federal  agencies  to  assure  that  these  very  different  economic  development 
programs  can  be  used  in  a  complementary  fashion. 

lb)      Will  the  UDAG  recaptures,  which  may  provide  the  Department  with 
$100  million  in  extra  funding,  used  in  coigunction  with  the  Section  108 
Loan  Guarantee  program,  reduce  communities  reluctance  to  engage  in 
economic  development  activities  with  the  Program? 

Both  NCDA  and  NAHRO  support  the  administration's  propossd  to  expand  the 
Section  108  Loan  Guarantee  program  by  using  recaptured  UDAG  funds  for 
communities  to  finance  a  portion  of  qualifying  economic  revitalization  activities. 
However,  it  is  unclear  if  the  $100  million  HUD  anticipated  recaptiuing  from 
UDAG  projects  to  be  utilized  to  write  down  interest  rates  or  to  assist  grantees  to 
set  up  a  loan  loss  reserve,  will  be  enough  to  encourage  the  expanded  use  of  the 
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program. 

NAHRO  gdso  supports  the  Amnesty  proposal  contained  in  the  housing  bill  recently 
adopted  by  the  House  and  Senate  and  signed  by  the  President.   This  provision 
recognizes  that  many  communities  that  have  outstanding  UDAG  funds  still  have 
distressed  conditions  and  should  be  given  an  opportunity  to  design  new  programs 
with  flexible  regulations  before  the  fluids  are  recaptured  and  ofiFered  to  others. 

The  Section  108  Loan  Guarantee  Program  provides  communities  with  a  source  of 
financing  for  housing  rehabUitation,  economic  development  and  large  scale 
physical  development  projects.  The  principal  security  for  the  loan  guarantee  is  a 
pledge  by  the  applicant  of  its  current  and  future  CDBG  funds. 

Economic  Development  activities  carried  out  with  the  proceeds  firom  loans 
guaranteed  under  the  Section  108  Loan  Guarantee  program  must  meet  the  same 
requirements  that  apply  to  the  use  of  other  CDBG  funds.  Accordingly,  before 
using  guaranteed  loan  funds  to  assist  a  for-profit  business,  the  grantee  must  make 
the  determinations  outline  J  in  this  memorandima.   In  addition,  the  grantee  must 
include  in  its  application  for  loan  guarantee  assistance  a  narrative  statement 
explaining  how  the  proposed  activity  meets  a  national  objective  of  the  CDBG 
program. 

Unlike  activities  assisted  with  other  CDBG  funds,  HUD  will  perform  an  "up  front" 
review  of  compUance  with  the  CDBG  program's  eligibility  and  national  objectives 
requirements.    ETUD  central  staff  appezir  to  imderstand  the  project  and  work  with 
appUcant's  also,  however  field  smd  regional  staff  are  often  ill-equipped  to  review 
the  underwriting  of  such  108  Loan  Guarantees. 

There  are  several  reasons  why  communities  do  not  participate  in  the  Section  108 
Loan  Guarantee  Program,  fear  of  "mortgaging"  their  future  CDBG  funds  and  lack 
of  organizational  capacity  to  package  the  Section  108  deals,  as  well  as  the 
previously  mentioned  regulatory  limitations  of  the  CDBG  program  for  economic 
development. 

In  an  effort  to  increase  awareness  of  the  Section  108  Loan  Guarantee  Program, 
HUD  has  developed  a  two-day  training  session  to  be  made  available  in  all  ten 
HUD  regions.      This  effort  is  designed  to  explain  the  program  and  encourage 
grantees  to  utilize  the  program  as  an  economic  development  tool. 

3)        How  do  you  feel  about  increasing  the  public  services  cap  in  the 
CDBG  program? 

Currently,  pubUc  services  xmder  CDBG  are  limited  to  15%  of  a  commxmity's 
annual  grant  plus  program  income.   Public  services  include,  but  are  not  limited  to: 
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public  safety  programs,  child  care,  job  training,  services  for  the  elderly  and 
handicapped,  crime  prevention  and  recreational  services.   NCDA  policy  supports  a 
small  expansion  of  CDBG  public  services  from  the  current  15%  to  20%. 

This  policy  is  consistent  with  both  the  United  States  Conference  of  Mayors 
(USCM)  and  the  National  League  of  Cities  (NLC).   This  slight  increase  will  enable 
communities  to  integrate  their  physical  development  activities  with  a  measure  of 
social  services  support.   While  NAHRO  supports  the  integration  of  physical 
development  with  social  services  support,  NAHRO  has  taken  a  position  opposing 
the  increase  in  the  public  service  cap  because  of  a  fear  that  it  will  lead  to  a 
reduction  in  funding  for  other  programs  for  similar  activities.   Increasingly,  CDBG 
is  being  viewed  by  federal  oflBcials  as  the  answer  to  all  problems,  from  crime  to 
safety  to  economic  development,  Uteracy  and  welfare  reform;  and  yet  the  funding 
level  of  the  program  has  not  increased  commensurately.   NAHRO  foresees  a 
similar  situation  can  be  anticipated  with  the  increased  focus  on  CDBG  for 
economic  development.   We  beheve  that  this  new  HUD  emphasis  is  leading  to  less 
federal  and  Congressional  support  for  the  EDA  and  other  programs,  which  will 
further  squeeze  the  resources  available  to  the  local  government.  If  we  really  want 
to  combat  poverty,  we  need  to  restore  funding  for  programs  like  CSBG,  JTPA, 
health  care,  and  other  human  services  programs. 

NAHRO  believes  it  is  misguided  to  think  that  a  relatively  small  program  like 
CDBG  is  the  appropriate  vehicle  to  deal  with  the  massive  causes  of  poverty  ~  lack 
of  adequately  funded  nutrition,  health,  education,  job  training  and  emplojmaent 
opportunity  programs  -  all  of  which  have  been  significantly  cut  over  the  last  10 
yesirs. 

NAHRO  wants  to  see  the  problems  of  poverty  addressed  in  our  nation.   But  the 
proposed  to  mzike  CDBG  an  anti-poverty  program  simply  ignores  the  origins  and 
intent  of  the  program  as  a  tool  provided  to  local  governments  allowing  flexibility  to 
address  a  wide  variety  of  locally-defined  needs  for  neighborhood  stabilization, 
economic  development  and  to  combat  physiced  deterioration  in  our  communities 
while  also  providing  a  limited  level  of  human  services  support. 

4)         In  your  testimony  you  recommended  that  HOME  funds  be  used  as  a 
credit  enhancement  for  conventional  loans  and  that  HOME  funds  be  used 
for  housing  as  CDBG  funds  are  used  under  the  Section  108  loan 
guarantee  program.   Can  you  elaborate  on  these  two  ideas? 

NCDA  and  NAHRO,  as  well  as  several  other  national  organizations  representing 
state  and  local  elected  and  appointed  ofiBdals  have  reconunended  that  HOME 
funds  be  used  as  short  term  and  long  term  guarantees.  Below  are  expanded 
explanations  for  each  of  these  ideas. 
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1)  Use  of  HOME  Funds  as  a  Short  Term  Credit  Enhancement 

The  statute  is  silent  on  whether  HOME  funds  can  be  used  as  a  credit 
enhancement  to  leverage  financing  from  private  lending  institutions.   To  date, 
HUD  has  t£iken  the  position  that  this  is  not  a  permissible  use  of  HOME  funds. 
We  recommend  that  the  statute  be  amended  to  erplicitly  authorize  Participating 
Jurisdictions  (PJs)  to  use  HOME  funds  to  provide  a  guarantee  or  insurance  for  all 
or  a  portion  of  such  non-federal  finanHng  for  a  limited  period  of  time  to  support 
HOME-assisted  single  and  multifamily  affordable  housing. 

Under  this  proposal,  a  PJ  could  guarantee  all  or  some  portion  of  a  loan  made  by  a 
lender  for  a  HOME-assisted  single  or  multi-family  project.   The  guarantee  could 
be  for  a  short  term,  to  be  determined  by  the  PJ  and  lender,  and  could  cover  the 
undue  risk  of  construction  (rehabilitation)  in  the  case  of  single  family  housing  or 
construction  (rehabilitation),  rent-up  and  a  year  or  two  of  occupancy  for 
multifamily  rental  housing.   The  guarantee  would  constitute  a  pledge  of  some  or 
all  of  the  PJs  current  year  allocation.  The  amount  of  the  gviarantee  coiild  decHne 
over  the  term  of  the  loan.   The  PJ  would  not  draw  down  the  funds  for  the 
guEirantee,  but  it  would  reserve  the  amount  in  its  HOME  Investment  Trust  Fund. 
Only  in  the  event  of  a  default  would  the  funds  be  drawn  down.   Fannie  Mae  and 
Freddie  Mac  could  be  encouraged  to  buy  these  permanent  loans. 

2)  Long  Term  Guarantee  Program  Within  HOME 

There  is  a  need  for  Participating  Jurisdictions  (PJs)  to  be  able  to  leverage  futxire 
year  allocations  of  HOME  funds  in  order  to  significantly  expand  the  number  of 
units  which  can  be  financed  in  any  year.  This  proposal  is  modeled  after  the 
Section  108  loan  guargmtee  program  in  CDBG.   The  program  could  work  in  two 
ways: 

a)        PJs  could  provide  guarantees  for  loans  on  HOME-assisted  single  family  and 
multifamily  housing.   This  loan  guarantee  would  be  siifficiently  flexible  to 
cover  construction  and  permanent  financing,  homeownership  and  rental 
housing,  taxable  and  tax-exempt  financing,  partial  and  full  coverage  against 
losses,  and  short-  £ind  long-term  guarantees.   The  guarantees  would  be 
backed  by  the  Jurisdiction's  future  HOME  allocations.   Jurisdictions  could 
provide  guarantees  in  an  aggregate  amount  up  to  five  times  their  annual 
allocation.   No  HOME  funds  would  be  drawn  down  unless  the  loan  goes  into 
default.   Fannie  Mae  and  Freddie  Mac  could  be  encouraged  to  buy 
permanent  loans  guaranteed  under  this  authority.  This  option  would 
require  federal  loan  guarantee  authority. 

Under  this  option  a  PJ  would  issue  a  loan  guarantee  to  a  project  lender.  The 
guarantee  would  be  backed  by  a  stand-by  loan  agreement  between  the  PJ  and 
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HUD.   Under  the  agreement,  HUD  would  cover  any  claims  on  the  guarantee  by 
issuing  notes  on  behalf  of  the  PJ  that  would  be  repaid,  with  interest,  from  the 
Jurisdiction's  future  HOME  allocations.   This  could  be  done  over  a  period  of  time 
up  to  thirty  years.   However,  no  funds  would  be  drawn  down  unless  the  loan  goes 
into  default.   If  a  call  is  made  on  the  stand-by  loan  agreement,  the  repasmients  to 
HUD  would  be  subject  to  HOME's  matching  requirements.   In  addition,  fulfillment 
of  a  guarantee  obligation  would  not  be  treated  as  a  refinancing,  nor  would  it  be 
subject  to  the  prohibition  against  investing  HOME  funds  in  a  project  prior  to  the 
termination  of  the  use  restrictions. 

b)        PJs  could  borrow  against  their  future  HOME  allocations  to  provide  an  up- 
front capital  subsidy  (equity  contribution)  to  reduce  the  rents  on  a  multi- 
family  project  to  make  them  affordable.  Under  this  approach  HUD  would 
guarantee  notes  issued  by  a  PJ  which  would  be  repaid  in  anniud  increments 
from  the  Jurisdiction's  future  HOME  allocations.   Used  in  this  fashion  a 
sufBcient  amoimt  of  HOME  funds  could  be  aggregated  to  undertake  either 
large-scale  projects  or  engage  in  substantial  production  of  units.  This 
option  would  require  federal  guarantee  authority. 

5)  Many  of  your  examples  of  HOME  fund  usage  are  single  family 
programis.  Will  communities  put  HOME  funds  to  acquire  properties 
under  a  reformed  multifamily  property  disposition  program? 

With  the  passage  of  the  "Multifaimly  Housing  Property  Disposition  Reform  Act  of 
1994",  which  included  legislative  provisions,  such  as  the  changes  to  the  match 
requirement  for  new  construction  and  the  simplification  of  the  income  targeting; 
the  improvements  included  in  the  Fifth  Interim  Rule,   such  as  the  modifications  in 
match  eUgibihty,  allowance  for  floating  units,  and  the  relaxation  of  rental  housing 
monitoring;  and,  the  permanent  extension  of  the  low  income  housing  tax  credit. 
We  believe  that  communities  nationwide  will  continue  to  use  a  substantial  amount 
of  HOME  funds  for  multifamily  housing  and  rental  housing  and  may  increase  the 
level  of  activity  to  some  extent. 

Currently,  consistent  with  the  primary  intent  of  the  HOME  program,  a  majority  of 
the  funds  are  already  used  for  rental  housing  projects  -  60.4%,  according  to  the 
latest  HUD  figures  for  FY92  HOME  funds.    In  addition,  PJs  are  showing  a 
commitment  rate  of  20.5  %  for  new  construction  activities,  a  substantial  increase 
from  earlier  statistics.   These  figures,  together  with  the  figure  that  shows  that 
only  3.0%  of  the  funds  are  going  to  tenant-based  rental  assistance,  indicates  that 
the  HOME  program  is  providing  sufBcient  funding  in  the  construction  or 
rehabilitation  of  rental  projects  so  as  not  to  require  additional  subsidies.   This  is 
an  especially  important  fact  given  that  88.5  %  of  the  rental  imits  are  going  to 
tenants  at  or  below  50%  of  median  income. 
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With  the  recent  legislative  and  regulatory  changes  to  the  HOME  program  and  the 
low  income  tax  credit  program,  some  communities  may  increase  the  level  of 
multifsunily  housing  activity,  new  construction  and  property  acquisition, 
particularly  since  larger  projects,  HOME  funded  or  otherwise,  often  require  the 
use  of  low-income  tax  credits  as  well,  to  make  them  work.  However,  there  is  not 
likely  to  be  a  substantial  increase  in  multifamily  activities  since  communities  aure 
already  using  a  majority  of  their  HOME  funds  for  such  projects.   In  addition, 
communities  continue  to  need  increased  funding  for  multifamily,  large  scale 
construction  or  rehabihtation  projects.   It  is  also  important  to  remember  that  one 
of  the  best  features  of  the  HOME  program  is  it's  flexibUity  to  serve  the  housing 
needs  of  a  particular  community,  be  those  needs  for  rental  property  or  first-time 
homebuyer  assistance. 

NCDA  and  NAHRO  members  have  expressed  interest  in  using  the  HOME 
program  along  with  other  programs  to  acquire  properties  under  the  reformed 
multifamily  property  disposition  program.   But  problems  have  been  identified  in 
the  site  and  neighborhood  standards,  which  restrict  use  of  HOME  and  other 
federal  dollars  in  "impacted  areas",  because  this  restriction  limits  the 
government's  abihty  to  use  HOME  and  other  programs  to  invest  in  distressed 
areas  through  the  property  disposition  program  and  other  similar  efforts.   These 
problems  aside,  some  communities  are  already  acquiring  HUD  properties  and  are 
anxious  to  do  more  under  the  reformed  multifamily  property  disposition  program. 
In  fact,  NCDA  has  been  working  with  Assistant  Secretary  Nicolas  Retsinas  and 
his  staff  to  help  make  all  of  FHA's  programs  more  accessible  and  desirable  to  local 
governments. 

6.         Can  you  comment  on  CHDO  activities.   Are  PtTs  still  having 
difficulties  in  identifying  CHDCs? 

The  activities  of  the  Community  Housing  Development  Organizations  (CHDOs) 
under  the  HOME  program  got  off  to  a  slow  start,  due  partially  to  the  longer 
development  time  of  a  CHDO  owned  or  managed  project  and  the  capacity  building 
required  for  new  and  existing  CHDOs.   However,  the  activity  level  has  picked-up 
substantially  and  according  to  HUD, 

16  percent  of  the  FY92  funds  allocated  for  HOME  are  currently  reserved  for 
CHDOs,  and  18  percent  of  the  total  have  actually  been  committed  to  CHDO 
projects. 

These  figures  exceed  the  15  percent  for  CHDO's  required  by  law  and  a  break  down 
of  the  numbers  below  show  that  in  certain  HOME  activity  areas  CHDOs  are  being 
used  well  beyond  the  required  amount.     For  example: 

The  amount  of  HOME  funds  Committed  to  CHDOs  for 

Rental  Activities  is  :  25  Percent 
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The  amount  of  HOME  funds  Committed  to  CHDOs  for 

First-Time  Homebuyer  Programs  is:  27  Percent 

The  amount  of  HOME  funds  Committed  to  CHDOs  for 

New  Construction  is:  25  Percent 

The  amount  of  HOME  funds  Committed  to  CHDOs  for 

Rehab,  is:  17  Percent 

NCDA  and  NAHRO  have  noted  an  ongoing  problem  in  several  parts  of  the  country 
with  identifying  CHDOs  capable  of  operating  the  HOME  progrsim  and  problems 
with  capable  nonprofit  organizations  having  difficulty  transforming  themselves  to 
meet  the  definition  of  CHDO  required  in  the  HOME  program.   CHDOs  are  more 
prevalent  in  the  east  and  California,  however  communities  in  the  south,  southwest 
and  west  are  having  more  difficultly  identifying  and  training  CHDOs.   Due  to  the 
fact  that  CHDO  development  is  a  lengthy  process,  particularly  in  areas  where 
there  is  no  previous  history  of  housing  nonprofits,  many  PJs  are  only  now 
beginning  to  allocate  their  CHDO  funds.   More  CHDO  training  is  still  needed  and 
we  encourage  Congress  to  continue  to  support  this  technical  assistance  and 
training  activity. 

Although  the  statistics  denote  that  only  16  percent  of  HOME  funds  are  being 
spent  by  CHDOs,  it  is  somewhat  misleading  since  most  PJs  are  operating  some  or 
all  of  their  HOME  program  through  nonprofit  organizations,  which  do  not 
necessarily  qualify  as  a  CHDO.    NCDA  and  NAHRO  believe  that  if  it  were 
possible  to  identify  the  total  doUar  or  unit  amount  going  to  nonprofits,  who  do  not 
necessarily  quahfy  as  CHDOs,  a  significantly  different  story  would  be  told  about 
public-private  partnerships  under  the  HOME  program. 

7.         How  often  are  HOME  funds  being  used  for  tenant  based  rental 
assistance? 

According  to  HUD  statistics,  as  of  March  31,  1994  only  3  percent  of  the  HOME 
funding  is  being  used  for  tenant-based  rental  assistance.   Many  PJs  made  a  policy 
decision  not  to  use  HOME  funds  for  tenant-based  rental  assistance.   Some 
indicated  that  the  tenant-based  rental  assistance  requirements  were  onerous, 
although  HUD  has  made  some  attempts  to  improve  the  requirements.  Others  were 
concerned  about  the  sustainability  of  rental  subsidies  after  the  two  years,  and  did 
not  want  to  design  a  program  which  depended  upon  on-going  rent  subsidies.  StUl 
others  did  not  want  to  dupUcate  an  already  existing  system,   e.g.  the  Section  8 
rental  assistance  progrsim.   Frequently,  PJs  are  using  their  tenant-based  rental 
assistance  to  provide  short-term  emergency  assistance  for  prevention  of 
homelessness.   This  meets  a  need  not  met  through  the  Section  8  program  or 
through  the  McKinney  programs.   Many  PJs  wanted  to  'leave  rental  assistance  to 
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the  Section  8  program  and  free-up  HOME  funds  to  do  the  greatly  needed 
construction  and  rehabilitation  work."   This  is  once  again  an  example  of  HOME 
flexibility  in  allowing  those  communities  with  rental  assistance  needs  to  use 
HOME  for  rent  subsidies,  while  allowing  other  PJ's  to  use  the  program  for 
different  housing  needs. 

The  low  tenant-based  rental  assistance  figures  mean  that  the  60.4  percent  that 
has  been  committed  to  rental  projects  has  been  able  in  the  significant  majority  of 
cases  to  bring  the  cost  of  the  project  to  a  level  so  as  not  to  require  on-going 
assistance.   This  is  an  important  aspect  of  the  value  of  the  program. 

8.         Examples  of  Regulatory  "over-interpretation". 

Certainly  with  the  passage  of  the  "Multifamily  Housing  Property  Disposition 
Reform  Act  of  1994"  and  the  publication  of  the  Fifth  Interim  rule,  both  of  which 
reflect  legislative  and  regulatory  recommendations  made  last  year  by  NCDA, 
NAHRO  and  the  other  national  organizations  representing  local  and  state 
governments,  the  HOME  program  has  become  more  manageable.  We  have 
included  a  list  of  possible  regulatory  changes  and  will  be  submitting,  with  several 
other  national  organizations  some  additional  legislative  recommendations  for  H.R. 
3838.   Further  recommendations  may  be  forth  coming  in  the  next  week.   Some  of 
these  regulatory  recommendations  identify  those  areas  which  may  require 
reaffirmation  of  Congressional  intent.   They  are  so  noted  with  an  asterisk. 

Additional  comments  regarding  the  Recormnended  Change  to  the  Threshold  for 
Participation 

As  stated  in  the  testimony  of  March  16,  NCDA  and  NAHRO  recommend  that  the 
HOME  threshold  for  participating  jurisdictions  (PJs)  be  returned  to  $500,000  with 
existing  PJs  held  harmless.   The  HOME  threshold  was  changed  from  $500,000  to 
$335,000  for  direct  local  funding  when  the  FY93  appropriation  was  reduced  to  $1.0 
biUion  (the  FY92  appropriation  was  $1.5  billion).   With  the  lower  threshold,  more 
communities  qualified  for  direct  funding  and  more  consortia  came  into  the 
program.  Accordingly,  local  jurisdictions  which  qualified  at  the  $500,000 
threshold  received  less  funding. 

In  FY94,  although  HOME  funding  was  increased  to  $1,275  billion,  the  threshold  of 
$335,000  remained  in  effect  because  the  appropriation  was  below  $1.5  bilUon. 
Again,  more  communities  and  consortia  qxialified  for  direct  funding  and  local 
jurisdictions  which  would  qualify  at  the  original  $500,000  threshold  received  less 
funding. 

As  more  and  more  communities  qualify  for  the  limited  amount  of  HOME  funds, 
other  local  governments  will  receive  drastic  cuts  in  funding.   If  Congress 
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appropriates  the  Administration's  FY95  budget  request  of  $1  billion  for  HOME, 
some  cities  may  receive  about  half  of  what  they  received  in  FY92.  A  return  to  the 
original  threshold  of  $500,000  would  slow  down  this  process,  at  the  same  time, 
holding  harmless  those  conmiunities  which  have  already  qualified  at  the  lower 
threshold.   We  urge  you  to  reconsider  this  provision. 
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RESPONSE  TO  REPRESENTATIVE  MICHAEL  N.  CASTLE 

1)  The  HUD  Inspector  General  has  reported  that  some  communities 
receiving  CDBG  grants  are  not  funding  projects  that  truly  benefit  low 
and  moderate  income  persons.   Do  you  think  it  is  a  problem  and  how  can 
we  ensure  that  these  funds  go  for  true  community  development  projects 
and  are  not  just  used  as  some  nice  extra  money  for  cities  and  local 
governments? 

We  do  not  believe  that  the  problem  is  wide-spread.   Especially  in  economic 
development  activities,  it  has  been  identified  by  GAO  that  the  HUD  Inspector 
General  (IG)  has  been  overzealous  in  their  pursuit  of  local  governments  and  with 
an  auditor's  hindsight  is  finding  problems  with  recipients  and  results  that  the 
local  government  could  not  have  anticipated  in  the  planning  of  the  project. 

Additionally,  the  citizen  participation  gmdeUnes  help  to  ensure  that  local  residents 
are  able  to  weigh  in  on  decisions  regarding  the  funding  of  local  projects.   There  is 
an  existing  requirement  that  70%  of  CDBG  programs  funds  benefit  low  and 
moderate  income  persons. 

Our  members  tell  us  that  increased  targeting  will  eliminate  the  ability  to  do  true 
community  development  and  will  distort  many  local  CDBG  programs  toward  more 
direct  benefit  activities  like  housing  rehab,  and  make  it  virtxxally  impossible  to 
carry  out  such  "area-wide"  activities  as  pubUc  improvements,  infrastructure 
projects,  community  centers,  and  commercial  revitalization  ~  activities  which 
contribute  to  reviving  distressed  areas  while  also  stabihzing  declining 
neighborhoods. 

2)  What  is  your  view  on  the  HUD  application  and  decision  process  for 
CDBG  grants?  How  can  it  be  improved?    Should  HUD  combine  the 
CDBG  and  HOME  application  process? 

Currently  HUD  is  completing  work  on  a  Consolidated  Plan  and  Submission 
Docxmient  which  will  pertain  to  the  HOME  and  CDBG  appUcation  process,  the 
applications  for  the  Emergency  Shelter  Grant  (ESG)  program  and  the  Housing 
Opportxmities  for  Persons  With  AIDS  (HOPWA)  program,  as  well  as  the 
Comprehensive  Housing  Affbrdabihty  Strategy  (CHAS)  and  the  non-housing 
Community  Development  Plan.   The  Consolidated  Plan  and  Submission  is 
designed  to  replace  the  current  Community  Planning  and  Development  (CPD) 
planning  and  appUcation  requirements  with  a  single  submission. 

NCDA  and  NAHRO  are  both  supportive  of  the  development  of  a  more  efficient  and 
streamlined  submission  and  the  ultimate  reduction  of  paperwork  redimdancy  and 
administration  for  local  governments.   However,  we  are  still  concerned  with  the 
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process  in  which  HUD  developed  the  Consolidated  Plan  and  Submission  and  the 
increased  level  of  work  the  "consolidation"  may  actually  cause.   We  encourage 
Congress  to  look  very  carefully  at  HUD's  proposed  consolidation  to  assess  the 
value  of  the  proposal  and  the  appropriateness  of  its  timing.   We  are  also  concerned 
about  the  proposal  to  address  homelessness  and  fair  housing  in  this  same 
document.   A  document  meant  to  be  everything  to  everyone  usually  turns  out  to 
serve  no  one  well.    If  such  a  broad  change  is  taken  with  the  consoUdated  document 
than  further  development  and  consideration  is  critical. 

3)  Another  criticism  of  the  CDBG  program  it  that  it  is  very  slow  in 
spending  funds.   In  1993  there  was  a  $3  billion  backlog  in  unspent  and 
unallocated  funds.   How  can  this  problem  be  solved? 

Congress  and  the  Administration  need  to  remember  that  CDBG  is  intended  as  a 
community  development  program,  which  by  its  nature  means  that  the  funds 
generally  will  not  be  100%  spent  within  12  months  of  appropriation.   The  process 
of  identiiying  worthwhile  projects,  documenting  their  appropriateness  and  who  the 
recipients  will  be  all  take  time.  Additionally  the  citizen  participation  process 
designed  to  set  local  priorities  takes  time  as  well. 

A  substantial  amount  of  CDBG  program  dollars  fund  projects  which  require  long- 
term  construction.   The  program's  spendout  figures  reflect  the  nature  of  these 
projects,  which  require  substantial  amounts  of  time  to  complete.   In  addition,  the 
program  only  permits  funds  to  be  drawn  down  as  work  progresses.  Thus  there  is, 
of  necessity,  a  pipeline  of  funds  awaiting  expenditure  for  projects  already 
underway.   In  any  event,  the  CDBG  program  does  not  permit  a  grantee  to  have 
more  than  1.5  times  its  annual  allocation  in  the  pipeline.   This  1.5  requirement 
reflects  the  18  months  needed  to  complete  an  average  project. 

The  funds  currently  in  the  pipeline  cannot  be  accelerated  because  most  of  them 
have  already  been  obligated  by  local  communities  for  specific  projects. 
Additionally,  local  and  federal  fiscal  years  are  not  necessarily  synchronized.  This 
means  that  localities  frequentlv  do  not  make  funding  decisions  for  the  CDBG 
program  until  more  than  six  months  into  federal  fiscal  year  and  do  not  receive 
their  funds  until  the  fourth  quarter  of  the  federal  fiscal  year.      HUD  has  pledged 
to  get  CDBG  funds  to  the  local  level  before  the  start  of  the  local  program  year, 
which  thereby  permitting  better  planning  and  utilization  of  the  program  at  the 
local  level. 

In  terms  of  outlays,  the  amount  in  the  pipeHne  is  quite  small.   For  fiscal  years 
1990-1992,  new  outlays  totalled  approximately  93%  of  the  appropriations  for  each 
of  those  years. 

4)  Do  you  have  any  views  on  the  CDBG  allocation  formula?   Is  it  fair 
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or  should  it  be  changed  and  in  what  manner? 

Congress  mandated  a  study  of  the  "adequacy,  effectiveness  aind  equity"  of  the 
existing  formula.   A  report  was  due  to  Congress  on  July  1,  1993.   To  date,  HUD 
has  not  forwarded  its  recommendation  to  Congress.      NCDA  has  formed  a 
Formula  Working  Group  Committee  to  respond  to  the  HUD  reconmaendations 
when  they  are  released.  At  this  time,  we  feel  it  is  premature  to  comment  on  the 
formula  issue  and  will  be  happy  to  provide  you  with  the  NCDA  organizational 
position,  once  HUD  has  released  its  recommendations. 

NAHRO's  primary  concern  with  the  CDBG  formula  is  what  the  impact  will  be  of 
using  1990  Census  Data.   Communities  that  will  suffer  a  loss  of  funding  under  the 
new  data  need  a  two  year  partial  "hold  harmless"  to  adjust  their  activities. 
Without  such  a  phasing  in  of  the  changes,  communities  will  not  have  time  to 
identify  other  resources  and  adjust  their  activities   and  their  needy  residents  will 
be  severely  impacted.   NCDA  supports  the  hold  harmless  provision. 

5)  Secretary  Cisneros  has  propjosed  a  LIFT  program.   This  program 
would  use  $200  million  of  CDBG  funds  for  a  competitive  grant  program  to 
provide  subsidies  to  leverage  private  investment  in  private  investment  in 
distressed  neighborhoods.   Is  this  type  of  program  better  left  to  state  and 
local  governments?  How  do  you  view  the  LTPT  proposal? 

While  NCDA  and  NAHRO  applauds  the  Administration's  efifort  to  address  a 
problem  affecting  many  of  our  urban  communities  with  an  infusion  of  targeted  and 
expanded  economic  development  resources,  we  strongly  oppose  taking  those  fiinds 
from  CDBG  for  this  pvirpose.   HUD  notes  in  it's  budget  documents  that,  "CDBG 
remains  the  most  flexible  community  building  tool  to  Mayors  and  Governors."  We 
want  to  retain  that  flexibUity  by  not  eannarking  or  further  segmenting  CDBG. 
This  concern  was  addressed  by  HUD  staff  in  a  meeting  with  national  pubUc 
interest  groups.   The  groups  were  advised  that  while  HUD  is  moving  forward  with 
the  LIFT  program,  the  funds  will  not  come  out  of  CDBG,  however  HUD  has  not 
yet  indicated  from  where  the  funding  will  come.   NAHRO  opposes  the  proposal 
that  75%  of  the  LIFT  funding  be  distributed  at  the  Secretary's  discretion.   This 
se»ms  contrary  to  HUD's  articiilated  philosophy  that  they  want  to  foster  decisions- 
making  at  the  local  level  according  to  locally  generated  planning.      NCDA  has  not 
developed  a  position  on  the  specific  elements  of  the  proposal.   We  will  advise 
members  of  the  Subcommittee  upon  adoption  of  such  a  position. 

6)  Do  you  support  the  proposal  to  make  the  matching  requirement  for 
HOME  funds  a  flat  25  percent  for  state  and  local  recipients? 

NCDA  and  NAHRO  support  a  flattening  of  the  match  reqmrement  to  25  percent 
overall.   Such  a  provision  would  eliminate  the  previous  bias  against  new 


730 


16 


construction  and  will  therefore  give  communities  the  ability  to  choose  their  HOME 
program  activities  based  on  local  housing  needs. 

7)        What  types  of  programs  have  you  used  HOME  funding  for? 

Most  Participating  Jurisdictions  have  used  their  HOME  funds  for  an  assortment 
of  the  eUgible  activities,  including:  rental  rehabilitation,  first-time  homebuyer 
programs,  owner-occupied  rehabilitation,  new  construction,  land  acquisition  and 
tenant-based  rental  assistance.   The  national  figures  show: 

Activity  Type 

Rehabihtation  70.0% 

New  Construction  20.5% 

Acquistion  6.5% 

Rental  Assistance  3.0% 


Project  Type 

Rental  60.4% 

Owner-Occupied  Rehabilitation  25.8% 

First-Time  Homebuyer  13.8% 

The  HOME  program  has  also  exceeded  the  benefit  targeting  guidelines  dictated  by 
Congress  in  the  original  HOME  legislation.   According  to  the  report  issued  by 
HUD  on  March  31,  1994,  over  56.7%  of  the  HOME  funds  expended  for  rental 
projects  has  gone  to  serve  those  persons  at  0-30  percent  of  the  area  median  income 
and  31.8  percent  for  those  persons  whose  income  falls  between  31  and  50  percent 
of  the  area  median.   In  terms  of  homeowner  activity,  the  benefits  are  more  evenly 
distributed  with  26.4  percent  of  the  funds  serving  those  persons  between  31-50 
percent  of  the  area  median  and  26  percent  serving  those  between  0-30  percent  of 
the  area  median  income. 

8)  Other  than  an  increase  in  funding,  how  can  the  HOME  program  be 

improved  to  make  it  responsive  to  state  and  local  needs? 

Certainly  with  the  passage  of  the  "Multifamily  Housing  Property  Disposition 
Reform  Act  of  1994"  and  the  publication  of  the  Fifth  Interim  rule,  both  of  which 
reflect  recommendations  made  last  year  by  NCDA,  NAHRO  and  the  other  national 
organizations  representing  local  and  state  governments,  the  HOME  program  has 
become  more  manageable.   Our  recommendation  would  be  further  simplification  of 
the  regulations  as  well  as  some  additional  technical  changes  to  the  legislation.   We 
have  included  a  list  of  possible  regulatory  changes  and  will  be  submitting,   with 
several  other  nationad  organizations,  some  additional  legislative  recommendations 
for  H.R.  3838.   We  also  suggest  that  similar  to  the  efifort  being  undertaken  in  the 
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Empowerment  Zone  and  Enterprise  Community  efiFort,  as  part  of  the  consolidated 
plan  process  HUD  should  permit  local  jurisdictions  to  identify  regulatory  waivers 
that  woxild  improve  their  ability  to  respond  to  local  needs. 


Again,  NCDA  and  NAHRO  appreciate  the  opportunity  to  respond  in  detail  to  the 
concerns  of  members  of  the  Subcommittee. 


Sincerely, 

Daniel  P.  Henson,  in 

Commissioner 

Housing  and  Commiinity  Development 

Baltimore,  Maryland 

Enclosures 
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Regulatory  Changes  to  the  HOME  Program: 

1.  HOME  Activity  Delivery  Costs:  Conform  the  treatment  of  activity  delivery  costs 
under  the  HOME  program  to  that  under  the  CDBG  program,  ie.,  aJlow  them  to  be 
charged  to  the  eligible  activity  with  which  they  are  associated.    In  addition,  include  the 
cost  of  monitoring  project  compliance  as  an  eligible  delivery  cost. 

2.  Definition  of  HOME  Project:  Permit  Participating  Jurisdictions  (PJs)  the  flexibility 
to  define  what  constitutes  a  HOME  project  rather  than  limiting  a  project  to  site(s)  or 
building(s)  within  a  four  block  area. 

3.  Use  of  HOME  Funds  for  Initial  Project  Operating  Reserves:  Remove  the 
restriction  in  the  regulations  which  limits  funding  for  a  projects  operating  deficit  reserve 
during  rent-up  to  18  months.   Instead  of  an  arbitrary  time  limit,  PJs  should  be  required 
to  maintain  evidence  of  an  agreement  with  the  mortgage  lender  that  funding  for  such  a 
reserve,  once  no  longer  needed,  will  be  returned  for  use  in  HOME-eligible  activities. 
This  would  facilitate  use  of  HOME  funds  in  risk-sharing  arrangements  by  PJs.   Not 
only  should  this  be  permitted  for  new  construction  and  sub  rehab  projects,  but  for  mod 
rehab  projects  as  well. 

4.  Increase  in  FHA  Mortgage  Insurance  Limits:   Immediately  publish  the  20 
percent  increase  in  the  221(d)(3)  multifamily  mortgage  insurance  limits  (which 
establishes  the  maximum  HOME  subsidy  limit)  authorized  by  the  1992  amendments  in 
order  to  allow  use  of  the  higher  limits  for  HOME-assisted  rental  housing.  This 
increase  is  critical  to  making  projects  feasible  in  high  cost  areas. 

5.  Equity  Investments  for  Project  Financial  Work-outs:  Clarify  that  equity 
investments  made  as  part  of  the  financial  wori<-out  of  an  existing  low-income  housing 
project  are  an  eligible  use  of  HOME  funds.  The  cun'ent  regulations  require  the 
property  to  be  acquired,  rehabed,  or  constructed  in  order  for  HOME  funds  to  be  used. 
This  is  an  unnecessary  requirement  and  may  undermine  use  of  HOME  funds  to 
preserve  affordable  housing  where  it  is  appropriate. 

6.  C/MI  System  Projects:  Permit  PJs  to  establish  as  projects  with  the  Cash  and 
Management  Information  System  (C/MIS)  homeownership,  including  rehabilitation, 
programs  rather  than  a  separate  project  for  each  household  assisted. 

7.  Pre-environmental  Clearance  Cost  -  Make  pre-environmental  clearance  activity 
costs  reimbursable  activity  delivery  costs  in  order  to  permit  PJs  to  undertake  them. 
Under  current  HUD  interpretation,  costs  associated  with  pre-environmental  clearance 
(NEPA)  activities  may  not  be  reimbursable  for  specific  projects.   Only  costs  associated 
with  post-NEPA  clearance  would  be  reimbursable.  Therefore  such  costs  as 
appraisals,  environmental  (lead/asbestos)  inspections,  energy  calculations,  architects, 
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civil  engineers,  outside  consultants  to  do  market  studies  cannot  be  charged  to  the 
project,  if  the  NEPA  clearance  has  not  been  approved.    PJs,  developers  and 
nonprofits  depend  on  these  activities  to  move  forward  on  projects;  however,  if  such 
expenses  are  not  reimbursable,  then  prospective  projects  will  not  be  pursued. 

8.  Additional  Forms  of  Matching  Contributions:   in  the  event  that  the  current  law 
matching  requirements  are  not  changed,  clarify  that  the  difference  between  acquisition 
cost  and  the  appraised  value  of  land  or  other  real  property,  acquired  with  or  without 
federal  resources,  is  eligible  match.  The  regulations  cun-ently  allow  such  a  differential 
to  count  in  the  case  of  properties  acquired  from  RTC  for  affordable  housing.  Also 
consider  owner  contributions  as  match,  in  terms  of  land,  owner  investment  or  private 
debt. 

9.  Projects  out  of  Compliance:  Clarify  that,  in  the  event  that  a  project  which  a  PJ 
funds  falls  out  of  compliance  with  the  requirements  of  HOME,  the  jurisdiction  shall  first 
seed  to  return  the  project  to  compliance,  than  if  necessary  make  reasonable  efforts  to 
see  that  the  project  developer  repays  the  HOME  subsidy;  but  in  the  event  that  the 
developer/owner  cannot  repay  the  subsidy,  permit  HUD  to  reduce  future  grants  but  not 
require  the  jurisdiction  to  repay  such  subsidy  to  its  HOME  trust  fund  or  to  HUD. 

10.  Housing  Quality  Standards  and  HOME-Assisted  Housing:  Exempt  housing 
units  receiving  $5,000  or  less  in  HOME  funds  for  weatherization,  emergency 
assistance,  home  repair,  or  accessibility  from  Section  8  Housing  Quality  Standards. 
This  would  permit  PJs  to  address  emergency  or  life  threatening  problems,  or  prevent 
further  deterioration  of  a  unit. 

1 1 .  Environmental  Review:  Provide  an  exemption  from  the  requirements  for  rehab 
or  one  to  four  units  and  all  owner-occupied  rental  and  homeownership  projects  and 
provide  flexibility  by  permitting  one  environmental  review  for  projects  receiving  both 
HOME  and  CDBG  funds.   Where  the  HOME  program  determines  a  project  to  be 
rehab  for  environmental  review  purposes,  allow  that  determination  to  supersede  that  of 
HUD'S  environmental  review  staff. 

12.  CHOO  Operating  Funds:  Clarify  that,  at  the  discretion  of  the  PJ,  the  up  to  5 

percent  of  its  allocation  which  may  be  made  available  for  CHDO  operating  assistance 
may  be  taken  from  within  or  outside  the  CHDO  set-aside. 

13.  Drawdown  of  HOME  Funds:   Increase  from  15  to  30  days  the  time  frame 
within  which  funds  drawn  down  must  be  spent.   The  15-day  time  limit  is  particularty 
burdensome  for  urban  counties  and  consortia  which  deal  with  multiple  subrecipients. 

14.  Definition  of  Net  Proceeds  for  Homeownership:  Clanfy  that  the  definition  of 
net  proceeds  includes  improvements  made  to  the  property  by  the  owner. 

15.  Spending  HOME  Funds:   Clarify  that  PJs  may  commit  FY93  HOME  funds  prior 
to  having  fully  committed  FY92  funds  in  order  to  permit  them  to  take  advantage  of 
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opportunities  such  as  the  acquisition  of  land  for  affordable  housing.  Also  eliminate  the 
provision  that  program  income  must  be  spent  before  further  funds  are  drawn  down  for 
the  same  reasoning. 

16.  Recognition  of  Match:   Should  the  existing  matching  requirement  not  be 
changed  as  recommended  above,  allow  PJs  to  begin  accruing  match  for  HOME 
eligible  activities  as  soon  as  they  have  signed  their  FY93/FY94  HOME  agreements, 
rather  than  waiting  until  they  begin  drawing  down  their  P/93/Pf'94  funds. 

17.  C/M!  System  For  Tenant  Assistance:   Eliminate  the  requirement  that  specific 
information  (social  security  number,  amount  of  tenant  contribution,  amount  of  subsidy) 
be  provided  up  front  on  each  tenant  to  be  assisted  with  HOME  funds,  requiring 
instead  that  such  information  be  contained  in  the  completion  report.  PJs  should  be 
required  to  indicate  up  front  the  number  of  tenants  expected  to  be  assisted  and  the 
total  amount  of  subsidy  expected  to  be  provided. 

18.  C/MI  System  and  CHDOs:  Allow  CHDO  projects  to  be  set-up  in  the  C/MIS 
(therefore  show  them  as  a  commitment)  prior  to  complete  CHDO  identification  of  all 
financial  sources  and/or  completion  of  approval/filing  as  a  CHDO.   This  would  enable 
PJs  to  commit  their  CHDO  monies  faster  rather  than  waiting  for  the  lengthy  CHDO 
approval  process. 

19.  Limitation  on  Use  of  HOME  With  FHA  Mortgage  Insurance:  Remove  the 
requirement  that  the  HOME  affordability  period  corresponds  to  the  term  of  an  FHA 
insured  mortgage  when  HOME  funds  are  used  in  connection  with  housing  financed 
with  a  mortgage  insured  by  HUD.     HOME  affordability  requirements  should  revaii. 

20.  Property  Value  Limits:  Allow  local  jurisdictions  to  base  property  value  limits  on 
the  area  median  income  as  provided  in  the  statute. 

^    21.   Definition  of  Affordable  for  Subsequent  Low-Income  Borrower:    Eliminate 
the  regulatory  requirement  that  first-time  homeownership  units  be  made  affordable  to 
the  subsequent  low-income  buyer  at  a  price  that  is  30%  of  75%  of  median  income. 
The  statute  requires  that  the  unit  be  affordable  but  does  not  specify  the  actual  amount. 
PJs  should  be  given  the  option  to  define  what  is  affordable  to  another  low-income 
purchaser. 

^  22.    Definition  of  SRC  under  HOME:   Conform  HOME'S  definition  of  Single  Room 
Occupancy  (SRO)  projects  to  that  used  in  other  federal  programs  such  as  the 
McKinney  Homeless  and  Shelter  Plus  Care  programs,  thus  allowing  HOME  to  be  used 
in  combination  with  these  programs. 

23.    Flexibility  with  Davis-Bacon:   Eliminate  Davis-Bacon  requirements  for  HOME 
projects  of  12  units  or  more,  but  scheduled  to  be  sold  to  individuals  as  separate  units. 
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(Responses  fron  Ms.  Crystal) 

Coalition 


for  Low-Income  Community  Development 


Answers  to  Questions  Posed  by  Rep.  Michael  N.  Castle 

to  the  Coalition  for  Low-Income  Community  Development 

on  March  16.  1994  hearing  on  H.R.  3838 

1.  Yes,  we  do  agree  with  the  Inspector  General's  report    We  do  believe  that 
the  neediest  communities  are  not  benefiting  from  the  CDBG  program  as  well 
as  it  could    There  are  numerous  accounting  flaws  in  the  CDBG  program  that 
allow  the  funds  to  be  inappropriately  (although  not  illegally)  spent  in 
communities  that  are  not  really  lower  income.    The  two  major  accovmting 
flaws  are  not  using  proportionate  accounting,  and  using  the  "quartile  option." 
I  have  attached  a  copy  of  CL-ICD's  winter  publication  which  focuses  on  just 
this  problem  -  targeting  and  the  CDBG  program.    In  it  we  discuss  the 
Inspector  General's  report  and  detail  a  brief  history  of  targeting  and  the 
CDBG  program.    In  particular  we  discuss  how  the  low-mod  numbers 
reported  are  greatly  inflated  (see  attached  pages  11  &  15). 

2.  CL-ICD  is  in  favor  of  returning  to  an  application  process  for  CDBG. 
Currently  there  is  no  "up  front"  review  by  HUD  of  how  CDBG  dollars  are 
being  spent    This  is  an  entitlement  program  and  cities  and  states  receive 
their  allocation  regardless  of  how  it  plans  on  spending  it    If  there  ends  up 
being  a  problem  with  the  spending  patterns,  HUD  must  discover  it  during 
their  monitoring  and  then  hope  to  recover  the  funds.    The  problems  with 
this  system  are  obvious. 

a.  HUD  must  actually  discover  there  is  a  problem.    HUD  is  grossly 
understaffed  and  simply  does  not  have  the  capacity  to  monitor  the  program 
very  closely. 

b.  There  is  no  good  mechanism  for  sanctioning  jurisdictions  who  do 
not  perform  welL    The  review  and  appeal  process  is  cumbersome  and  rarely 
results  in  significant  disciplinary  actions  to  communities  doing  a  poor  job  of 
using  CDBG  funds.    Likewise  there  is  no  reward  system  for  jurisdictions 
doing  well    If  the  stick  approach  is  hard  to  implement  perhaps  using  a 
carrot  would  help.    The  problem  is  that  this  is  an  entitlement  program  and 
jurisdictions  get  the  funds  (for  the  most  part)  regardless  of  their 
performance. 

3.  We  do  not  believe  that  the  CDBG  program    (overall)  is  unusually  slow  in 
spending  its  funds.    Some  particular  communities  may  be,  but  for  the  most 
part  the  funds  do  get  allocated  in  an  appropriate  time  frame.    The  actual 
drawing  down  of  the  funds  can  sometimes  appear  slow  because  the  program 
is  developing  housing  and  infrastructure  and  cannot  actually  draw  down 
funds  until  the  project  is  on  line.   The  funds  are  allocated  by  the 
communities  but  may  not  be  ready  to  draw  down  the  funds. 
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4.  Our  coalition  does  not  have  a  specific  position  on  changing  the  allocation 
formula.    Our  general  philosophy  about  how  the  program  dollars  should  be 
spent  focuses  on  the  neediest  commtinities.    Since  CDBG  is  funded  by  scarce 
(and  becoming  scarcer)  federal  dollars,  we  believe  the  funds  should  go  to 
our  nation's  poorest  communities.    We  believe  that  poverty  factors  should 
weigh  in  heavily  in  changing  the  allocation  formula. 

5.  HUD  is  proposing  legislative  language  to  authorize  its  new  initiative,  the 
Neighborhood  "Leveraged  Investments  for  Tomorrow"  (LIFT)  Program.    An 
appropriation  of  $200  million  will  be  requested  for   1995  from  the  CDBG 
account.    In  its  budget  report  HUD  states  that  "this  project-based 
neighborhood  economic  development  program  will  stimulate  investment 
in  economic  and  physical  revitalization  projects  to  improve  the  quality  of 
life  in  development  projects  that  further  the  comprehensive  revitalization 
of  distressed  urban  neighborhoods." 

Eligible  applicants  will  be  units  of  local  government,  with  funds  to  be 
awarded  through  a  national  competition  based  on  selection  criteria  in  the 
statute,  along  with  other  factors  to  be  published  by  HUD  in  program 
regulations  and  the  Notice  of  Funding  Availability  (NOFA).    Eligible 
activities  will  include  specific  industrial,  commercial,  or  mixed-used  real 
estate  projects.    Only  entitlement  communities  appear  to  be  eligible  for 
LIFT  grants.    This  information  about  HUD's  proposal  is  based  on  what  we 
have  read  prior  to  the  release  of  their  actual  legislative  package  (which  is 
not  available  as  of  this  writing). 

Our  concerns  are  outlined  as  follows: 

a.  Funding.    As  it  is  currently  proposed,  it  appears  that  the  $200 
million  funding  for  this  program  will  come  "off  the  top"  of  the  CDBG 
appropriation.    We  hope  that  if  this  $200  million  program  is  authorized. 
Congress  would  authorize  at  least  $4.6  billion  for  the  overall  CDBG  program. 
This  would  allow  CDBG  to  not  experience  an  overall  budget  reduction  from 
FY  1995. 

b.  Protection  of  funding  for  States  &  Small  Cities  Program.    It  appears 
at  this  time  that  only  entitlement  communities  are  eligible  for  this 
competitive  program.  If  that  is  the  case,  CL-ICD  strongly  urges  that  funds 
used  for  the  program  are  taken  directly  from  entitlement  communities.    The 
small  towns  and  rural  areas  that  are  part  of  the  States  and  Small  Cities 
program  should  not  receive  a  cut  in  their  funding  level  because  of  a 
competitive,  urban  set-aside  program. 

c.  Different  tiers  for  competition.    Most  competitive  programs  favor 
the  larger  entitlement  communities.    There  has  been  some  concern  raised 
by  smaller  entitlement  communities  that  only  the  very  major,  urban  areas, 
would  likely  receive  LIFT  funds.    We  recommend  that  HUD  incorporate 
different  tiers,  based  on  population  size,  as  part  of  its  competitive 
application  process. 

d.  Need  for  neighborhood  economic  development  versus  downtown 
developnicnt.    Our  interest  in  the  program  is  centered  on  it  being  a 
neighborhood-oriented  economic  development  program.     We  will  support 
LIFT  if  it  is  clear  that  the  goals  of  the  projects  funded  are  based  on 
increasing  the  neighborhood's  economic  base,  and  that  residents  of  the 
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community  as  well  as  neighborhood  non-profit  organizations  are  directly 
involved  in  the  planning.    Neighborhood  residents  should  benefit  directly 
from  the  projects  funded  through  jobs  and  the  receipt  of  credit  for 
residential  business  ventures. 

e.    Involvement  of  CDCs  and  community-based  non-profits.    We 
recommend  that  capitalization  funds  and  investment  opportunities  for  the 
neighborhood  be  administered  through  joint  ventures  with  CDCs  and 
community-based  non-profits. 

Questions  on  the  HOME  program. 

Our  Coalition  is  organized  only  around  the  CDBG  program  and  therefore  we 

do  not  address  the  HOME  program. 

If  you  would  like  any  additional  information  about  our  Coalition,  the  work  we 
do.  especially  as  it  related  to  increasing  the  targeting  of  the  program  to 
lower-income  people,  please  contact  Karen  Stokes,  Executive  Director  of 
CL-ICD,  at  (410)  945-2835. 
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Low-Mod  Targeting  of  CDBG: 
Greatly  Inflated  Numbers  are  Reported 


As  noted  in  our  article  on  the  Annual  Report  in  this 
issue  and  in  previous  issues,  the  percentage  of  CDBG 
funds  reportedly  spent  for  the  benefit  of  low-  and 
moderate-income  persons  is  significantly  inflated. 
Because  the  entire  cost  of  a  CDBG  activity,  not  just  the 
proportion  of  funds  which  actually  benefit  lower- 
income  people,  can  be  counted  as  benefiting  lower- 
income  people,  the  percentage  of  funds  that  HUD 
reports  as  targeted  to  this  national  objective  is  quite 
misleading. 
Area-Wide  Benefits 

This  inflation  is  especially  prevalent  when  the  area- 
wide  benefit  test  is  used  to  measure  benefit  to  low/ 
mod  persons.  A  project  can  meet  the  area-wide 
benefit  test  if  at  least  51%  of  the  residents  of  a 
geographic  area  are  lower-income.  Therefore,  100%  of 
the  funds  spent  on  a  project  can  be  credited  as 
benefiting  lower-income  people,  when  in  fact,  only 
51%  of  those  funds  may  actually  benefit  them,  while 
49%  of  the  money  benefits  those  with  higher  incomes. 

For  the  first  time,  HUD  has  acknowledged  in  its 
1993  Annual  Report  that  the  problem  of  inflated 
figures  regarding  targeting  exists.  HUD  pointed  out 
that,  "Statements  in  this  report  about  the  extent  to 
which  funds  have  been  used  for  activities  that  benefit 
low-  and  moderate- income  persons  may  be  misleading 
concerning  the  degree  to  which  low-  and  moderate- 
income  persons  benefit  from  program  expenditures." 
Furthermore,  HUD  states  that  the  91.4%  of  funds  that 
they  reported  as  meeting  the  low-  and  moderate- 
income  objective  did  not  solely  benefit  those  persons. 

Recognizing  this  fact,  HUD  used  a  method  of 
analysis  that  took  the  51%  figure  into  account  and 
came  up  with  numbers  that  probably  correspond 
more  closely  to  the  degree  that  lower-income  persons 
actually  do  benefit.  For  example,  only  65.6%  of  the 
expenditures  measured  by  the  area-wide  test  that 
were  reported  to  have  met  the  nahonal  objective  of 
lower-income  benefit  actually  did  so.  The  other  tests 
did  better:  the  percent  of  funds  benefiting  lower- 
income  persons  for  activities  qualifying  under  the 
Limited  Clientele  test  was  89.9%  and  for  the  Job 
Creation  or  Retention  test,  the  figure  was  74.6%.  The 
Housing  test  is  the  easiest  to  apply,  and  so  94.8%  of 
the  funds  reported  as  benefiting  lower-income  persons 
actually  did  so. 
How  the  Quartile  Option  Works 

The  "quarhle"  or  "exception"  option  is  an  additional 
way  that  the  actual  targeting  of  lower-income  persons 
is  not  accurately  reported.  The  law  states  that  an 
activity  designed  to  serve  an  area  generally: 


•  "shall  be  considered  to  principally  benefit  persons 
of  low  and  moderate  income  if  (our  emphasis)  not  less 
than  51  percent  of  the  residents  of  such  area  are 
persons  of  low  and  moderate  income,"  and 

•  it  "in  any  metropolitan  city  or  urban  county,  the 
area  served  by  such  activity  is  within  the  highest 
quartile  (our  emphasis)  of  all  areas  within  the 
jurisdiction  of  such  city  or  county  in  terms  of  the 
degree  of  concentration  of  persons  of  low  and  moderate 
income."  (Sec.  105(c)(2)(A)  of  the  CDBG  law) 

In  practice,  this  part  of  the  law  means  that  a 
jurisdiction  can  count  100%  of  an  activity  toward  the 
low/mod  benefit  if  even  less  than  51%  of  an  area  is 
lower  income.  Here's  an  example  that  shows  how  it 
works: 

An  urban  county  such  as  Fairfax  County,  VA  —  a 
mostly  wealthy  suburb  of  Washington,  D.C.  —  does 
not  have  any  areas  virith  a  51%  or  more  concentration 
of  lower-income  residents.  However,  if  Fairfax  County 
wants  to  build  a  water  system  with  CDBG  funds,  it 
must  measure  whether  this  activity  meets  the  low/ 
mod  objective  by  using  the  area-wide  test.  Since 
Fairfax  County  doesn't  have  a  51%  concentration  of 
lower-income  persons  anywhere  in  the  county,  it  can 
use  the  quartile  option. 

To  use  the  option,  first,  the  county  makes  a  listing 
of  the  percentages  of  lower-income  people  concentrated 
in  each  census  block  group  within  the  county.  The 
listing  is  from  highest  to  lowest.  Second,  the  county 
divides  the  list  of  all  the  percentages  into  four  equal 
parts.  For  example,  if  the  county  has  20  census  block 
groups,  there  are  going  to  be  five  percentages  in  each 
of  the  four  parts.  These  four  parts  are  known  as 
"quartiles."  Third,  thecounty  looks  at  the  top  quartile 
(the  five  percentages  that  are  the  highest)  and  identifies 
the  lowest  percentage  listed  in  that  particular  part. 
Fairfax  County  may  have  40.3%,  37.9%,  32.4%,  30. 1%, 
and  22.3%  listed  in  their  top  quartile.  The  lowest 
percentage  in  that  group  is  22.3%,  and  that  is  the 
percentage  that  replaces  the  51%  requirement  that 
other  jurisdictions  must  follow.  The  22.3%  is  called 
Fairfax  County's  exception  percentage. 

So,  Fairfax  County  has  an  exception  percentage  of 
22.3%.  This  means  that  if  an  area  in  the  county  has  at 
least  22.3%  lower-income  residents,  the  area-wide 
benefit  test  can  be  used  to  qualify  the  funds  as  meeting 
the  national  objective  of  benefiting  lower-income 
persons. 

If  Fairfax  County  uses  $1,000  of  CDBG  funds  to 
build  its  water  system  in  an  area  where  there  are  22.3% 

(See  LOW-MOD  »S,  Continued  on  page  15) 
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(TARGETING,  Continued  from  page  14) 

targeting;  40%  to  "very  low  income"  people. 
Eventually,  Rep.  Henry  Gonzalez  (D-TX)  introduced 
H.R.  4,  targeting  75%  to  low/mod.  The  Senate  was 
silent.  Emerging  from  Conference  Committee,  CDBG's 
"principal"  benefit  standard  inched  up  to  60%  to  low/ 
mod. 

Anna  Kondratas  and  the  Hope  For  Greater  Targeting 
Jack  Kemp's  Assistant  Secretary  for  CPD,  Anna 
Kondratas,  indicated  a  sincere  interest  in  improved 
targeting.  Although  very  conservative,  Kondratas 
believed  that  if  any  federal  money  was  to  be  spent  for 
community  development,  it  should  focus  on  people 
who  were  truly  in  need.  She  worked  very  closely  with 
the  Coalition  for  Low-Income  Community 
Development  (CL-ICD). 

CL-ICD  recommended  adding  a  "second  tier"  of 
targeting,  an  amount  devoted  to  people  with  incomes 
below  50%  of  the  area-wide  median.  Specifically,  it 
aimed  for  75%  of  CDBG  to  reach  people  with  incomes 
below  80%  of  the  areawide  median  and  40%  to  be 
spent  on  activities  benefiting  people  with  incomes 
below  40%  of  the  area-wide  median.  Amazingly,  the 
Bush/Kemp  Administration  agreed  with  the  75%  level, 
but  not  the  second  her. 

Another  CL-ICD  posiHon  was  a  part  of  the  Kemp/ 
Kondratas  legislative  package:  "proportionate 
accounting."  CL-ICD  and  HUD  wanted  the  amount 
of  CDBG  money  counted  as  'Taenefiting"  lower-income 
people  to  be  proportionate  to  the  actual  benefit.  For 
example,  an  "economic  development"  project  that 
uses  5100,000  in  CDBG  and  generates  53  lower- 
income  jobs,  along  with  47  other  jobs  (for  a  total  of  100 
jobs),  allows  a  city  to  count  all  5100,000  toward  its 
obligation  to  use  [at  the  time]  60%  of  its  CDBG  to 
benefit  lower-income  people.  Proportionate  accounting 
would  reduce  the  "inflahon"  by  counting  only  553,000 
toward  the  60%  obligation  because  only  53%  of  the 
beneficiaries  were  lower-income  people. 

CL-ICD  also  considered  proposing  the  use  of  a 
"jurisdiction's"  median  income  instead  of  using  the 
"area-wide"  median  income.  In  most  places  the  use 
of  the  area-wide  median  greatly  inflates  the  standards 
of  80%  and  50%  of  median  because  the  affluent 
suburbs  get  counted  in  the  mix.  For  instance,  in 
Cleveland  in  1992,  a  four-person  household  could 
have  an  income  of  531,000  and  still  count  toward 
CDBG's  "primary  objective."  People  at  the  poverty 
level  could  be  completely  ignored.  Ultimately,  CL- 
ICD  did  not  aggressively  pursue  this  possible  targeting 
reform  due  to  a  lack  of  internal  consensus  both  within 
the  organizaHon  and  HUD. 

HUD  also  sought  to  include  an  "anti-poverty"  plan 
as  part  of  CDBG,  and  to  require  affluent  counties  to 
spend  100%  of  its  CDBG  for  lower-income  people. 


All  of  this  was  vehemently  rejected  by  the  Senate 
in  late  1989.  Later  in  1990,  the  National  Affordable 
Housing  Act  (NAHA)  was  passed.  In  it,  the  CDBG 
"Primary  Objective"  threshold  was  raised  to  70%.  (No 
second  tier,  no  proportionate  accounting,  no  anti- 
poverty  plan.) 

Into  the  Future 

During  the  earliest  days  of  the  Clinton 
Administration,  HUD  attempted  to  push  a  lot  of  extra 
money  out  the  door  as  a  "stimulus"  to  the  economy. 
CDBG  would  have  been  its  vehicle,  had  the  initiative 
not  imploded  in  on  itself.  At  the  time,  there  were 
many  rumors  about  an  intent  to  exempt  the  "stimulus" 
from  lower-income  benefit.  For  a  while  too,  the 
Clinton  Administration  considered  exempting  the 
CDBG  Section  108  Loan  Guarantee  Program  from  the 
"Primary  Objechve."  Clearly,  the  struggle  that  took 
shape  in  1971  under  Nixon  conhnues  today  under 
Clinton. 

For  more  information,  contact  Ed  Gramlich,  Center 
for  Community  Change,  1000  Wisconsin  Avenue, 
N.W.,  Washington  DC  20007,(202)342-0567.  th 
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lower-income  persons,  the  total  51,000  is  counted  as 
benefiting  lower-income  persons.  In  actuality,  77.7% 
of  the  area  is  populated  by  residents  with  incomes 
over  the  moderate-income  level.  Of  that  $1,000  in 
CDBG  funds,  5777  was  spent  for  those  above  the 
moderate-income  level. 

Inflated  Targeting  Reports 

Fairfax  County  reports  how  it  spent  its  CDBG 
funds  in  its  GPR.  The  report  goes  to  HUD  and 
eventually  the  percent  of  funds  that  HUD  says  benefited 
low/mod  persons  is  compiled  for  the  entire  country. 
The  word  of  caution,  then,  is  to  be  aware  when 
looking  at  a  GPR  that  targeting  percentages  can  very 
well  be  inflated  with  the  quartile  ophon. 

To  obtain  accurate  information,  contact  your  local 
HUD  office  and  find  out  if  an  exception  percentage  is 
used  in  your  area.  tA 
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(MR.     DOBSON'S    RESPONSES) 
Rep.  Michael  N.  Castle  -  Questions  for  Witnesses 


1.  The  HUD  Inspector  General  has  reported  that  some  communities  receiving  CDBG 

grants  are  not  funding  projects  that  truly  benefit  low-  and  moderate-income  persons. 
Do  you  have  any  comments  on  this  issue?    Specifically,  do  you  think  it  is  a  problem 
and  how  can  we  ensure  that  these  funds  go  for  true  community  development  projects 
and  are  not  just  used  as  some  nice  extra  money  for  cities  and  local  governments  to 
use? 

It  is  CUED's  opinion  that  the  Inspector  General  often  makes  assumptions  about  projects 
based  on  what  HUD  perceives  as  inadequate  documentation  by  localities.    Certainly,  there 
may  be  anecdotal  examples  of  communities  not  using  CDBG  for  low-  and  moderate-income 
(LMI)  people.    Projects  that  offer  clear  benefits  to  LMl  persons  but  have  inadequate 
documentation  were  included  among  these.    The  problems  that  communities  have  had  with 
providing  adequate  documentation  often  resulted  from  HUD's  onerous  paperwork 
requirements.    Recent  statutory  changes  and  expected  regulatory  changes  aimed  at  reducing 
these  requirements  will  likely  reduce  the  number  of  anecdotes  to  which  the  Inspector 
General  can  point. 

We  do  not  believe  this  is  a  substantial  problem.    While  we  endorse  the  Committee's  efforts 
to  punish  those  grantees  that  clearly  breach  faith  with  the  taxpayers,  we  feel  that  most  of 
the  "technical  violations"  of  regulatory  compliance  requirements  have  resulted  from 
impractical  requirements. 


2.  What  is  your  view  of  the  HUD  application  and  decision  process  for  CDBG  grants? 

How  can  it  be  improved?    Should  HUD  combine  the  CDBG  and  HOME  application 
processes? 

CUED  has  no  major  objections  with  the  CDBG  grant  process.    We  are,  however,  concerned 
that  HUD  continues  to  add  new  entitlement  communities  while  they  are  restrained  by 
statute  to  provide  only  70  percent  of  all  CDBG  funds  to  that  growing  number.    The  result  is 
that  more  and  more  cities  are  dividing  an  inadequately  funded  "pie." 


3.  Another  criticism  of  the  CDBG  program  is  that  it  is  ver\'  slow  in  allocating  funds. 

In  1993  there  was  a  $3  billion  backlog  in  unspent  and  unallocated  fimds.    How  can 
this  problem  be  solved? 

The  primary  reason  that  there  is  a  backlog  is  that  certain  projects  are  difficult  and  take  time 
to  put  together.    For  the  project  to  go  forward,  the  funds  must  be  allocated  in  advance. 
Complex  projects  are  difficult  to  undertake  in  a  short  time;  however,  thoughtful 
consideration  needs  to  be  given  on  how  to  speed  this  process.    CUED  would  be  glad  to 
help  bring  together  communities  and  HUD  to  work  on  suggestions  to  improve  local 
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performance  in  this  area. 


Do  you  have  any  views  on  the  CDBG  allocation  formula?    Is  it  fair  or  should  it  be 
changed  and  in  what  manner? 


CUED  does  not  hold  a  position  on  this  issue. 


5.  Secretary  Cisneros  has  proposed  a  LIFT  program.    This  program  would  use  $200 

million  of  CDBG  fiinds  for  a  competitive  grant  program  to  provide  subsidies  to 
leverage  private  investment  in  distressed  neighborhoods.    Is  this  type  of  program 
better  left  to  state  and  local  governments?    How  do  you  view  the  LIFT  proposal? 

At  this  time,  CUED  does  not  have  enough  information  about  the  LIFT  proposal  to 
comment  on  it.   As  a  general  principle,  we  support  any  initiative  aimed  at  putting  the  "UD" 
back  in  HUD,  and  we  view  the  LIFT  proposal  in  this  light.    However,  we  have  not  been 
consulted  in  the  program's  design. 


The  National  Council  for  Urban  Economic  Development  does  not 
deal  with  housing  issues  in  relationship  to  the  HOME  Program. 
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March  16,  1994,  Housing  Subcommittee  Hearing  on 
CDBG  Program  and  Home  Investment  Partnership  Program 

RESPONSE  TO  QUESTIONS  FROM  REP.  MICHAEL  CASTLE 
FROM  PATRICIA  PAYNE 


Community  Development  Block  Grant  Program  (CDBG) 

1 .  CDBG  Effectiveness  at  Targeting  Low  and  Moderate  Income 
Persons. 

I  understand  your  concerns  about  the  finding  by  the 
Inspector  General  that  some  communities  receiving  CDBG 
grants  have  not  funded  projects  that  truly  benefit  low  and 
moderate  income  persons.   This,  COSCDA  believes,  is  an 
exception.   In  Maryland,  my  department  has  administered  the 
non-entitlement  portion  of  the  CDBG  Program  for  eight  years. 
During  this  period  approximately  90%  of  the  funds  have  gone 
to  local  projects  which  assist  our  low  and  moderate  income 
citizens.   This  is  typical  of  other  states.   In  addition, 
the  majority  of  the  large  cities  or  entitlements  under  the 
CDBG  Program  use  their  funds  to  assist  the  low  and  moderate 
income  population  as  well.   However,  there  will  always  be  a 
few  who  violate  the  rules.   HUD's  approach  to  these 
violators  should  be  changed.   Instead  of  establishing  more 
restrictions  up-front  for  all  states  and  entitlement 
jurisdictions  regardless  of  their  performance,  HUD  should 
agressively  audit  actual  use  of  funds  and  penalize  those  who 
use  the  funds  as  "nice  extra  money  for  cities  and  local 
governments."   This  approach  avoids  subjecting  all  grantees 
to  extra  paperwork  burdens. 

2 .  HUD's  Proposed  Consolidated  Application  and  Reporting 
Process . 

HUD  has  proposed  the  consolidation  of  the  application 
and  reporting  processes  for  the  HOME,  CDBG,  ESG  and  HOPWA 
programs.   There  is  an  obvious  interrelationship  among  these 
funding  sources  and  programs.   This  type  of  an  holistic 
approach  to  problem  solving  is  the  only  way,  we  as  a  nation, 
will  be  successful  in  resolving  these  problems  and  helping 
our  low  and  moderate  income  citizens  achieve  self- 
sufficiency. 

However,  practically  if  HUD  treats  this  consolidation 
as,  or  converts  it  into,  a  massive  data  collection  exercise 
to  "identify  needs"  and  report  only  on  those  "identified 
needs",  then  it  is  doomed  for  failure.   First,  the  primary 
source  of  most  data  is  the  national  Census  of  Population. 
Very  few,  if  any  states  or  local  governments,  have  data 
bases  on  housing,  community  development,  infrastructure, 
homelessness,  etc.   Funds  should  be  spent  on  programs  to 
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resolve  the  perceived  problems,  not  in  collecting 
information  to  determine  the  exact  breath  and  depth  of  the 
problems.   This  isn't  necessarily  the  ideal  way  to  approach 
problem  solving,  but  when  public  funds  are  scarce, 
priorities  are  for  problem  resolution  not  identification. 

Having  made  these  comments  let  me  reiterate  that  coming 
from  a  state  which  approaches  solving  its  housing  and 
community  development  problems  in  an  holistic  manner,  we  and 
COSCDA  are  generally  supportive  of  HUD's  intention  to 
consolidate  applications  and  reporting  for  HOME,  CDBG,  ESG, 
and  HOPWA.   However,  we  are  concerned  about  the  actual 
implementation  of  such  a  consolidation  and  would  not  support 
an  approach  which  results  in  a  massive  data  collection 
exercise. 

3 .    CDBG  Program  and  Unexpended  CDBG  Funds. 

The  backlog  of  unexpended  CDBG  funds  is  a  problem, 
COSCDA  recognizes  this,  as  do  I.   Hov/ever,  it  is  important 
to  understand  that  while  entitlements  or  large  cities  under 
the  CDBG  Program  directly  control  expenditures,  as  a  non- 
entitlement  or  state  CDBG  administrator,  we  have  only 
indirect  control  of  expenditures.   The  local  governments  to 
which  we  award  CDBG  funds  for  projects  have  direct  control 
over  expenditures.   In  addition,  HUD  requires  states  and 
local  governments  to  meet  the  identical  expenditure 
requirement:   ratio  of  total  cumulative  unspent  CDBG  funds  - 
most  recent  CDBG  annual  allocation  equal  to  1.5. 

Development  of  housing,  infrastructure,  etc., 
especially  in  rural  areas  is  a  long-term  process  often 
taking  more  than  one  and  a  half  years  to  complete  as  implied 
by  HUD's  expenditure  ratio.   In  addition,  local  capacity  and 
project  readiness  often  is  a  problem  with  many  rural  local 
governments.   To  resolve  these  problems,  we  in  Maryland  have 
recently  initiated  numerous  changes  in  administration  of  our 
CDBG  Program,  including:   1)  the  elimination  of  an  annual 
competition  for  funds  and  the  initiation  of  an  open  year- 
round  application  process;  2)  the  recapture  and  reallocation 
of  unexpended  funds;  3)  the  forward  commitment  of  funds 
under  certain  conditions;  4)  the  provision  of  intensified 
application  assistance  to  prospective  applicants  and 
management  assistance  to  grantees  with  slow  moving  projects; 
5)  the  provision  of  administrative  funds,  if  necessary,  to 
hire  local  staff  or  consultants  to  manage  projects;  and  6) 
the  development  and  distribution  of  a  manual  and  the 
scheduling  of  training  on  administration  of  local  CDBG 
programs.   Over  time  these  actions  will  increase  the  rate  of 
expenditure  of  CDBG  funds. 
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4 .  CDBG  Allocation  Formula. 

COSCDA  basically  has  no  comment  with  respect  to  the 
current  CDBG  allocation  formula  or  prospective  changes  to 
it.   The  criteria,  especially  the  percent  of  persons  in 
poverty  and  the  percent  of  stock  considered  substandard, 
will  be  drastically  changed  if  1990  Census  information  is 
used.   Some  states  and  cities  will  gain  funds  at  the  expense 
of  others.   It  would  be  difficult  for  me  to  assume  a 
particular  position,  since  I  recognize  the  existence  of  need 
for  the  CDBG  funds  nationwide.   It  is  unfortunate  that 
discretionary  funds  for  resolution  of  domestic  problems  are 
generally  scarce,  when  the  need  is  obvious. 

5.  CDBG  funds  and  the  LIFT  Program. 

COSCDA  generally  and  I  personally  are  supportive  of 
Secretary  Cisneros'  new  Neighborhood  Leveraged  Investments 
for  Tomorrow  (LIFT)  Program.   As  I  stated  previously  the 
need  for  additional  funding  to  resolve  housing  and  community 
development  needs,  particularly  in  distressed  neighborhoods, 
is  great.   However,  neither  COSCDA  nor  I  are  supportive  of 
using  $200  million  in  CDBG  funds  to  support  the  program.   We 
recommend  that  an  alternative  source  of  funds  be  used.   We 
do,  however,  support  the  ability  of  states  to  be  eligible 
applicants  for  the  LIFT  Program  funds. 

HOME  Investment  Partnership  Program 

1.  We  wholeheartedly  support  the  proposal  to  make  the  matching 
requirement  for  HOME  funds  a  flat  25  percent  for  state  and 
local  recipients.   The  two-tiered  match  unfairly  penalizes 
state  and  local  governments  which  need  new  construction  to 
address  their  housing  needs  and  creates  unnecessary 
administrative  burdens  for  states  and  HUD.   In  addition,  a 
flat  match  would  be  easier  to  track  for  HUD  and  the 
participating  jurisdiction. 

2.  We  have  used  HOME  funds  for  acquisition,  new  construction 
and  rehabilitation  of  rental  housing  and  homeownership 
projects;  owner-occupied  rehabilitation;  replacement 
housing;  settlement  expense  and  downpayment  assistance  to 
first-time  homebuyers  for  a  variety  of  housing,  including 
manufactured  housing;  settlement  cost  and  downpayment 
assistance  to  persons  with  disabilities;  acquisition  of 
group  housing;  and  for  gap  financing  with  state-funded 
projects  and  other  federal  programs. 

3.  The  HOME  program  can  be  made  more  responsive  to  state  and 
local  needs  by  removing  statutory  and  regulatory  barriers 
that  would  make  the  program  more  user  friendly.   For 
example,  simplify  rent  structure,  be  more  flexible  with 
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monitoring  guidelines  and  remove  the  more  restrictive 
requirements  under  match. 
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Response  to  Questions  from  Representative  Castle  to  Henry  Flores 

Housing  Subcommittee  Hearing  on  CDBG  Program  and  HOME  Investment 

Partnerships  Program 

March  16, 1994 


Community  Development  Block  Grant  (CDBG)  Program 

We  do  not  have  any  comments  on  the  CDBG  program. 

HOME  Investment  Partnerships  Program 

1)  Do  you  support  the  proposal  to  make  the  matching  requirement  for 
HOME  funds  a  flat  25  percent  for  state  and  local  recipients? 

We  strongly  support  this  proposal.  We  are  delighted  that  Congress 
approved  it  March  25  in  the  Multifamily  Property  Disposition  Reform  Act  of 
1994. 

2)  What  types  of  programs  have  you  used  HOME  funding  for? 

The  State  of  Texas  received  an  FY  1992  HOME  allocation  of  $31.4 
million,  to  which  v^e  have  added  $5.6  million  in  state  matching  funds.  As  of 
March  9,  95  percent  of  these  funds  were  committed.  We  made  HOME  funds 
available  for  every  HOME-eligible  activity.  Demand  for  owner-occupied 
rehabilitation,  a  high  priority  in  our  Comprehensive  Housing  Affordability 
Strategy  (CHAS),  was  particularly  great  and  received  nearly  60  percent  of  our 
FY  1992  funds.  Rental  projects  received  another  32  percent.  We  also  funded 
tenant-based  rental  assistance  and  first-time  homebuyer  programs. 

The  State  of  Texas  has  three  basic  tests  for  whether  a  HOME  project 
ought  to  be  funded: 

1)  Does  it  help  poor  people? 

2)  Does  it  change  the  future  of  the  state? 

3)  Is  it  cost-efficient? 

These  are  the  premises  under  which  we  operate  the  HOME  program  in 
the  state  of  Texas.  With  that  in  mind,  we  have  so  far  funded  over  1,783 
HOME-assisted  units,  of  which  58  percent  were  for  very  low  income  families. 
Just  over  1,000  of  those  units  serve  persons  with  special  needs,  particularly 
the  elderly  and  people  with  mental  disabilities. 
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Next  year,  we  plan  to  even  more  aggressively  direct  the  use  of  our 
funds.  In  particular,  we  expect  to  emphasize  first-time  homebuyer  programs 
and  rental  projects  in  the  next  funding  rounds.  Programs  to  create  new 
homeowners  are  critical  to  helping  lower  income  Texans  realize  the 
American  dream  of  economic  self-sufficiency.  Decent,  affordable  rental 
housing  is  also  sorely  needed  for  those  not  yet  able  to  attain  homeownership. 

I  am  pleased  to  report  that  we  have  had  an  excellent  response  from 
CHDOs.  We  awarded  32  CHDOs  nearly  29  percent  of  our  FY  1992  funds.  The 
majority  of  grantees  under  our  program  are  local  governments,  which 
received  about  60  percent  of  our  funds. 

An  example  of  the  type  of  innovative  program  being  funded  under  the 
Texas  HOME  program  is  the  New  Beginning  Center,  located  in  Garland, 
Texas,  which  we  awarded  $100,000  in  HOME  funds  to  provide  tenant-based 
rental  assistance  (TBRA)  to  poverty  level  battered  women  on  the  Section  8 
waiting  list.  The  Center  also  received  funds  from  other  federal  programs  and 
corporation  and  foundation  grants. 

The  HOME  TBRA  will  be  combined  with  a  comprehensive  service 
delivery  system  that  supports  the  development  of  independent  living  skills 
and  simultaneously  addresses  the  financial  and  emotional  needs  of  battered 
women  and  their  children  who  are  at  risk  of  becoming  homeless.  The  TBRA 
funds  will  make  it  possible  for  the  women  to  receive  longer  term  rent 
assistance  while  they  are  working  towards  self-sufficiency  and  independence. 

The  HOME  program  is  succeeding  in  building  creative  new 
partnerships  among  public  and  private  entities.  An  example  is  a  joint 
program  of  the  City  of  Edinburg  and  the  Edinburg  Housing  Authority  which 
we  funded  to  finance  construction  of  18  single  family  homes  to  be  sold  to  low 
and  very  low  income  families  currently  residing  in  public  housing. 

The  City  will  use  its  HOME  funds  to  provide  100  percent  upfront 
financing  for  the  construction  of  the  first  11  units.  As  these  units  are 
completed,  a  local  financial  institution  will  buy  a  portion  of  the  mortgage. 
The  city  will  then  recapture  that  money  to  begin  construction  of  the 
remaining  units.  The  AFL-CIO  Investment  Trust  will  assist  in  the  second 
phase  of  development  of  the  subdivision  by  purchasing  a  portion  of  each 
loan.  The  city  will  also  provide  a  $10,500  deferred  loan  and  a  $12,250  zero 
interest  loan.  The  remaining  mortgage  of  $12,250  will  be  financed  by  a  local 
financial  institution  with  a  25-year  repayable  loan  at  no  more  than  5  percent 
interest. 


3)   Other  than  an  increase  in  funding,  how  can  the  HOME  program  be 
improved  to  make  it  more  responsive  to  state  and  local  needs? 
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We  encourage  the  Committee  to  consider  the  following  HOME 
amendments,  which  would  further  ease  administration  of  the  program: 

Make  HOME  Rents  More  Compatible  With  Other  Federal  Programs 

Currently,  HOME-assisted  rental  units  must  bear  rents  not  greater  than 
the  lesser  of  Fair  Market  Rent  (FMR)  or  rent  that  does  not  exceed  30  percent  of 
65  percent  of  median  income  adjusted  by  unit  size.  This  has  created 
difficulties  in  combining  HOME  with  some  other  forms  of  federal  assistance, 
which  allow  rents  to  be  set  at  higher  levels,  while  regulating  the  tenant 
contribution  so  that  the  unit  remains  affordable  to  low  income  families.  The 
difference  between  the  affordable  level  and  the  actual  rent  is  typically  made 
up  by  rental  assistance. 

This  is  primarily  an  issue  under  HOME  when  30  percent  of  65  percent 
of  median  income  is  less  than  the  FMR.  While  projects  funded  under  other 
federal  programs  could  set  rents  up  to  FMR  (or  even  above),  the  HOME  rents 
must  be  below  FMR.  This  reduces  the  project's  cash  flow,  which  could  render 
the  project  infeasible  from  the  start  or  threaten  its  long-term  stability.  Under 
the  Tax  Credit  program,  for  example,  the  tenant  contribution  to  rent  is  30 
percent  of  60  percent  of  the  median  income,  and  the  difference  between  this 
level  and  the  FMR  may  be  bridged  with  rental  assistance.  Under  the 
McKinney  SRO  program.  Section  8  assistance  is  provided  at  rents  up  to  120 
percent  of  FMR. 

We  believe  this  administrative  problem  can  be  overcome  by  regulating 
the  tenant  contribution  rather  than  the  rent  level,  as  is  done  under  the  Tax 
Credit  program  and  as  is  already  authorized  for  the  20  percent  of  HOME  rental 
units  in  each  project  which  must  be  targeted  to  families  with  incomes  not 
more  than  50  percent  of  n:\edian  income.  For  example,  the  rent  requirement 
might  be  amended  such  that  individuals  pay  as  a  contribution  towards  rent 
not  more  than  30  percent  of  60  percent  of  median  income,  adjusted  for  unit 
size  consistent  with  the  Tax  Credit.  This  would  make  HOME  more  attractive 
as  a  resource  to  combine  with  programs  like  the  Tax  Credit  and  McKinney.  It 
would  also  make  it  easier  for  project  sponsors  to  structure  HOME  financing, 
since  it  would  be  one  less  set  of  rent  rules  to  understand. 

Revise  Monitoring  Requirements 

State  HFAs  believe  that  monitoring  is  essential  to  ensuring  long-term 
compliance  with  low  income  use  restrictions.  However,  we  believe  the  yearly 
on-site  review  currently  required  for  HOME  is  more  frequent  than  necessary. 
Therefore,  we  recommend  that  the  HOME  monitoring  standards  conform  to 
the  standards  NCSHA  has  advocated  for  the  Tax  Credit,  under  which 
jurisdictions  would  perform  an  annual  desk  review  of  tenant  files  supported 
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by  an  on-site  review  of  each  project  in  its  first  year  and  every  three  years 
thereafter.  This  would  ease  the  administrative  burden  while  still  ensuring 
regular  compliance  monitoring. 

The  Match  Conundrum 

Many  jurisdictions  continue  to  struggle  with  identifying  HOME  match, 
in  part  because  of  concerns  about  how  to  deal  with  HUD's  interpretation  of 
the  provision  which  Congress  approved  in  1992  to  clarify  that  state  and  local 
funds  invested  in  housing  which  qualifies  as  affordable  under  HOME  but  is 
not  HOME-assisted  counts  as  match  (HOME-eligible  housing). 

HUD's  pending  interim  rule  will  require  that  repayments  of  matching 
contributions  from  both  HOME-assisted  and  HOME-eligible  projects  be  made 
to  the  jurisdiction's  HOME  account  to  receive  match  credit.  We  believe  this 
will  undermine  state  and  local  programs  by  drawing  off  repayments,  interest 
earned,  and  investments  from  the  state  program  into  the  HOME  account. 
The  purpose  of  the  matching  requirement  is  to  ensure  that  state  and  local 
jurisdictions  commit  their  own  funds  toward  affordable  housing,  not  to  build 
up  the  HOME  account.  State  matching  funds  should  be  allowed  to  return  to 
the  state  housing  programs  they  were  drawn  from,  just  as  federal  HOME 
funds  return  to  the  HOME  program. 

We  believe  that  Congress  intended  that  resources  committed  to  state 
programs  providing  similar  housing  opportunities  to  the  same  range  of 
income  levels  as  under  HOME  should  count  as  match.  We  do  not  believe 
Congress  intended  to  force  states  to  redesign  their  programs  to  conform  to  the 
HOME  rules  in  minute  detail.  HUD's  excessively  legalistic  reading  of  the 
HOME-eligible  provision  could  exclude  a  substantial  portion  of  state 
resources  committed  to  housing  programs  from  counting  as  match.  In  some 
cases,  for  example,  the  definition  of  income  under  a  state  program  may  vary 
slightly  from  the  HOME  definition  which  HUD  established  by  regulation.  We 
believe  HUD  should  allow  the  state  definition  to  take  precedence  in  this  type 
of  situation  so  that  states  are  not  required  to  recalculate  the  incomes  of  every 
assisted  family,  an  exercise  which  will  waste  enormous  amounts  of  time  only 
to  determine  that  every  or  virtually  every  assisted  individual  in  fact  qualifies 
under  either  definition.  HUD  should  also  accept  minor  variations  in  rent 
limits,  affordability  or  recapture  requirements. 

On  HOME-eligible  match,  the  interim  rule  requires  that  jurisdictions 
put  in  place  detailed,  signed  agreements  with  project  sponsors  that  all 
relevant  HOME  requirements  are  met.  This  is  an  unnecessary  administrative 
burden.  Jurisdictions  should  be  able  to  simply  certify  that  their  HOME- 
eligible  match  is  in  projects  meeting  the  relevant  requirements.  Such  self- 
certification  is  already  accepted  under  other  HOME  provisions. 
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CITY  OF  BALTIMORE 

KURT  L  SCHMUKK.  Mnyor 


OFFICE  OF  THE  MAYOR 

250  nty  Hall 

Baltimore.  Ntorvlarid  21202 


TO: 


PROM! 


RE: 


DATE) 


Subcommittee  on  Housing  and  Community  Development 
8303  Rayburn  Building 
Washington,  D.C.    20515-8052 

Robert  W.  Hearn 
Office  of  the  Mayor 
Baltimore,  Maryland  21202 

Request  for  Information  on  The  HOME  Program,  based 
upon  Mayor  Schmoke's  testimony  before  the  Subcommittee 
on  March  16,  1994 

July  18,  1994 


In  the  context  of  Mayor  Schmoke's  testimony,  the  Honorable 
Chairman  Henry  B.  Gonzales  requested  information  on  the  types  of 
activities  being  implemented  in  Baltimore  City  with  HOME  funds. 

Baltimore  City  received  $17.1  million  in  HOME  funds  in  fiscal 
year  1992  and  1993.  Approximately  $1.7  million  was  used  to  cover 
costs  for  administering  the  program  and  the  City  hae  committed 
$13.2  million  to  24  projects  for  569  unite  of  housing.  Eighty- 
eight  percent  (88%)  of  these  housing  units  are  rental  and  12%  are 
ownership  units.  We  are  currently  funding  at  a  rate  that  will 
commit  all  three  years  of  our  HOME  Funds  (not  including 
administration  costs)  by  December,  1994. 

The  City  received  applications  for  97  projects  totaling 
approximately  $59.4  million  dollars.  Clearly,  reductions  in  HOME 
funding  in  fiscal  year  1995  would  impact  our  capacity  to  follow 
through  with  meeting  housing  demands  in  the  City.  Our  allocation  of 
HOME  funds  in  fiscal  year  1994  was  $6.7  million  dollars.  This  $6.7 
million,  combined  with  the  remaining  $2.2  million  of  our  fiscal 
year  1993  funds  would  give  ue  $8.9  million  to  work  with  -  a 
shortfall  of  some  $33.4  million  needed  for  our  remaining  73 
projects  (2,044  units)  under  the  HOME  program.  As  a  result, 
Baltimore  City's  initiatives  justify  both  the  continuation  and 
strong  federal  funding  support  of  the  program.  I,  therefore,  urge 
your  continuing  support  of  this  vital  housing  program. 


RWH/alb 
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(MR.     HENSON) 


April  18,  1994 

The  Honorable  Henry  B.  Gonzalez 

Chairman 

House  Committee  on  Banking  and  Urban  Affairs 

B-303  Raybum  House  Office  Building 

Washington,   D.C.   20515 

Dear  Mr.  Chairman: 

First  let  me  thank  you  again  for  the  opportunity  to  appear  before 
your  Subcommittee  to  testify  on  behalf  of  the  National  Community 
Development  Association  (NCDA)  and  the  National  Association  of 
Housing  and  Redevelopment  Officials  (NAHRO)  on  March  16 
concerning  the  reauthorization  of  the  Community  Development  Block 
Grant  FVogram  (CDBG),  Home  Investment  Partnership  (HOME) 
Program  and  other  key  federal  housing  and  community  development 
programs. 

I  am  writing  in  response  to  the  questions  that  were  raised  during  the 
hearing  regarding  the  use  of  the  Community  Development  Block 
Grant  Program  (CDBG)  for  economic  development  activities,  the 
Section  108  Loan  Guarantee  program  and  the  HOME  program. 

1)  and  2)     What  are  your  suggestions  as  how  to  promote  the 
amount  of  economic  development  activities  conducted  by 
CDBG  recipients?   In  your  estimation,  what  hinders 
communities  from  conducting  economic  development 
activities? 

There  is  a  certain  inherent  bias  against  economic  development  in  the 
regulations  as  well  as  in  the  legislation.   From  information  obtained 
from  members,  it  appears  that  the  majority  of  the  Economic 
Development  activity  conducted  with  CDBG  money  is  at  the  market 
demand  of  the  business  conmiunity  pushing  a  City  or  State  into  an 
Economic  Development  project  as  opposed  to  the  outreach  effort  by 
the  Cities  or  the  States  to  provide  CDBG  money  for  economic 
development. 
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The  three  major  regulatory  issues  for  Economic  Development  projects  with  CDBG 
are,  eligibility,   national  objectives  and   "appropriate"  imderwriting. 

Eligibility: 

We  believe  that  there  are  no  major  structural  problems  with  eligibility.    In  fact, 
Economic  Development  activity  is  probably  under  reported  since  HUD  requires 
some  activities  to  be  categorized  elsewhere.   For  example,  you  wiU  find  utility 
extensions  under  "Public  Facilities",  work  training  programs   and  transportation 
programs  under  "PubUc  Service".  Therefore,  to  remove  one  barrier  to  Economic 
Development  would  be  to  remove  the  Public  Service  cap  for  those  projects  that 
qualify  as  Economic  Development  related,  such  as  day-care  in  industrial  parks, 
employer-sponsored  car  pools  for  transportation,  and  most  importantly,  work 
training  programs.   A  final  point  under  "Eligibility"  is  the  need  for  regulatory 
relief  regarding  technical  assistance  and  certain  administrative  costs  directly 
related  to  Economic  Development. 

Despite  recent  changes,  more  effort  is  needed  in  this  arena  as  nimaeroiis 
experiences  around  the  country  indicate.     Small  businesses'  most  effective 
financial  assistance  should  be  accompanied  by  appropriate  technical  assistance, 
otherwise  the  loans  or  other  assistance  is  not  useftd  and  the  national  objectives 
frequently  under  achieved. 

National  Objectives: 

Economic  Development  is  best  accomplished  under  the  "Sliuns  Eind  Blight" 
category  of  eUgibUity.   This  is  an  "up-front"  satisfaction  of  regulatory 
requirements.   Potential  employers  (CDBG  loan  recipients)  are  fearful  of  the  on- 
going loan  default  downside  of  failure  to  meet  job  creation  projections.  However, 
many  communities  reach  their  30%  limit  on  "Slimis  &  BUght".  The  30%  limitation 
should  be  waived  for  Economic  Development  projects. 

CDBG  is  more  difficult  to  use  for  job  RETENTION  than  for  job  CREATION.   This 
is  due  to  qualifying  household  income  that  must  include  the  current  income  of  the 
job  loss  candidate.   The  regulations  provide  more  benefit  to  a  worker  unemployed 
for  one  day,  after  his/her  employer  has  left  the  City  or  gone  under.   Sadly,  an 
employer  can  be  assisted  with  CDBG  easier  if  he/she  fires  all  employees  -  rather 
than  retain  them  -  and  create  or  rehire  new  ones! 

Current  HUD  memos  on  appropriateness  are  mystifying  and  unclear,  especially 
regarding  the  issue  of  what's  regulation,  what's  legislation,  and  what's  "safe 
harbor".    The  "Safe  Harbor"  memo  guidance  overlaps  between  national  objectives, 
eligibihty  and  "appropriateness". 
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Most  Economic  Development  is  done  vmder  new  job  creation  for  low/moderate 
income  persons.  Although  "best  faith  efforts"  to  hire  low/moderate  persons  is 
permitted  in  regulations,  vis-a-vis  actual  creation  of  low/moderate  jobs,  the  small 
business  reporting  is  so  burdensome  that  frequently  business  will  not  agree  to  a 
well-drawn  loan  document  that  incorporates  federal  regulations.   A  recent 
legislative  change,  allowing  the  definition  of  low  income  person  to  include  those 
residing  in  enterprise  zones  or  low/moderate  income  neighborhoods  provides  some 
relief.   However,  the  best  relief  would  have  been  exempting  the  business  that 
locates  in  the  enterprise  zone  and/or  low/moderate  income  neighborhood  in 
entirety.   By  virtue  of  its  location,  it  should  be  exempt  from  other  national 
objectives,  such  as  jobs  or  service  to  low/moderate  income  persons. 

Appropriate  Underwriting: 

»       Small  businesses  and  small  loans  are  not  exempt  from  the  appropriateness 
tests. 

»       For  larger  businesses  and  loans,  the  "appropriateness"  test  requires 

clarification  on  the  rate  of  return  issue,  which  both  confuses  and  deters 
large  investors  willing  to  invest  in  low  income  neighborhoods. 

»       The  "Appropriate"  underwriting  requirement  is  too  cautious  on  the  issue  of 
cost  reasonableness,  but  too  lax  on  confhct  of  interest  created  by  "identify  of 
interest"  relationships  (e.g.,  overlapping  ownership  in  buyer  and  seller  of 
real  estate  equipment  and  services). 

The  "inconsistent  interpretation  of  rules  by  HUD's  headquarters  and  field  offices" 
and  the  "gotcha"  mentahty  of  HUD  staff  are  complaints  frequently  cited  by  our 
members  to  explain  their  lack  of  participation  in  CDBG  funded  economic 
development  activities.   Both  of  these  charges  are  supported  by  the  recently 
released  General  Accounting  Office  (GAO)  report  on  utilizing  CDBG  for  economic 
development  activities. 

The  GAO  report  further  identifies  the  requirement  of  the  Davis-Bacon  Act,   a  law 
that  determines  wage  rates  for  federally  assisted  construction  projects  as  a 
disincentive  to  use  CDBG  as  an  economic  development  tool  as  it  drives  up  the  cost 
of  projects  to  where  they  become  prohibitive  for  many  conmaunities.  Additionally, 
Davis-Bacon  discourages  the  use  of  minority  and  women  owned  businesses 
because  of  the  increased  administrative  expense  associated  with  completing  a 
project. 

In  an  effort  to  help  decrease  the  cost  of  many  smaller  construction  and 
rehabilitation  projects  in  communities  across  the  nation,  NCDA  recommends  that 
Congress  approve  the  provision  contained  in  the  "Davis  Bacon  Act",  (H.R.  1231) 
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pending  in  the  House  that  is  designed  to  increase  the  federal  contract  dollar 
threshold  for  triggering  the  Davis-Bacon  Act  from  $2,500  to  $100,000.     NAHRO 
recommends  both  a  raising  of  the  dollar  threshold  and  inclusion  of  a  percentage 
threshold  so  that  there  is  one-fourth  or  one-third  federal  funding  in  a  project 
before  Davis-Bacon  is  triggered.  This  is  reflected  in  H.R.  2042. 

NCDA  and  NAHRO  both  support  conforming  the  CDBG  and  HOME  program 
requirements  regarding  the  number  of  housing  units  necessary  to  activate  Davis- 
Bacon,  from  8  units  (CDBG)  to  12  units  (HOME). 

With  the  draft  guidelines  for  economic  development,  mandated  by  the  Housing  nd 
Community  Development  Act  of  1992,  HUD  has  responded  to  many  of  the 
concerns  expressed  by  NCDA,  NAHRO  and  other  organizations  by  providing 
increased  flexibility  within  the  CDBG  program  for  economic  development.   Once 
adopted,  we  believe  these  regulations  will  make  it  more  feasible  for  grantees  to 
undertake  economic  development  projects  and  activities  with  CDBG  funds,  which 
will  lead  to  an  expansion  of  economic  opportunity  for  low  and  moderate  income 
persons  as  well  as  greater  economic  self  sufficiency. 

Additionally,  CDBG  program  funding  levels  for  communities  is  not  sufficient  to 
meet  all  the  communitj^s  needs.   Grantees  must  prioritize  eligible  activities  based 
upon  local  conditions  and  available  resoiirces  to  meet  those  needs.  The  total 
amount  of  CDBG  funding  for  entitlement  communities  has  only  risen  by  $12.5 
million  from  $2,219  bilhon  in  1975  to  $2,344  billion  in  1992,  while  the  number  of 
entitlement  communities  has  jimiped  from  594  in  1975  to  889  in  1992. 

It  is  important  to  note  that  to  obtain  a  true  picture  of  the  level  of  economic 
development  activity  at  the  local  level,  do  not  look  solely  at  CDBG.   Communities 
are  also  utUizing  Economic  Development  Administration  (EDA)  programs  and 
local  revenue.   Increased  effort  needs  to  be  made  between  HUD  and  EDA  as  well 
as  other  federal  agencies  to  assure  that  these  very  different  economic  development 
programs  can  be  used  in  a  complementary  fashion. 

lb)      Will  the  UDAG  recaptures,  which  may  provide  the  Department  with 
$100  million  in  extra  funding,  used  in  coi^junction  with  the  Section  108 
Loan  Guarantee  program,  reduce  communities  reluctance  to  engage  in 
economic  development  activities  with  the  Program? 

Both  NCDA  and  NAHRO  support  the  administration's  proposal  to  expand  the 
Section  108  Loan  Guarantee  program  by  using  recaptured  UDAG  funds  for 
commvmities  to  finance  a  portion  of  qualifying  economic  revitalization  activities. 
However,  it  is  unclear  if  the  $100  million  HUD  anticipated  recapturing  from 
UDAG  projects  to  be  utUized  to  write  down  interest  rates  or  to  assist  grantees  to 
set  up  a  loan  loss  reserve,  will  be  enoiigh  to  encourage  the  expanded  use  of  the 
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program. 

NAHRO  also  supports  the  Amnesty  proposal  contained  in  the  housing  bill  recently 
adopted  by  the  House  and  Senate  and  signed  by  the  President.   This  provision 
recognizes  that  many  commimities  that  have  outstanding  UDAG  funds  still  have 
distressed  conditions  and  should  be  given  an  opportunity  to  design  new  programs 
with  flexible  regulations  before  the  funds  are  recaptured  and  offered  to  others. 

The  Section  108  Loan  Guarantee  Program  provides  communities  with  a  source  of 
financing  for  housing  rehabilitation,  economic  development  and  large  scale 
physical  development  projects.   The  principal  secxirity  for  the  loan  guarantee  is  a 
pledge  by  the  applicant  of  its  ctirrent  and  fiiture  CDBG  funds. 

Economic  Development  activities  carried  out  with  the  proceeds  fi-om  loans 
guaranteed  under  the  Section  108  Loan  Guarantee  program  must  meet  the  same 
requirements  that  apply  to  the  use  of  other  CDBG  funds.   Accordingly,  before 
using  guaranteed  loan  funds  to  assist  a  for-profit  business,  the  grantee  must  make 
the  determinations  outlined  in  this  memorandimi.   In  addition,  the  grantee  must 
include  in  its  application  for  loan  guarantee  assistance  a  narrative  statement 
explaining  how  the  proposed  activity  meets  a  national  objective  of  the  CDBG 
program. 

Unlike  activities  assisted  with  other  CDBG  funds,  HUD  will  perform  an  "up  front" 
review  of  compliance  with  the  CDBG  program's  eligibility  and  national  objectives 
requirements.    HUD  central  staff  appear  to  understand  the  project  and  work  with 
applicant's  also,  however  field  and  regional  staff  are  often  ill-equipped  to  review 
the  underwriting  of  such  108  Loan  Guarantees. 

There  are  several  reasons  why  communities  do  not  participate  in  the  Section  108 
Loan  Guarantee  Program,  fear  of  "mortgaging"  their  future  CDBG  funds  and  lack 
of  organizational  capacity  to  package  the  Section  108  deals,  as  well  as  the 
previously  mentioned  regulatory  limitations  of  the  CDBG  program  for  economic 
development. 

In  an  effort  to  increase  awareness  of  the  Section  108  Loan  Guarantee  Program, 
HUD  has  developed  a  two-day  training  session  to  be  made  available  in  all  ten 
HUD  regions.      This  effort  is  designed  to  explain  the  program  and  encourage 
grantees  to  utilize  the  program  as  an  economic  development  tool. 

3)        How  do  you  feel  about  increasing  the  public  services  cap  in  the 
CDBG  program? 

Currently,  public  services  under  CDBG  are  limited  to  15%  of  a  communit/s 
annual  grant  plus  program  income.   Public  services  include,  but  are  not  limited  to: 
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public  safety  programs,  child  care,  job  training,  services  for  the  elderly  and 
handicapped,  crime  prevention  and  recreational  services.   NCDA  policy  supports  a 
smaU  expansion  of  CDBG  public  services  from  the  current  15%  to  20%. 

This  policy  is  consistent  with  both  the  United  States  Conference  of  Mayors 
(USCM)  and  the  National  League  of  Cities  (NLC).   This  slight  increase  will  enable 
communities  to  integrate  their  physical  development  activities  with  a  measure  of 
social  services  support.   While  NAHRO  supports  the  integration  of  physical 
development  with  social  services  support,  NAHRO  has  taken  a  position  opposing 
the  increase  in  the  public  service  cap  because  of  a  fear  that  it  will  lead  to  a 
reduction  in  funding  for  other  programs  for  similar  activities.   Increasingly,  CDBG 
is  being  viewed  by  federal  officials  as  the  answer  to  all  problems,  from  crime  to 
safety  to  economic  development,  literacy  and  welfare  reform;  and  yet  the  funding 
level  of  the  program  has  not  increased  commensurately.  NAHRO  foresees  a 
similar  situation  can  be  anticipated  with  the  increased  focus  on  CDBG  for 
economic  development.  We  beUeve  that  this  new  HUD  emphasis  is  leading  to  less 
federal  and  Congressional  support  for  the  EDA  and  other  programs,  which  will 
further  squeeze  the  resources  available  to  the  local  government.  If  we  really  want 
to  combat  poverty,  we  need  to  restore  funding  for  programs  like  CSBG,  JTPA, 
health  care,  and  other  human  services  programs. 

NAHRO  believes  it  is  misguided  to  think  that  a  relatively  small  program  like 
CDBG  is  the  appropriate  vehicle  to  deal  with  the  massive  causes  of  poverty  --  lack 
of  adequately  funded  nutrition,  health,  education,  job  training  and  employment 
opportimity  programs  ~  all  of  which  have  been  significantly  cut  over  the  last  10 
years. 

NAHRO  wants  to  see  the  problems  of  poverty  addressed  in  our  nation.  But  the 
proposal  to  make  CDBG  an  anti-poverty  program  simply  ignores  the  origins  and 
intent  of  the  program  as  a  tool  provided  to  local  governments  allowing  flexibility  to 
address  a  wide  variety  of  locaUy-defined  needs  for  neighborhood  stabilization, 
economic  development  and  to  combat  physical  deterioration  in  our  communities 
while  also  providing  a  limited  level  of  human  services  support. 

4)         In  your  testimony  you  recommended  that  HOME  funds  be  used  as  a 
credit  enhancement  for  conventional  loans  and  that  HOME  funds  be  used 
for  housing  as  CDBG  funds  are  used  under  the  Section  108  loan 
guarantee  program.   Can  you  elaborate  on  these  two  ideas? 

NCDA  and  NAHRO,  as  well  as  several  other  national  organizations  representing 
state  and  local  elected  and  appointed  officials  have  recommended  that  HOME 
funds  be  used  as  short  term  and  long  term  guarantees.  Below  are  expanded 
explanations  for  each  of  these  ideas. 


757 


1)  Use  of  HOME  Funds  as  a  Short  Term  Credit  Enhancement 

The  statute  is  silent  on  whether  HOME  funds  can  be  used  as  a  credit 
enhancement  to  leverage  financing  from  private  lending  institutions.  To  date, 
HUD  has  taken  the  position  that  this  is  not  a  permissible  use  of  HOME  funds. 
We  recommend  that  the  statute  be  amended  to  explicitly  authorize  Participating 
Jurisdictions  (PJs)  to  use  HOME  funds  to  provide  a  guarantee  or  insurance  for  all 
or  a  portion  of  such  non-federal  financing  for  a  limited  period  of  time  to  support 
HOME-assisted  single  and  multifamily  affordable  housing. 

Under  this  proposal,  a  PJ  could  guarantee  aU  or  some  portion  of  a  loan  made  by  a 
lender  for  a  HOME-assisted  single  or  multi-family  project.   The  guarantee  could 
be  for  a  short  term,  to  be  determined  by  the  PJ  and  lender,  and  could  cover  the 
undue  risk  of  construction  (rehabilitation)  in  the  case  of  single  family  housing  or 
construction  (rehabilitation),  rent-up  and  a  year  or  two  of  occupgmcy  for 
multifamily  rental  housing.   The  guarantee  would  constitute  a  pledge  of  some  or 
all  of  the  PJs  current  year  allocation.   The  amoimt  of  the  guarantee  could  dechne 
over  the  term  of  the  loan.   The  PJ  would  not  draw  down  the  funds  for  the 
guarantee,  but  it  would  reserve  the  gmiount  in  its  HOME  Investment  Trust  Fund. 
Only  in  the  event  of  a  default  would  the  funds  be  drawn  down.   Fannie  Mae  and 
Freddie  Mac  coxild  be  encouraged  to  buy  these  permanent  loans. 

2)  Long  Term  Guarantee  Program  Within  HOME 

There  is  a  need  for  Participating  Jurisdictions  (PJs)  to  be  able  to  leverage  future 
year  allocations  of  HOME  funds  in  order  to  significantly  expand  the  niunber  of 
imits  which  can  be  financed  in  any  year.  This  proposal  is  modeled  after  the 
Section  108  loan  guarantee  program  in  CDBG.   The  program  could  work  in  two 
ways: 

a)        PJs  could  provide  guarantees  for  loans  on  HOME-assisted  single  family  and 
multifamily  housing.   This  loan  guarantee  would  be  sufficiently  flexible  to 
cover  construction  and  permanent  financing,  homeownership  and  rental 
housing,  taxable  and  tax-exempt  financing,  partial  and  full  coverage  against 
losses,  and  short-  and  long-term  guarantees.   The  guarantees  would  be 
backed  by  the  Jurisdiction's  future  HOME  allocations.   Jurisdictions  could 
provide  guarantees  in  an  aggregate  amount  up  to  five  times  their  annual 
allocation.   No  HOME  funds  would  be  drawn  down  unless  the  loan  goes  into 
default.   Fannie  Mae  and  Freddie  Mac  could  be  encouraged  to  buy 
permanent  loans  guaranteed  under  this  authority.   This  option  would 
require  federal  loan  guarantee  authority. 

Under  this  option  a  PJ  would  issue  a  loan  guarantee  to  a  project  lender.  The 
guarantee  would  be  backed  by  a  stand-by  loan  agreement  between  the  PJ  and 
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HUD.   Under  the  agreement,  HUD  would  cover  any  claims  on  the  guarantee  by 
issuing  notes  on  behalf  of  the  PJ  that  would  be  repaid,  with  interest,  from  the 
Jurisdiction's  future  HOME  allocations.   This  could  be  done  over  a  period  of  time 
up  to  thirty  years.   However,  no  funds  would  be  drawn  down  unless  the  loan  goes 
into  default.   If  a  call  is  made  on  the  stand-by  lozm  agreement,  the  repa)mients  to 
HUD  would  be  subject  to  HOME's  matching  requirements.   In  addition,  fulfillment 
of  a  guarantee  obligation  would  not  be  treated  as  a  refinancing,  nor  would  it  be 
subject  to  the  prohibition  against  investing  HOME  funds  in  a  project  prior  to  the 
termination  of  the  use  restrictions. 

b)        PJs  could  borrow  against  their  future  HOME  allocations  to  provide  an  up- 
front capital  subsidy  (equity  contribution)  to  reduce  the  rents  on  a  multi- 
family  project  to  make  them  affordable.  Under  this  approach  HUD  would 
guarantee  notes  issued  by  a  PJ  which  would  be  repaid  in  annual  increments 
from  the  Jurisdiction's  fiiture  HOME  allocations.   Used  in  this  fashion  a 
sufficient  amount  of  HOME  funds  could  be  aggregated  to  undertake  either 
large-scale  projects  or  engage  in  substantial  production  of  units.  This 
option  would  require  federal  guarantee  authority. 

5)  Many  of  your  examples  of  HOME  fund  usage  are  single  family 
programs.  WiU  communities  put  HOMS!  funds  to  acquire  properties 
under  a  reformed  multifamily  property  disposition  program? 

With  the  passage  of  the  "Multifamily  Housing  Property  Disposition  Reform  Act  of 
1994",  which  included  legislative  provisions,  such  as  the  changes  to  the  match 
requirement  for  new  construction  and  the  simplification  of  the  income  targeting; 
the  improvements  included  in  the  Fifth  Interim  Rule,   such  as  the  modifications  in 
match  eligibility,  allowance  for  floating  units,  and  the  relaxation  of  rental  housing 
monitoring;  and,  the  permanent  extension  of  the  low  income  housing  tax  credit. 
We  believe  that  communities  nationwide  will  continue  to  use  a  substantial  amount 
of  HOME  fimds  for  multifamily  housing  and  rental  housing  and  may  increase  the 
level  of  activity  to  some  extent. 

Currently,  consistent  with  the  primary  intent  of  the  HOME  program,  a  majority  of 
the  funds  are  already  used  for  rental  housing  projects  -  60.4%,  according  to  the 
latest  HUD  figures  for  FY92  HOME  funds.   In  addition,  PJs  are  showing  a 
commitment  rate  of  20.5  %  for  new  construction  activities,  a  substantial  increase 
from  earlier  statistics.   These  figures,  together  with  the  figure  that  shows  that 
only  3.0%  of  the  funds  are  going  to  tenant-based  rental  assistance,  indicates  that 
the  HOME  program  is  providing  sufficient  fiinding  in  the  construction  or 
rehabilitation  of  rental  projects  so  as  not  to  require  additional  subsidies.  This  is 
an  especially  important  fact  given  that  88.5  %  of  the  rental  units  are  going  to 
tenants  at  or  below  50%  of  median  income. 
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With  the  recent  legislative  and  regulatory  changes  to  the  HOME  program  and  the 
low  income  tax  credit  program,  some  commiinities  may  increase  the  level  of 
multifamily  housing  activity,  new  construction  and  property  acquisition, 
particularly  since  larger  projects,  HOME  funded  or  otherwise,  often  require  the 
use  of  low-income  tax  credits  as  well,  to  make  them  work.   However,  there  is  not 
likely  to  be  a  substantial  increase  in  multifemiily  activities  since  communities  are 
already  using  a  majority  of  their  HOME  funds  for  such  projects.   In  addition, 
communities  continue  to  need  increased  funding  for  multifamily,  large  scale 
construction  or  rehabilitation  projects.   It  is  also  important  to  remember  that  one 
of  the  best  features  of  the  HOME  program  is  it's  flexibility  to  serve  the  housing 
needs  of  a  particular  community,  be  those  needs  for  rental  property  or  first-time 
homebuyer  assistance. 

NCDA  gind  NAHRO  members  have  expressed  interest  in  using  the  HOME 
program  along  with  other  programs  to  acquire  properties  under  the  reformed 
multifamily  property  disposition  program.   But  problems  have  been  identified  in 
the  site  and  neighborhood  standards,  which  restrict  use  of  HOME  and  other 
federal  dollars  in  "impacted  areas",  because  this  restriction  limits  the 
government's  ability  to  use  HOME  and  other  programs  to  invest  in  distressed 
areas  through  the  property  disposition  program  and  other  similar  efforts.   These 
problems  aside,  some  commvmities  are  already  acquiring  HUD  properties  and  are 
anxious  to  do  more  under  the  reformed  multifamily  property  disposition  program. 
In  fact,  NCDA  has  been  working  with  Assistant  Secretary  Nicolas  Retsinas  and 
his  staflF  to  help  make  all  of  FHA's  programs  more  accessible  and  desirable  to  local 
governments. 

6.         Can  you  comment  on  CHDO  activities.   Are  PtTs  still  having 
difficulties  in  identifying  CHDCs? 

The  activities  of  the  Commvmity  Housing  Development  Organizations  (CHDOs) 
vmder  the  HOME  program  got  off  to  a  slow  start,  due  partially  to  the  longer 
development  time  of  a  CHDO  owned  or  managed  project  and  the  capacity  building 
required  for  new  and  existing  CHDOs.   However,  the  activity  level  has  picked-up 
substantially  and  according  to  HUD, 

16  percent  of  the  FY92  funds  allocated  for  HOME  are  currently  reserved  for 
CHDOs,  and  18  percent  of  the  total  have  actually  been  committed  to  CHDO 
projects. 

These  figures  exceed  the  15  i>ercent  for  CHDO's  required  by  law  and  a  break  down 
of  the  nimabers  below  show  that  in  certain  HOME  activity  areas  CHDOs  are  being 
used  well  beyond  the  required  amount.     For  example: 

The  amount  of  HOME  funds  Committed  to  CHDOs  for 

Rental  Activities  is  :  25  Percent 
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The  amount  of  HOME  funds  Committed  to  CHDOs  for 

First-Time  Homebuyer  Programs  is:  27  Percent 

The  amount  of  HOME  fiinds  Committed  to  CHDOs  for 

New  Construction  is:  25  Percent 

The  amount  of  HOME  funds  Committed  to  CHDOs  for 

Rehab,  is:  17  Percent 

NCDA  and  NAHRO  have  noted  an  ongoing  problem  in  several  parts  of  the  country 
with  identifying  CHDOs  capable  of  operating  the  HOME  program  and  problems 
with  capable  nonprofit  organizations  having  difficulty  transforming  themselves  to 
meet  the  definition  of  CHDO  required  in  the  HOME  program.   CHDOs  are  more 
prevalent  in  the  east  and  California,  however  communities  in  the  south,  southwest 
and  west  are  having  more  diflBcvdtly  identifying  and  training  CHDOs.  Due  to  the 
fact  that  CHDO  development  is  a  lengthy  process,  particularly  in  areas  where 
there  is  no  previous  history  of  housing  nonprofits,  many  PJs  are  only  now 
beginning  to  allocate  their  CHDO  funds.   More  CHDO  training  is  still  needed  and 
we  encourage  Congress  to  continue  to  support  this  technical  assistance  and 
training  activity. 

Although  the  statistics  denote  that  only  16  percent  of  HOME  funds  are  being 
spent  by  CHDOs,  it  is  somewhat  misleading  since  most  PJs  are  operating  some  or 
all  of  their  HOME  program  through  nonprofit  organizations,  which  do  not 
necessarily  quahfy  as  a  CHDO.    NCDA  and  NAHRO  beUeve  that  if  it  were 
possible  to  identify  the  total  doUar  or  unit  amount  going  to  nonprofits,  who  do  not 
necessarily  qualify  as  CHDOs,  a  significantly  different  story  would  be  told  about 
public-private  partnerships  under  the  HOME  program. 

7.         How  often  are  HOME  funds  being  used  for  tenant  based  rental 
assistance? 

According  to  HUD  statistics,  as  of  March  31,  1994  only  3  percent  of  the  HOME 
funding  is  being  used  for  tenant-based  rental  assistance.  Many  PJs  made  a  policy 
decision  not  to  use  HOME  funds  for  tenant-based  rental  assistance.   Some 
indicated  that  the  tenant-based  rental  assistance  requirements  were  onerous, 
although  HUD  has  made  some  attempts  to  improve  the  requirements.  Others  were 
concerned  about  the  sustainability  of  rental  subsidies  after  the  two  years,  and  did 
not  want  to  design  a  program  which  depended  upon  on-going  rent  subsidies.  Still 
others  did  not  want  to  duplicate  an  already  existing  system,   e.g.  the  Section  8 
rental  assistance  program.   Frequently,  PJs  are  using  their  tenant-based  rental 
assistance  to  provide  short-term  emergency  assistemce  for  prevention  of 
homelessness.  This  meets  a  need  not  met  through  the  Section  8  program  or 
through  the  McKinney  programs.  Many  PJs  wanted  to  "leave  rental  assistance  to 
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the  Section  8  program  and  free-up  HOME  funds  to  do  the  greatly  needed 
construction  and  rehabilitation  work."  This  is  once  again  an  exEunple  of  HOME 
flexibiUty  in  allowing  those  communities  with  rental  assistance  needs  to  use 
HOME  for  rent  subsidies,  while  allowing  other  PJ's  to  use  the  program  for 
different  housing  needs. 

The  low  tenant-based  rental  assistance  figures  mean  that  the  60.4  percent  that 
has  been  committed  to  rental  projects  has  been  able  in  the  significant  majority  of 
cases  to  bring  the  cost  of  the  project  to  a  level  so  as  not  to  require  on-going 
assistance.   This  is  an  important  aspect  of  the  value  of  the  program. 

8.         Examples  of  Regulatory  "over-interpretation". 

Certainly  with  the  passage  of  the  "Multifamily  Housing  Property  Disposition 
Reform  Act  of  1994"  and  the  publication  of  the  Fifth  Interim  nale,  both  of  which 
reflect  legislative  and  regulatory  recommendations  made  last  year  by  NCDA, 
NAHRO  and  the  other  national  organizations  representing  local  and  state 
governments,  the  HOME  program  has  become  more  manageable.  We  have 
included  a  Ust  of  possible  regulatory  changes  £uid  will  be  submitting,  with  several 
other  national  organizations  some  additional  legislative  recommendations  for  H.R. 
3838.   Further  recommendations  may  be  forth  coming  in  the  next  week.   Some  of 
these  regulatory  recommendations  identify  those  areas  which  may  require 
reaffirmation  of  Congressional  intent.  They  are  so  noted  with  an  asterisk. 

Additional  comments  regarding  the  Recommended  Change  to  the  Threshold  for 
Participation 

As  stated  in  the  testimony  of  March  16,  NCDA  and  NAHRO  recommend  that  the 
HOME  threshold  for  participating  jurisdictions  (PJs)  be  returned  to  $500,000  with 
existing  PJs  held  harmless.   The  HOME  threshold  was  changed  from  $500,000  to 
$335,000  for  direct  local  funding  when  the  FY93  appropriation  was  reduced  to  $1.0 
biUion  (the  FY92  appropriation  was  $1.5  billion).  With  the  lower  threshold,  more 
conmiunities  qualified  for  direct  funding  and  more  consortia  came  into  the 
program.  Accordingly,  local  jurisdictions  which  qualified  at  the  $500,000 
threshold  received  less  funding. 

In  FY94,  although  HOME  funding  was  increased  to  $1,275  billion,  the  threshold  of 
$335,000  remained  in  effect  because  the  appropriation  was  below  $1.5  billion. 
Again,  more  communities  and  consortia  qualified  for  direct  funding  and  local 
jurisdictions  which  would  qualify  at  the  original  $500,000  threshold  received  less 
funding. 

As  more  and  more  communities  qualify  for  the  limited  amount  of  HOME  funds, 
other  local  governments  will  receive  drastic  cuts  in  funding.   If  Congress 
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appropriates  the  Administration's  FY95  budget  request  of  $1  billion  for  HOME, 
some  cities  may  receive  about  half  of  what  they  received  in  FY92.  A  return  to  the 
original  threshold  of  $500,000  would  slow  down  this  process,  at  the  same  time, 
holding  harmless  those  comtmunities  which  have  already  qualified  at  the  lower 
threshold.  We  urge  you  to  reconsider  this  provision. 
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RESPONSE  TO  REPRESENTATIVE  MICHAEL  N.  CASTLE 

1)  The  HUD  Inspector  Greneral  has  reported  that  some  communities 
receiving  CDBG  grants  are  not  funding  projects  that  truly  benefit  low 
and  moderate  income  persons.   Do  you  think  it  is  a  problem  and  how  can 
we  ensure  that  these  funds  go  for  true  community  development  projects 
and  are  not  just  used  as  some  nice  extra  money  for  cities  and  local 
governments? 

We  do  not  believe  that  the  problem  is  wide-spread.   Especially  in  economic 
development  activities,  it  has  been  identified  by  GAO  that  the  HUD  Inspector 
General  (IG)  has  been  overzealous  in  their  pursuit  of  local  governments  and  with 
an  auditor's  hindsight  is  finding  problems  with  recipients  and  results  that  the 
local  government  could  not  have  anticipated  in  the  planning  of  the  project. 

Additionally,  the  citizen  participation  guidelines  help  to  ensure  that  local  residents 
are  able  to  weigh  in  on  decisions  regarding  the  fiinding  of  local  projects.   There  is 
an  existing  requirement  that  70%  of  CDBG  progreims  funds  benefit  low  and 
moderate  income  persons. 

Our  members  tell  us  that  increased  targeting  will  eUminate  the  ability  to  do  true 
community  development  and  will  distort  many  local  CDBG  programs  toward  more 
direct  benefit  activities  like  housing  rehab,  and  make  it  virtually  impossible  to 
carry  out  such  "area-wide"  activities  as  public  improvements,  infrastructure 
projects,  community  centers,  and  commercial  revitalization  ~  activities  which 
contribute  to  reviving  distressed  areas  while  also  stabilizing  declining 
neighborhoods. 

2)  What  is  your  view  on  the  HUD  application  and  decision  process  for 
CDBG  grants?  How  can  it  be  improved?    Should  HUD  combine  the 
CDBG  and  HOME  application  process? 

Currently  HUD  is  completing  work  on  a  Consolidated  Plan  and  Submission 
Docvmient  which  will  pertain  to  the  HOME  and  CDBG  application  process,  the 
applications  for  the  Emergency  Shelter  Grant  (ESG)  program  and  the  Housing 
Opportunities  for  Persons  With  AIDS  (HOPWA)  program,  as  well  as  the 
Comprehensive  Housing  Affordability  Strategy  (CHAS)  and  the  non-housing 
Conamvmity  Development  Plan.  The  Consolidated  Plan  and  Submission  is 
designed  to  replace  the  current  Community  Planning  and  Development  (CPD) 
planning  and  application  requirements  with  a  single  submission. 

NCDA  and  NAHRO  are  both  supportive  of  the  development  of  a  more  efficient  and 
streamlined  submission  and  the  ultimate  reduction  of  paperwork  redvmdancy  and 
administration  for  local  governments.  However,  we  are  still  concerned  with  the 
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process  in  which  HUD  developed  the  ConsoUdated  Plan  and  Submission  and  the 
increased  level  of  work  the  "consolidation"  may  actually  cause.  We  encourage 
Congress  to  look  very  carefully  at  HUD's  proposed  consolidation  to  assess  the 
value  of  the  proposal  and  the  appropriateness  of  its  timing.  We  are  also  concerned 
about  the  proposal  to  address  homelessness  and  fair  housing  in  this  same 
dociHnent.   A  document  meant  to  be  everything  to  everyone  usually  turns  out  to 
serve  no  one  well.   If  such  a  broad  change  is  taken  with  the  consolidated  docvunent 
than  further  development  and  consideration  is  critical. 

3)  Another  criticism  of  the  CDBG  program  it  that  it  is  very  slow  in 
spending  funds.   In  1993  there  was  a  $3  biUion  backlog  in  unspent  and 
unallocated  funds.  How  can  this  problem  be  solved? 

Congress  and  the  Administration  need  to  remember  that  CDBG  is  intended  as  a 
community  development  program,  which  by  its  nature  means  that  the  funds 
generally  will  not  be  100%  spent  writhin  12  months  of  appropriation.   The  process 
of  identifying  worthwhile  projects,  docimaenting  their  appropriateness  and  who  the 
recipients  will  be  all  take  time.  Additionally  the  citizen  participation  process 
designed  to  set  local  priorities  takes  time  as  well. 

A  substantial  amount  of  CDBG  program  dollars  fund  projects  which  require  long- 
term  construction.   The  program's  spendout  figures  reflect  the  nature  of  these 
projects,  which  require  substantial  amounts  of  time  to  complete.   In  addition,  the 
program  only  permits  funds  to  be  drawn  down  as  work  progresses.  Thus  there  is, 
of  necessity,  a  pipeline  of  funds  awaiting  expenditure  for  projects  already 
underway.   In  any  event,  the  CDBG  program  does  not  permit  a  grantee  to  have 
more  than  1.5  times  its  annual  allocation  in  the  pipeline.   This  1.5  requirement 
reflects  the  18  months  needed  to  complete  an  average  project. 

The  funds  currently  in  the  pipeUne  cannot  be  accelerated  because  most  of  them 
have  already  been  obligated  by  local  conamunities  for  specific  projects. 
Additionally,  local  and  federal  fiscal  years  are  not  necessarily  synchronized.  This 
means  that  localities  frequently  do  not  make  funding  decisions  for  the  CDBG 
program  tmtil  more  than  six  months  into  federal  fiscal  vear  and  do  not  receive 
their  funds  until  the  fourth  quarter  of  the  federal  fiscal  year.      HUD  has  pledged 
to  get  CDBG  funds  to  the  local  level  before  the  start  of  the  local  program  year, 
which  thereby  permitting  better  planning  and  utilization  of  the  program  at  the 
local  level. 

In  terms  of  outlays,  the  amount  in  the  pipeline  is  quite  small.   For  fiscal  years 
1990-1992,  new  outlays  totalled  approximately  93%  of  the  appropriations  for  each 
of  those  years. 

4)  Do  you  have  any  views  on  the  CDBG  allocation  formula?   Is  it  fair 
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or  should  it  be  changed  and  in  what  manner? 

Congress  mandated  a  study  of  the  "adequacy,  effectiveness  and  equity"  of  the 
existing  formula.  A  report  was  due  to  Congress  on  July  1,  1993.   To  date,  HUD 
has  not  forwarded  its  recommendation  to  Congress.      NCDA  has  formed  a 
Formula  Working  Group  Committee  to  respond  to  the  HUD  recommendations 
when  they  are  released.  At  this  time,  we  feel  it  is  prematiire  to  comment  on  the 
formula  issue  and  will  be  happy  to  provide  you  with  the  NCDA  orgemizational 
position,  once  HUD  has  released  its  recommendations. 

NAHRO's  primary  concern  with  the  CDBG  formula  is  what  the  impact  will  be  of 
using  1990  Census  Data.   Communities  that  wiU  suffer  a  loss  of  funding  under  the 
new  data  need  a  two  year  partial  "hold  harmless"  to  adjust  their  activities. 
Without  such  a  phasing  in  of  the  changes,  commtmities  will  not  have  time  to 
identify  other  resources  and  adjust  their  activities  and  their  needy  residents  will 
be  severely  impacted.    NCDA  supports  the  hold  harmless  provision. 

5)  Secretary  Cisneros  has  proposed  a  LIFT  program.   This  program 
would  use  $200  million  of  CDBG  funds  for  a  competitive  grant  program  to 
provide  subsidies  to  leverage  private  investment  in  private  investment  in 
distressed  neighborhoods.   Is  this  type  of  program  better  left  to  state  and 
local  governments?  How  do  you  view  the  LIFT  proposal? 

While  NCDA  and  NAHRO  applauds  the  Administration's  effort  to  address  a 
problem  afiFecting  many  of  our  urban  commimities  with  an  infusion  of  targeted  and 
expanded  economic  development  resources,  we  strongly  oppose  taking  those  funds 
from  CDBG  for  this  purpose.   HUD  notes  in  it's  budget  documents  that,  "CDBG 
remains  the  most  flexible  community  building  tool  to  Mayors  and  Governors."  We 
want  to  retain  that  flexibility  by  not  esirmarking  or  further  segmenting  CDBG. 
This  concern  was  addressed  by  HUD  staff  in  a  meeting  with  national  pubUc 
interest  groups.   The  groups  were  advised  that  while  HUD  is  moving  forward  with 
the  LIFT  program,  the  funds  will  not  come  out  of  CDBG,  however  HUD  has  not 
yet  indicated  from  where  the  funding  will  come.   NAHRO  opposes  the  proposal 
that  75%  of  the  LIFT  funding  be  distributed  at  the  Secretaiys  discretion.   This 
seems  contrary  to  HUD's  articulated  philosophy  that  they  want  to  foster  decisions- 
making  at  the  local  level  according  to  locally  generated  planning.      NCDA  has  not 
developed  a  position  on  the  specific  elements  of  the  proposal.  We  will  advise 
members  of  the  Subcommittee  upon  adoption  of  such  a  position. 

6)  Do  you  support  the  proposal  to  make  the  matching  requirement  for 
HOME  funds  a  flat  25  percent  for  state  and  local  recipients? 

NCDA  and  NAHRO  support  a  flattening  of  the  match  requirement  to  25  percent 
overall.   Such  a  provision  would  eliminate  the  previous  bias  against  new 
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construction  and  will  therefore  give  communities  the  ability  to  choose  their  HOME 
program  activities  based  on  local  housing  needs. 

7)        What  types  of  programs  have  you  used  HOME  funding  for? 

Most  Participating  Jurisdictions  have  used  their  HOME  funds  for  an  assortment 
of  the  eligible  activities,  including:  rental  rehabilitation,  first- time  homebuyer 
programs,  owner-occupied  rehabilitation,  new  construction,  land  acquisition  and 
tenant-based  rental  assistance.   The  national  figures  show: 

Activity  Type 

Rehabilitation  70.0% 

New  Construction  20.5% 

Acquistion  6.5% 

Rental  Assistance  3.0% 


Project  Type 

Rental  60.4% 

Owner-Occupied  Rehabilitation  25.8% 

First-Time  Homebuyer  13.8% 

The  HOME  program  has  also  exceeded  the  benefit  targeting  guidelines  dictated  by 
Congress  in  the  original  HOME  legislation.  According  to  the  report  issued  by 
HUD  on  March  31,  1994,  over  56.7%  of  the  HOME  funds  expended  for  rental 
projects  has  gone  to  serve  those  persons  at  0-30  percent  of  the  area  median  income 
and  31.8  percent  for  those  persons  whose  income  falls  between  31  and  50  percent 
of  the  area  median.   In  terms  of  homeowner  activity,  the  benefits  are  more  evenly 
distributed  with  26.4  percent  of  the  funds  serving  those  persons  between  31-50 
percent  of  the  area  median  and  26  percent  serving  those  between  0-30  percent  of 
the  area  median  income. 

8)  Other  than  an  increase  in  funding,  how  can  the  HOME  program  be 

improved  to  make  it  responsive  to  state  and  local  needs? 

Certainly  with  the  passage  of  the  "Multifamily  Housing  Property  Disposition 
Reform  Act  of  1994"  and  the  publication  of  the  Fifth  Interim  nile,  both  of  which 
reflect  recommendations  made  last  year  by  NCDA,  NAHRO  and  the  other  national 
organizations  representing  local  and  state  governments,  the  HOME  program  has 
become  more  manageable.   Our  reconunendation  would  be  further  simplification  of 
the  regulations  as  well  as  some  additional  technical  changes  to  the  legislation.   We 
have  included  a  list  of  possible  regulatory  changes  and  will  be  submitting,  with 
several  other  national  organizations,  some  additional  legislative  recommendations 
for  H.R.  3838.   We  also  suggest  that  similar  to  the  effort  being  undertaken  in  the 
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Empowerment  Zone  and  Enterprise  Community  efifort,  as  part  of  the  consolidated 
plan  process  HUD  should  permit  local  jurisdictions  to  identify  regulatory  waivers 
that  would  improve  their  ability  to  respond  to  local  needs. 


Again,  NCDA  and  NAHRO  appreciate  the  opjwrtimity  to  respond  in  detail  to  the 
concerns  of  members  of  the  Subcommittee. 


Sincerely, 

Daniel  P.  Henson,  III 

Commissioner 

Housing  and  Community  Development 

Baltimore,  Maryland 

Enclosures 
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Regulatory  Changes  to  the  HOME  Program: 

1.  HOME  Activity  Delivery  Costs:  Conform  the  treatment  of  activity  delivery  costs 
under  the  HOME  program  to  that  under  the  CDBG  program,  ie.,  allow  them  to  be 
charged  to  the  eligible  activity  with  which  they  are  associated.    In  addition,  include  the 
cost  of  monitoring  project  compliance  as  an  eligible  delivery  cost. 

2.  Definition  of  HOME  Project:   Permit  Participating  Jurisdictions  (PJs)  the  flexibility 
to  define  what  constitutes  a  HOME  project  rather  than  limiting  a  project  to  site(s)  or 
building(s)  within  a  four  block  area. 

3.  Use  of  HOME  Funds  for  Initial  Project  Operating  Reserves:  Remove  the 
restriction  in  the  regulations  which  limits  funding  for  a  projects  operating  deficit  reserve 
during  rent-up  to  18  months.   Instead  of  an  arbitrary  time  limit,  PJs  should  be  required 
to  maintain  evidence  of  an  agreement  with  the  mortgage  lender  that  funding  for  such  a 
reserve,  once  no  longer  needed,  will  be  returned  for  use  in  HOME-eligible  activities. 
This  would  facilitate  use  of  HOME  funds  in  risk-sharing  arrangements  by  PJs.   Not 
only  should  this  be  permitted  for  new  constnjction  and  sub  rehab  projects,  but  for  mod 
rehab  projects  as  well. 

4.  Increase  in  FHA  Mortgage  Insurance  Limits:  Immediately  publish  the  20 
percent  increase  in  the  221(d)(3)  multifamily  mortgage  insurance  limits  (which 
establishes  the  maximum  HOME  subsidy  limit)  authorized  by  the  1992  amendments  in 
order  to  allow  use  of  the  higher  limits  for  HOME-assisted  rental  housing.  This 
increase  is  critical  to  making  projects  feasible  in  high  cost  areas. 

5.  Equity  Investments  for  Project  Financial  Work-outs:  Clarify  that  equity 
investments  made  as  part  of  the  financial  work-out  of  an  existing  low-income  housing 
project  are  an  eligible  use  of  HOME  funds.  The  current  regulations  require  the 
property  to  be  acquired,  rehabed,  or  constructed  in  order  for  HOME  funds  to  be  used. 
This  is  an  unnecessary  requirement  and  may  undermine  use  of  HOME  funds  to 
preserve  affordable  housing  where  it  is  appropriate. 

6.  C/MI  System  Projects:  Permit  PJs  to  establish  as  projects  with  the  Cash  and 
Management  Information  System  (C/MIS)  homeownership,  including  rehabilitation, 
programs  rather  than  a  separate  project  for  each  household  assisted. 

7.  Pre-environmental  Clearance  Cost  -  Make  pre-environmental  clearance  activity 
costs  reimbursable  activity  delivery  costs  in  order  to  permit  PJs  to  undertake  them. 
Under  current  HUD  interpretation,  costs  associated  with  pre-environmental  clearance 
(NEPA)  activities  may  not  be  reimbursable  for  specific  projects.   Only  costs  associated 
with  post-NEPA  clearance  would  be  reimbursable.   Therefore  such  costs  as 
appraisals,  environmental  (lead/asbestos)  inspections,  energy  calculations,  architects. 
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civil  engineers,  outside  consultants  to  do  market  studies  cannot  be  charged  to  the 
project,  if  the  NEPA  clearance  has  not  been  approved.   PJs,  developers  and 
nonprofits  depend  on  these  activities  to  move  forward  on  projects;  however,  if  such 
expenses  are  not  reimbursable,  then  prospective  projects  will  not  be  pursued. 

8.  Additional  Forms  of  Matching  Contributions:  In  the  event  that  the  current  law 
matching  requirements  are  not  changed,  clarify  that  the  difference  between  acquisition 
cost  and  the  appraised  value  of  land  or  other  real  property,  acquired  with  or  without 
federal  resources,  is  eligible  match.   The  regulations  currently  allow  such  a  differential 
to  count  in  the  case  of  properties  acquired  from  RTC  for  affordable  housing.  Also 
consider  owner  contributions  as  match,  in  terms  of  land,  owner  investment  or  private 
debt. 

9.  Projects  out  of  Compliance:   Clarify  that,  in  the  event  that  a  project  which  a  PJ 
funds  falls  out  of  compliance  with  the  requirements  of  HOME,  the  jurisdiction  shall  first 
seed  to  return  the  project  to  compliance,  than  if  necessary  make  reasonable  efforts  to 
see  that  the  project  developer  repays  the  HOME  subsidy;  but  in  the  event  that  the 
developer/owner  cannot  repay  the  subsidy,  permit  HUD  to  reduce  future  grants  but  not 
require  the  jurisdiction  to  repay  such  subsidy  to  its  HOME  trust  fund  or  to  HUD. 

10.  Housing  Quality  Standards  and  HOME-Assisted  Housing:  Exempt  housing 
units  receiving  $5,000  or  less  in  HOME  funds  for  weatherization,  emergency 
assistance,  home  repair,  or  accessibility  from  Section  8  Housing  Quality  Standards. 
This  would  permit  PJs  to  address  emergency  or  life  threatening  problems,  or  prevent 
further  deterioration  of  a  unit. 

1 1 .  Environmental  Review:  Provide  an  exemption  from  the  requirements  for  rehab 
or  one  to  four  units  and  all  owner-occupied  rental  and  homeownership  projects  and 
provide  flexibility  by  permitting  one  environmental  review  for  projects  receiving  both 
HOME  and  CDBG  funds.   Where  the  HOME  program  determines  a  project  to  be 
rehab  for  environmental  review  purposes,  allow  that  determination  to  supersede  that  of 
HUD'S  environmental  review  staff. 

12.  CHDO  Operating  Funds:   Clarify  that,  at  the  discretion  of  the  PJ,  the  up  to  5 
percent  of  its  allocation  which  may  be  made  available  for  CHDO  operating  assistance 
may  be  taken  from  within  or  outside  the  CHDO  set-aside. 

13.  Drawdown  of  HOME  Funds:   Increase  from  15  to  30  days  the  time  frame 
within  which  funds  drawn  down  must  be  spent.   The  15-day  time  limit  is  particulariy 
burdensome  for  urban  counties  and  consortia  which  deal  with  multiple  subrecipients. 

14.  Definition  of  Net  Proceeds  for  Homeownership:  Clarify  that  the  definition  of 
net  proceeds  includes  improvements  made  to  the  property  by  the  owner. 

15.  Spending  HOME  Funds:  Clarify  that  PJs  may  commit  FY93  HOME  funds  prior 
to  having  fully  committed  FY92  funds  in  order  to  permit  them  to  take  advantage  of 
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opportunities  such  as  the  acquisition  of  land  for  affordable  housing.  Also  eliminate  the 
provision  that  program  income  must  be  spent  before  further  funds  are  drawn  down  for 
the  same  reasoning. 

16.  Recognition  of  IMatch:   Should  the  existing  matching  requirement  not  be 
changed  as  recommended  above,  allow  PJs  to  begin  accruing  match  for  HOME 
eligible  activities  as  soon  as  they  have  signed  their  Pi'93/FY94  HOME  agreements, 
rather  than  waiting  until  they  begin  drawing  down  their  FV93/FY94  funds. 

17.  C/MI  System  For  Tenant  Assistance:   Eliminate  the  requirement  that  specific 
information  (social  security  number,  amount  of  tenant  contribution,  amount  of  subsidy) 
be  provided  up  front  on  each  tenant  to  be  assisted  with  HOME  funds,  requiring 
instead  that  such  information  be  contained  in  the  completion  report.   PJs  should  be 
required  to  indicate  up  front  the  number  of  tenants  expected  to  be  assisted  and  the 
total  amount  of  subsidy  expected  to  be  provided. 

18.  C/MI  System  and  CHDOs:  Allow  CHDO  projects  to  be  set-up  in  the  C/MIS 
(therefore  show  them  as  a  commitment)  prior  to  complete  CHDO  identification  of  all 
financial  sources  and/or  completion  of  approval/filing  as  a  CHDO.   This  would  enable 
PJs  to  commit  their  CHDO  monies  faster  rather  than  waiting  for  the  lengthy  CHDO 
approval  process. 

19.  Limitation  on  Use  of  HOME  With  FhiA  Mortgage  Insurance:  Remove  the 
requirement  that  the  HOME  affordability  period  corresponds  to  the  term  of  an  FHA 
insured  mortgage  when  HOME  funds  are  used  in  connection  with  housing  financed 
with  a  mortgage  insured  by  HUD.    HOME  affordability  requirements  should  revail. 

20.  Property  Value  Limits:  Allow  local  jurisdictions  to  base  property  value  limits  on 
the  area  median  income  as  provided  in  the  statute. 

21 .  Definition  of  Affordable  for  Subsequent  Low-Income  Borrower:    Eliminate 
the  regulatory  requirement  that  first-time  homeownership  units  be  made  affordable  to 
the  subsequent  low-income  buyer  at  a  price  that  is  30%  of  75%  of  median  income. 
The  statute  requires  that  the  unit  be  affordable  but  does  not  specify  the  actual  amount. 
PJs  should  be  given  the  option  to  define  what  is  affordable  to  another  low-income 
purchaser. 

22.  Definition  of  SRO  under  HOME:   Conform  HOME'S  definition  of  Single  Room 
Occupancy  (SRO)  projects  to  that  used  in  other  federal  programs  such  as  the 
McKinney  Homeless  and  Shelter  Plus  Care  programs,  thus  allowing  HOME  to  be  used 
in  combination  with  these  programs. 

23.  Flexibility  with  Davis-Bacon:  Eliminate  Davis-Bacon  requirements  for  HOME 
projects  of  12  units  or  more,  but  scheduled  to  be  sold  to  individuals  as  separate  units. 
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Testimony  of  The  Honorable  Maude  Ford  Lee 
Conunissioner,  Palm  Beafdi  County 


Mr.  Chairman  and  members,  i  first  want  to  thank  Congressman  Alcee  Hastings  for  his 
commitment  and  dedication  to  this  much  needed  project  I  wmuld  also  like  to  thank  the 
other  three  members  of  the  Palm  Beach  County  Ddegation,  Congressman  Clay  Shaw, 
Congressman  Hany  Johnston,  and  Congressman  Tom  Lewis  who  have  recognized  the 
in^Mirtance  of  this  project  and  have  supported  the  earmarking  of  funds  to  renovate 
Spanish  Courts. 

Spanish  Courts  is  located  in  the  City  of  Rivieta  Beach,  Palm  Beach  County,  Florida.  It 
b  directly  north  of  the  Port  of  Palm  Beach  on  U.S.  High%vay  1.  Palm  Beach  County  has 
a  populatkm  of  approximately  900,000  populatkMi,  with  appnudmately  29,000  people 
living  in  the  City  of  Riviera  Beach. 

The  Gty  of  Riviera  Beach  has  suffered  substantial  economic  and  sodai  set  backs  due  to 
the  wertward  expansion  and  urban  qirawl,  the  closing  of  a  major  employer  in  the  dty, 
the  closing  of  all  major  grocery  stores  and  several  banking  institutions.  Thb  has  resulted 
bi  slum  and  blight,  economic  disinvestment,  joblessness,  and  an  increase  in  social 
problems  in  this  area.  The  current  poverty  level  fai  this  lagging  regkMi  is  approximately 
thirty  percent  (30%). 

Spanish  Courts  is  a  historic  nte  built  In  1928  and  is  orte  of  the  best  remainhig  examples 
of  of  the  Florida  Spanish  styled  "motor  court"  architecture.  It  is  located  in  the  middle  of 
a  proposed  redevelopment  project  which  is  presently  being  planned  by  a  Tri-Party 
Committee  of  the  Oty  of  Riviera  Beach,  the  Port  of  Palm  Beach,  and  Palm  Beach  County. 
This  redevelopment  project  is  expected  to  be  a  public/private  partnenh^  «vhich  will 
attract  an  investment  of  $25&-500  million  to  revitalize  the  primary  local,  national,  and 
international  c»mmerce  area  of  Palm  Beach  County.  This  project  will  provide  the  impdus 
to  begin  revitalization  of  this  area. 

This  request  is  to  renovate  Spanish  Courts,  a  26  cottage  site  for  retail,  commercial,  and 
business  incubatioTL  Palm  Beach  County  has  budgeted  $550,000  of  Community 
Development  funds  to  support  reruivation. 

We  are  requesting  $550,000  to  fund  the  outstanding  amount  necessary  to  complete  this 
$1.1  million  project 


773 


Page  2 


Management  of  this  project  will  be  mplemented  by  the  Business,  Economic  Development 
&  Revitalization  Corporation  (BEDR  pronounced  "better^,  a  not-for-profit,  community 
economic  development  organization  which  devdc^ied  and  proposed  tine  Spanish  Courts 
project. 

BEDK  is  presently  «vorking  with  community  banlcs  and  th«  Small  Busine«  Administration 
to  provide  sufficient  incubation  funds  for  potential  business  owners. 

in  addition.  Palm  Beach  County  is  plaiming  a  business  incubation  center  in  this 
neighborhood  to  hdp  Insure  that  the  necessary  si^iport  systems  are  available  for  new 
entrepreneurs. 

Spanish  Courts  is  expected  to  attract  26  businesses  and  employ  over  125  persortt.  The  Qty 
of  Riviera  Beach  and  the  Private  Industry  Council  will  work  cooperatively  to  assist  in  tiie 
recruitment  of  low  to  moderate  income  individuals  for  the  jobs  created  by  these 
businesses. 

The  Spanish  Courts  project  will  1)  provide  for  the  creation  and  retention  of  jobs  in  this 
lagging  area,  2)  foster  small  business  development  and  iiMmfaatioh,  3)  dimiitate  dum  and 
blight  and  provide  for  city  revitalization  and  urban  renewal,  and,  4)  preserve  a  significant 
historical  landmark. 

Spanish  Courts  will  be  the  catalyst  for  a  major  coastal  aiKl  regional  redevelopment  project 
in  Pafan  Beach  County. 

With  an  overall  strategic  plan,  the  City  of  Riviera  Beadi,  Palm  Beach  County,  and  the  Port 
of  Palm  Beach  are  in  the  process  off  applying  for  incentive  programs  for  this  area  to 
ensure  maximum  leverage  of  revenues  and  resources.  These  programs  include  the 
following 

1.  Federal  Enterprise  Program 

-Urban  application  already  in  process. 

2.  State  Enterprise  Area 

-  Reauthorization  by  the  State  has  recently  been  approved. 

3.  Free  Trade  Zone 

-  Plans  are  hi  process  to  expand  area  designation. 

4.  Riviera  Beach  Community  Redevelopment  Agency 

-  Commercial  district  revitalization  plan  is  in  process  of  being  implemented. 

Mr.  Chairman,  thank  you  again  for  this  opportunity  to  provide  testimony  im  behalf  of  this 
worthy  economic  revitalization  project 
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The  Asscxriation  of  Local  Housing  Finance  Agencies  (ALHFA)  appreciates  tlie  opportunity  to  provide 
Its  views  and  recommendations  to  die  Subcommittee  on  Housing  and  Community  Development  widi 
respect  to  reaudionzation  of  the  nation's  housing  and  community  development  laws. 

By  way  of  background,  ALHFA  is  die  national  association  of  professionals  working  to  finance 
affordable  housing  for  low-  and  moderate-  income  people  at  the  local  level.  Its  members  are  city  and 
county  agencies  which  finance,  using  a  variety  of  sources  -  tax-exempt  and  taxable  bonds,  HOME  and 
CDBG  funds,  Low-Income  Housing  Tax  Credits,  their  own  and  state  funds  -  homeownership  and 
rental  housing  opportunities  for  low-  and  moderate-  income  households.  ALHFA  played  a  key  role 
in  helping  this  Subcommittee  and  the  Congress  enact  HOME,  the  centerpiece  of  the  Cranston- 
Gonzalez  National  Affordable  Housing  Act  of  1990.  ALHFA  has  also  played  a  key  role  in  helping 
convince  Congress  to  enact  imponant  incentives  within  the  Internal  Revenue  Code,  which  in 
combination  widi  programs  under  the  junsdiction  of  this  Subcommittee,  serve  to  expand  affordable 
housing  opportunities.  Just  last  summer,  ALHFA  and  others  succeeded  in  achieving  Congressional 
enactment  of  permanent  extensions  of  the  Mortgage  Revenue  Bond  and  Low-Income  Housing  Tax 
Credit  programs  in  die  Omnibus  Budget  Reconciliation  Act  of  1993. 

At  the  outset  ALHFA  wishes  to  commend  Chairman  Gonzalez  for  introducing  H.R.3838,  die 
"Housing  and  Community  Development  Act  of  1994."  This  legislation  is  a  very  useful  beginning 
point  for  die  Subcommittee's  deliberations.  There  are  several  provisions  m  the  legislation  widi  respect 
to  HOME,  CDBG,  Section  8  and  the  FHA  insurance  programs  on  which  we  wish  to  comment. 

HOME  Investment  Partnerships  Program 

Enacted  as  the  centerpiece  of  die  1990  National  Affordable  Housing  Act,  local  housing  finance 
agencies  have  struggled  in  its  implementation.  We  recognized  in  1990  that  certain  compromises  were 
necessary  to  achieve  enactment  over  the  objections  of  an  Administration  hostile  to  it.  We  accepted 
diis  as  die  pnce  for  getung  die  framework  for  a  new,  flexible,  formula-dnven  source  of  federal  housing 
funds.  In  1992  we  came  back  to  die  Congress  with  a  senes  of  legislative  changes  designed  to  ease 
program  implementation.  Tins  Subcommittee  and  the  Congress  were  sympadietic  to,  and  accepted, 
many  of  our  recommendations.  Those  changes  were  largely  implemented  by  the  Clinton 
Administration  when  it  took  office  in  January,  1993.  Given  die  fiindamental  nature  and  scope  of 
diose  legislative  changes,  implementation  of  the  HOME  program  really  began  m  January,  1993. 

Since  dien  die  progress  in  using  die  funds,  and  die  uses  to  which  diey  are  being  put,  is  very 
impressive.  According  to  HUD,  as  of  die  end  of  Febmaiy,  60  percent  of  die  $2.5  billion  appropnated 
in  FY  1992  and  1993  funds  are  being  used  for  rental  housing  and  39  percent  are  being  used  for 
ownership  housing.  Of  diese  amounts,  19  percent  is  supporting  new  housing  construction,  71.7 
percent  is  supporting  rehabilitation,  in  keeping  with  die  statute's  prescription  that  rehabilitation  be 
undertaken  when  it's  the  most  cost-effective,  6  percent  is  being  used  for  acquisition,  and  2.9  percent 
IS  being  used  for  tenant  based  rental  assistance.  In  addition,  $19,442  of  HOME  funds  per  unit  are 
used  for  new  construction,  and  $17,140  are  used  for  rehabilitation,  both  of  which  are  well  below  the 
maximum  allowable  subsidy  hmits.  It  is  clear  in  our  view  diat  HOME  is  meeting  Congressional 
intent  of  expanding  die  supply  of  affordable  housing  widi  an  overwhelming  majority  of  funds  spent 
on  new  construction  and  rehabilitation. 
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Tliere  is  more  good  news  in  tlie  deep  targeting  of  HOME  funds,  well  beyond  the  60  percent  for  rental 
housing  and  80  percent  for  ownership  housing  required  by  the  statute.  Again  according  to  HUD,  at 
tlie  end  of  February,  43.2  percent  of  the  funds  being  used  for  rental  housing  are  benefitting  those  with 
incomes  from  0-30  percent  of  median  income,  23.7  percent  for  those  with  incomes  from  31-50  percent 
of  median,  7.2  percent  for  those  from  51-60  percent,  and  2.1  percent  for  those  from  61-80  percent. 
For  homeownership,  78.7  percent  of  tlie  fiinds  are  benefitting  those  below  60  percent  of  median,  while 
21.3  percent  are  benefitting  tliose  from  61-80  percent  of  median. 

HUD's  February  statisucs  also  indicate  diat  61.4  percent  of  the  FY  1992  and  9  percent  of  the  FY  1993 
HOME  funds  have  been  committed.  Tliese  figures  in  our  view  are  misleading.  HUD  considers 
HOME  funds  committed  when  tliey  have  been  entered  in  die  Cash/Management  Information  system. 
In  many  cases  lunsdictions,  despite  having  tlieir  HOME  funds  under  a  legally  binding  contract,  have 
not  entered  diem  into  die  C/MI  system.  For  example,  under  current  procedures  funds  used  for  tenant 
assistance  or  homeowner  rciiabilitation  cannot  be  entered  into  the  system  until  all  of  the  individual 
households  to  be  assisted  have  been  identified.  In  addition,  once  a  new  construction  project  is  entered 
into  the  system,  construction  must  begin  widim  12  months.  There  are  cases  in  which  when 
construction  cannot  begin  in  this  time  frame,  and  die  project  is  kicked  out  of  die  system.  Tliere  are 
other  mechanical  problems  attendant  to  entenng  data  into  the  system,  which  HUD  has  committed 
to  fixing.  Tins  notwidistanding,  ALHFA  and  odier  national  organizations  representing  local  and  state 
government  have  approached  HUD  with  a  recommendation  that  die  definition  of  commitment  be 
changed  to  reflect  reality  to  conform  to  the  definition  of  commitment  used  in  the  CDBG  program, 
i.e.  diat  of  a  legally  binding  contract  between  a  Participating  Jurisdiction  and  a  subrecipient.  HUD 
is  receptive  to  this  change  and  has  proposed  including  it  in  die  pending  Fifth  Interim  Rule  now  at 
the  Office  of  Management  and  Budget  for  its  concurrence.  We  raise  this  issue  not  because  we  are 
seeking  legislative  action,  but  rather  to  clanfy  for  die  Subcommittee  that  die  current  definition  of 
commitment  may  lead  some  to  conclude  diat  Panicipating  Jurisdictions  cannot  fully  use  the  funds 
appropnated.  Tins  is  emphatically  not  the  case.  In  fact,  widi  a  change  in  the  definition  of 
commitment  it  will  be  clear  that  Participating  Junsdictions  are  fully  utilizing  dieir  allocations.  Tliis 
IS  a  very  significant  development  given  the  fact  that  die  program  really  only  got  underway  in  1993 
after  die  needed  amendments  made  by  the  Congress  in  the  Housing  and  Community  Development 
Act  of  1992  were  implemented,  and  die  program  was  warmly  embraced  by  die  new  HUD  Secretary, 
Henry  Cisneros.  We  here  reiterate  our  appreciation  for  the  Secretary's  efforts  to  smooth 
implementation  of  the  program. 

Mr.  Chairman,  we  are  pleased  to  support  the  two  year  reaudiorization  of  HOME  at  S2.23  billion  for 
FY  1995  and  $2.3  billion  for  FY  1996.  A  multiyear  reauthorization  of  the  program  is  essential  to 
provide  a  measure  of  predictability  widi  respect  to  future  year's  funding.  We  feel  compelled  to 
indicate  our  disappointment  in  die  Administration's  budget  request  of  $1  billion  for  HOME,  a  $275 
million  decrease  over  die  FY  1994  level  We  strongly  oppose  this  proposal.  Just  as  HOME  is  realizing 
Its  potential,  its  funding  should  not  decrease,  but  rather,  it  should  increase. 

We  also  support  the  technical  refinements  to  HOME  included  in  H.R.3838  which  were  originally 
recommended  by  ALHFA  and  several  odier  national  organizations,  such  as  leveling  die  nonfederal 
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matching  requirement  to  25  percent,  deleting  tlic  requirement  that  homebuyers  assisted  with  HOME 
funds  be  first-time  homebuyers,  requiring  instead  that  they  be  low-income  homebuyers,  allowing 
recaptured  funds  originally  used  for  homeownership  to  be  used  for  any  HOME-eligible  activity, 
eliminating  the  separate  audit  requirement  for  HOME,  and  allowing  states  to  delegate  environmental 
review  to  tliose  communities  to  which  tliey  allocated  HOME  funds.  We  also  support  the  clarification 
diat  permits  Community  Development  Block  Grant  funds  to  be  used  for  administration  of  housing 
activities  under  HOME  as  well  as  the  correction  to  the  1992  Act  which  places  CDBG  assistance  for 
housing  within  the  20  percent  administrative  cap.  Finally,  we  suppon  the  provision  that  makes  any 
legislative  changes  to  HOME  apply  to  amounts  made  available  or  unobligated  upon  the  date  of 
enactment. 

We  do,  however,  have  a  concern  witli  respect  to  a  couple  of  provisions  in  H.R.3838,  including  tlie  25 
percent  set-aside  off  tlie  top  for  tlie  National  Community  Development  Initiative  and  the  requirement 
that  tlie  accounting  of  program  benefit  be  kept  by  units  assisted  rather  than  funds  spent.  This  change 
may  result  in  more  targeting  tlian  is  currently  required  under  current  law.  With  respect  to  CDI,  it  was 
our  understanding  tliat  when  authorized  in  1993  the  program  was  to  be  a  one-time  appropriation  to 
leverage  $75  million  in  foundation  funding  to  build  capacity  within  non-profit  entities.  Wliile  we 
support  this  goal,  we  believe  the  current  set-aside  of  $14  million  witliin  HOME  can  achieve  tins 
purpose. 

Tliere  are  several  odier  recommendations  for  change  in  die  HOME  program  not  in  H.R.3838  which 
we  hope  tlie  Subcommittee  will  add  during  markup.  These  proposals  are  consistent  with 
Congressional  intent  in  enacting  HOME,  i.e.  attracting  pnvate  sector  investment,  leveraging  scarce 
federal  resources,  and  providing  credit  enhancement  to  supplement  existing,  but  insufficient,  sources. 

First,  the  statute  is  silent  on  whedier  HOME  funds  can  be  used  to  guarantee  loans  made  by  private 
lenders  in  support  of  HOME-assisted  housing.  Accordingly,  HUD  has  taken  tlie  position  that  this 
IS  not  a  permissible  use  of  the  funds.  We  urge  the  Subcommittee  to  include  in  H.R.  3838  a  provision 
exphcitly  authorizing  Participating  Jurisdictions  to  use  HOME  funds  to  provide  a  guarantee  for  all 
or  a  portion  of  a  short-term  loan  to  support  HOME-assisted  single  and  multifamily  affordable 
housing. 

Under  this  proposal,  a  Participating  Jurisdiction  would  agree  to  guarantee  all  or  some  portion  of  a 
loan  made  by  a  lender  for  a  HOME-assisted  single  or  multifamily  project.  The  loan  could  be  for  up 
to  five  years  and  could  cover  construction  in  die  case  of  single  family  housing  (to  replace  savings  and 
loans  which  formerly  made  such  loans),  or  construction,  rent-up  and  a  year  or  two  of  occupancy  for 
multifamily  rental  housing.  The  guarantee  would  constitute  a  pledge  of  some  or  all  of  the 
Participating  Jurisdiction's  current  year  allocation.  Tlie  amount  of  tlie  guarantee  could  decline  over 
the  term  of  the  loan.  The  Participating  Jurisdiction  would  not  draw  down  the  funds  for  die 
guarantee,  but  it  would  reserve  the  amount  in  its  HOME  Investment  Trust  Fund.  Only  in  the  event 
of  a  default  would  the  funds  be  drawn  down.  Fannie  Mae  and  Freddie  Mac  could  be  encouraged  to 
buy  die  permanent  loans  winch  take  out  diese  loans. 
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Second,  tlie  statute  should  be  amended  to  create  die  equivalent  of  a  CDBG  Section  108  loan  guarantee 
program  withm  HOME.   The  program  could  work  either  of  two  ways: 

1.  Participating  Jurisdictions  could  provide  guarantees  for  loans  on  HOME-assisted  single  family 
and  muitifamily  housing.  Tins  loan  guarantee  meciianism  would  be  sufficiently  flexible  to 
cover  construction  and  permanent  financing,  homeownership  and  rental  housing,  taxable  and 
tax-exempt  financing,  partial  and  full  coverage  against  losses,  and  short-  and  long-term 
guarantees.  Tlie  guarantees  would  be  backed  by  the  Jurisdiction's  future  HOME  allocations. 
Jurisdictions  could  provide  guarantees  in  an  aggregate  amount  up  to  five  times  their  annual 
HOME  allocation.  No  HOME  funds  would  be  drawn  down  unless  tlie  loan  goes  into  default. 
Fannie  Mae  and  Freddie  Mac  could  be  encouraged  to  buy  permanent  loans  guaranteed  under 
this  authority.   This  option  would  require  federal  loan  guarantee  authority. 

Under  tins  opnon  a  Participating  Jurisdiction  would  issue  a  loan  guarantee  to  a  project  lender.  Tlie 
guarantee  would  be  backed  by  a  stand-by  loan  agreement  between  the  Participating  Jurisdiction  and 
HUD.  Under  the  stand-by  agreement,  HUD  would  agree  to  cover  any  claims  on  the  guarantee  by 
issuing  notes  on  behalf  of  die  Participating  Jurisdiction  that  would  be  repaid,  with  interest,  from  tlie 
Junsdicuon's  future  HOME  allocations.  This  could  be  done  over  a  period  of  time  up  to  thirty  years. 
However,  no  flinds  would  be  drawn  down  unless  the  loan  goes  into  default.  If  a  call  is  made  on  die 
stand-by  loan  agreement,  tlie  repayments  to  HUD  would  be  subject  to  HOME's  matching 
requirements.  In  addition,  fulfillment  of  a  guarantee  obligation  would  not  be  treated  as  a  refinancing, 
nor  would  it  be  subject  to  the  prohibition  against  investing  HOME  funds  in  a  project  prior  to  the 
termination  of  the  use  restrictions. 

2.  Participating  Jurisdictions  could  borrow  against  dieir  future  HOME  allocations  to  provide 
an  Uf>front  capital  subsidy  (equity  contribution)  to  reduce  the  rents  on  a  muitifamily  project 
to  make  them  affordable.  Under  tins  approach  HUD  would  guarantee  notes  issued  by  a 
Participating  Jurisdiction  which  would  be  repaid  in  annual  increments  from  the  Jurisdiction's 
future  HOME  allocations.  Used  m  this  fashion  a  sufficient  amount  of  HOME  funds  could 
aggregated  to  undertake  eidier  large-scale  projects  or  engage  in  substantial  production  of  units. 
This  option  would  require  federal  guarantee  audiority. 

Here  is  an  example  of  how  diis  option  would  work  in  Fairfax  County,  Virginia.  Typically,  a  new  unit 
of  housing  in  die  County  produced  under  the  inclusionary  zoning  ordinance  is  a  modest  townhouse 
unit  which  costs  approximately  $90,000  to  build.  The  County  receives  $1.5  million  m  HOME  funds. 
Using  $25,000  per  unit  of  HOME  funds  to  fill  a  financing  gap,  the  County  could  provide  60  units 
annually  which  would  rent  for  between  $681  and  $864  (less  utilities)  to  a  family  of  four  at  50-60 
percent  of  median  income. 

In  die  County's  Working  Singles  SRO  development  of  20  efFiaency  apartments,  which  was  built  using 
HOME  (50  percent)  and  CDBG  Section  108  funds  (50  percent),  rents  are  $364  (including  utilities). 
Tlie  facility  has  no  debt,  and  die  units  rent  to  a  person  at  a  minimum  income  of  $13,525  per  year  (30 
percent  of  die  median  income).   Tlie  total  cost  of  die  project  was  $1  million  ($50,000  per  unit). 
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If  the  rent  were  increased  for  units  in  tlie  Working  Singles  development  to  $425  (mcluding  utilities) 
diese  units  would  be  affordable  to  persons  at  40  percent  of  the  median  income.  Tlie  increased  rent 
would  yield  $61  per  month/per  unit  for  debt  service.  This  translates  into  a  $184,000  mortgage,  18 
percent  of  die  total  project  cost  Tlius,  a  capital  wnte  down  of  $816,000  would  be  necessary  to  provide 
20  efficiency  apartments  at  $40,800  per  unit  that  rent  to  households  at  40  percent  of  the  median 
income.  Therefore,  in  a  given  year  at  best  $1.5  million  of  HOME  could  provide  37  SRO  units  at 
$40,800  per  unit  equity.  Tlius,  in  order  to  avoid  an  ongoing  rental  subsidy,  a  project  such  as  this  must 
have  a  large  equity  payment  up-front. 

However,  if,  instead  of  using  HOME  funds  for  a  direct  equity  contribution  in  individual  projects, 
diey  were  used  to  pay  annual  debt  service  as  they  do  in  the  CDBG  Section  108  program,  many  more 
units  could  be  produced.  Tlie  CDBG  Section  108  program  allows  junsdictions  to  borrow  up  to  five 
times  their  annual  entitlement  amount,  with  future  year's  CDBG  funds  pledged  for  annual 
repayments.  If  Fairfax  County  could  borrow  five  times  its  annual  HOME  allocation  over  a  20  year 
penod  at  7  percent,  diis  would  yield  $7,425  million  ($7.5  million  less  one  percent  in  financing  costs) 
in  available  equity.  In  die  townhouse  example  above,  diis  would  provide  approximately  297  units  at 
$25,000  per  unit,  depending  on  die  number  of  bedrooms.  In  the  SRO  example,  approximately  182 
units  at  $40,800  per  unit  in  equity  could  be  produced.  Debt  service  costs  would  total  $400,000,  leaving 
$1.1  million  available  to  die  County  for  other  affordable  housing  activities. 

Widi  the  ability  to  use  a  "HOME  108"  loan,  a  substantial  number  of  units  could  be  brouglit  on  line 
and  be  in  service  for  the  next  20  years.   Tliese  units  would  not  need  annual  rental  subsidies. 

Willie  a  five  times  multiplier  was  used  in  die  above  example,  the  impact  is  even  greater  with  a  larger 
multiplier. 


Entitlement 

$ 

SRO 

Townhouse 

Multiplier 

Million 

Units 

Units 

5 

7.425 

182 

297 

10 

14.850 

364 

594 

15 

22.275 

546 

891 

20 

29.700 

728 

1.188 

Tliese  examples  have  been  simplified  for  presentation  purposes.  However,  they  clearly  illustrate  diat 
a  "HOME  108"  program  is  needed  to  significantly  expand  HOME's  potential  as  an  effective 
production  tool.  Furthermore,  the  administrative  cost  of  producing  60  units  annually  is  about  the 
same  as  that  for  297  units  or  891  units. 

Another  provision  recommended  for  inclusion  in  H.R.3833  is  a  modification  of  die  current-law 
requirement  widi  respect  to  project  monitoring.  Under  current  law  Panicipating  Junsdictions  must 
perform  an  annual  on-site  review  of  each  HOME-fiinded  project  to  ensure  compliance  with  the  law's 
income  targeting  and  rent  restriction  requirements.  While  we  have  no  quarrel  widi  die  objective,  we 
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believe  a  more  efficient  and  cost-effective  means  of  compliance  would  require  Participating 
Jurisdictions  to  perform  a  desk  review  of  tenant  files  annually,  supplemented  with  an  on-site  review 
every  three  years.  This  would  make  the  monitonng  requirements  under  HOME  similar  to  those 
applicable  to  the  Low-Income  Housing  Tax  Credit,  a  resource  that  is  often  used  in  combination  with 
HOME. 

Finally,  we  note  that  H.R.3838  does  not  contain  a  provision  requested  by  the  Administration  and 
included  in  S.1299  restoring  the  threshold  for  receiving  a  direct  allocation  of  HOME  funds  to 
$500,000/$700,000,  up  from  the  $335,OO0/$5OO,OOO  used  whenever  the  HOME  appropnation  falls 
below  $1.5  billion.  We  are  concerned  that  with  the  lower  threshold,  the  growth  of  Participating 
Jurisdictions  over  time  will  result  in  a  diminution  of  funds  available  to  existing  Participating 
Junsdictions  to  the  point  where  they  will  be  inadequate  to  undertake  activities  to  expand  the  supply 
of  affordable  housing. 

Community  Development  Block  Grants 

This  year  marks  the  20th  anniversary  of  what  many  call  the  Federal  Government's  most  successful 
domestic  program.  The  CDBG  program's  success  stems  from  its  utility,  i.e.  providing  cities  and 
counties  with  an  annual,  predictable  level  of  funding  which  can  be  used  with  maximum  flexibility  to 
address  their  unique  community  development  needs.  A  considerable  amount  of  CDBG  funds  are 
being  used  by  ALHFA  members  for  housing  rehabilitation  and  to  assist  homebuyers  with 
downpayment  and  closing  cost  assistance.  CDBG  provides  a  valuable  complement  to,  and  is  not  a 
substitute  for,  the  HOME  program. 

Evidence  diat  CDBG  is  successful  in  tlie  eyes  of  the  Congress  is  the  fact  that  appropriations  have  gone 
from  $3.2  billion  in  FY  1991,  to  $3.4  bilhon  in  FY  1992,  to  $4  bilhon  in  FY  1993,  to  $4.4  billion  in 
FY  1994.  ALHFA  is  pleased  to  have  worked  with  the  program's  Congressional  supporters,  like  dje 
members  of  this  Subcommittee,  to  help  secure  these  increased  appropnations.  We  are  pleased  to  see 
that  H.R.  3838  contains  increased  authorizations  for  CDBG,  $4.53  billion  for  FY  1995  and  $4.67 
billion  for  FY  1996. 

Section  8 

ALHFA  strongly  supports  the  provision  in  H.R.3838  which  eliminates  the  15  percent  limitation  on 
die  use  of  Section  8  certificates  as  pro)ect-based  assistance.    Permitting  more  Section  8  certificates  to 
be  used  as  project-based  assistance  will  enable  them  to  serve  as  credit  enhancement,  encouraging 
private  lenders 
to  make  loans  for  additional,  affordable  multifamily  rental  housing. 

Federal  Housing  Administration  Programs 

Mr.  Chairman,  ALHFA  members  are  concerned  about  the  sharp  decrease  in  staffing  at  FHA  during 
the  years  of  the  Reagan  and  Bush  Presidencies.   We  urge  this  Subcommittee  and  the  HUD 
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Appropnations  Subcommittee  to  closely  examme  FHA's  field  office  staffing  levels,  and  increase  them 
where  possible,  to  enable  FHA  to  reenter  in  a  significant  manner  die  multifamiiy  mongage  insurance 
business.  Widi  programs  like  FHA^'housing  finance  agency  multifamiiy  nsk  sharing  and  multifamiiy 
property  disposition  becoming  operational,  local  housing  fmance  agenaes  need  partners  in  HUD  field 
offices  to  help  implement  these  programs. 

As  to  die  FHA/HFA  nsk  sharing  program  authorized  by  the  Housing  and  Community  Development 
Act  of  1992,  we  are  pleased  to  report  diat  an  ALHFA  representative  was  "loaned"  to  the  Office  of  the 
Assistant  Secretary  for  Housin^^Federal  Housing  Commissioner  last  summer  to  assist  in  fleshing  out 
die  design  of  the  program  and  help  draft  the  program's  regulations.  We  believe  that  the  program  is 
die  better  for  ALHFA's  having  been  involved  in  this  regard. 

We  are  pleased  to  report  that  six  local  housing  finance  agencies,  along  with  28  state  agencies,  have 
submitted  applications  to  participate  in  die  30,000  units  authonzed.  Qualified  agency  participants 
are  expected  to  be  announced  by  HUD  at  the  end  of  this  month.  We  believe  that  if  diis 
demonstration  program  is  the  success  we  expect  it  to  be,  it  will  be  the  basis  for  a  new  approach  to 
mulnfamily  mortgage  insurance  -  the  shanng  of  nsk  between  the  federal  government  and  local  and 
state  housing  agencies.  Tlierefore,  ALHFA  supports  the  reauthonzation  and  expansion  of  the 
program  by  15,000  units  for  FY  1995  and  FY  1996. 

Finally,  the  Administration's  FY  1995  budget  requests  an  extension  of  the  Section  8  pension  fund 
demonstranon,  die  Community  Investment  Demonstration,  which  Congress  audionzed  last  year.  Tlie 
budget  request  is  for  $514  million  to  support  5,000,  15-year  project-based  certificates  which  are 
expected  to  leverage  $1  -  2  billion  in  pension  fund  financing  for  affordable  rental  housing,  a  five-fold 
increase  over  the  current  year's  level.  ALHFA  supports  the  expansion  of  this  program  and  urges  that 
It  be  reauthonzed  in  H.R.  3838.  There  is,  however,  one  aspect  of  die  program  which  we  would  like 
to  see  omitted:  die  requirement  that  at  least  50  percent  of  the  funds  be  used  in  conjunction  with  the 
disposition  of  HUD-owned  properties  or  HUD-held  mortgages.  We  believe  that  dus  unnecessarily 
restncts  die  program.  There  are  many  communities  that  do  not  have  any  of  these  properties  widiin 
their  junsdiction. 

Tliank  you  for  your  favorable  consideration  of  ALHFA's  recommendations. 
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U.S.  DEPARTMENT  OF  HOUSING  AND  URBAN  DEVELOPMENT 
OFRCEOFTHE  SECRETARY 

WASHINGTON,  D  C   20410-0001 


Declaration  of  National  Community  Development  Week 

March  28th  to  April  3.  1994 

Henry  G.  Cisneros 
Secretary  of  Housing  and  Urban  Development 


This  year,  we  celebrate  the  20th  Anniversary  of  the  most  eflfective  and  successful  urban  tool 
ever  put  to  work  in  America's  communities,  the  Community  Development  Block        at  (CDBG) 
program.  While  targeting  urban  blight  and  deterioration,  CDBG  for  the  first  time  gave  local 
governments  flexibility  on  how  to  attack  their  local  problems.  This  approach  has  helped  create  a 
better  way  of  life  for  millions  of  people  in  thousands  of  neighborhoods  across  the  nation. 

From  major  metropolitan  areas  to  small  cities,  the  CDBG  program  has  been  the  driving 
force  behind  housing  rehabilitation,  neighborhood  improvements,  and  local  economic 
development.  Through  home  improvement  loans  and  grants,  loans  for  local  business  growth  and 
development,  services  for  lower  income  elderly  and  poor  children,  it  continues  to  help  create  a 
better  way  of  life,  primarily  for  poor  and  working  class  families.  CDBG  has  shown  the  strength  of 
a  targeted  but  flexible  approach  to  problems  in  our  communities,  while  fostering  cooperative 
relationships  between  the  public  and  private  sectors  to  solve  these  problems. 

As  Secretary  of  Housing  and  Urban  Development,  I  hereby  declare  March  28th  through  April 
3rd  as  National  Community  Development  Week.  During  this  week,  and  on  the  20th  Anniversary 
of  the  program's  creation,  I  encourage  Americans  in  communities  large  and  small  to  examine  the 
good  works  brought  about  by  this  exceptional  urban  development  program. 
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Opening  Statement 
Chairman  Henry  B.  Gonzalez 

Reauthorization  of  Housing  and  Community  Development  Programs 

Public  Housing  and  Section  8  Housing  Assistance 

March  17,  1994 

This  is  the  Subcommittee's  fourth  hearing  in  this 

legislative  session  on  the  reauthorization  of  housing  and 

community  development  programs.   Today's  hearing  will  focus  on 

issues  involving  public  housing  and  the  Section  8  housing 

assistance  payments  program. 

The  witnesses  appearing  before  the  Subcommittee  today 
represent  all  the  major  housing  organizations  with  an  interest  in 
public  housing  and  Section  8  —  organizations  that  have  testified 
before  this  Subcommittee  many  times  before  —  including 
representatives  of  public  housing  authorities,  the  National 
Housing  Law  Project,  and  representatives  of  private  owners, 
managers  and  developers.   The  testimony  of  these  organizations 
has  been  of  valuable  assistance  to  this  Subcommittee  in  the 
development  of  past  reauthorization  bills,  and  their  comments 
today  will  be  closely  reviewed,  and  will  help  move  us  toward 
completion  of  the  reauthorization  process. 

We  will  also  hear  from  Ms.  Barbara  Burgo,  a  public  housing 
resident,  who  has  a  very  compelling  story.   She  is  a  mother  of 
three  children  who  lost  her  job  as  a  waitress  because  she  could 
not  find  day-care,  but  who,  through  individual  initiative, 
returned  to  school,  completed  her  high  school  education,  went 
through  a  job  training  program,  and  is  now  a  social  work 
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assistant.   However,  as  a  low-income  wage  earner  she  still  faces 
much  difficulty  in  meeting  her  family's  monthly  rent,  food, 
health  care  and  clothing  costs. 

H.R.  3838,  the  Housing  and  Community  Development  Act  of 
1994,  which  I  introduced  on  February  10,  1994  with  20  members  of 
the  Subcommittee  as  original  co-sponsors,  has  several  initiatives 
and  makes  various  revisions  to  public  housing  and  the  Section  8 
programs.   In  public  housing,  these  include  several  rent  reform 
initiatives  proposed  last  year  by  the  Department  of  Housing  and 
Urban  Development,  designed  to  assist  working  families  who  live 
in  public  housing.   These  provisions  would  disallow  counting  as 
earned  income  for  a  period  of  time  the  income  of  a  formerly 
unemployed  public  housing  resident,  and  would  adjust  ceiling 
rents  so  that  they  are  reasonably  related  to  the  rental  value  of 
the  units  thereby  making  them  more  affordable  to  working 
families. 

One  of  today's  witnesses  —  the  Georgia  Association  of 
Housing  and  Redevelopment  Authorities  —  has  done  much  work  in 
reviewing  and  developing  public  housing  rent  reform  proposals, 
and  I  am  particularly  interested  in  hearing  their  comments  on 
this  issue. 

With  regard  to  Section  8,  H.R.  3838  provides  for  a  merger  of 
the  certificate  and  voucher  programs  into  a  single  rental 
assistance  program.   It  does  this  by  combining  and  restating  many 
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current  law  section  8  provisions,  removing  outdated  provisions, 
and  generally  clarifying  and  streamlining  the  section  8  program. 
I  believe  this  merger  will  provide  more  administrative  efficiency 
in  the  Section  8  program  by  eliminating  the  duplication  that 
currently  exists  between  the  certificate  and  voucher  programs. 

I  am  looking  forward  to  hearing  the  comments  of  today's 
witnesses  on  these  proposals,  and  any  other  proposals  that  they 
believe  this  Subcommittee  should  consider  in  the  development  of 
the  reauthorization  bill. 

First,  I  would  like  to  welcome  Congresswoman  Corrine  Brown, 
who  will  discuss  a  pilot  program  in  Jacksonville,  Florida  that  I 
understand  has  been  very  successful  in  providing  social  services 
to  public  housing  residents. 
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REMARKS  OF  HONORABLE 
MARGE   ROUKEMA 
PUBLIC  HOUSING/  SECTION  8 


(3/17/94) 


Mr.  Chairman,  today  we  continue  our  oversight  hearings  by  focusing  on 
our  nation's  system  of  public  housing  and  the  Section  8  program. 

Today,  some  3,200  public  housing  authorities  serve  over  1.4  million 
households  and  close  to  4  million  residents. 

Of  this  total,  over  500,000  public  housing  residents  are  elderly. 
75%  of  the  families  have  female  heads  of  household,  and  the  incomes  of 
most  families  occupying  pviblic  housing  averages  at  or  below  3  0%  of  area 
median  incomes . 

Currently,  there  are  close  to  1  million  households  on  the  waiting 
lists  for  public  housing. 

In  my  own  district  in  New  Jersey,  there  several  thousand  low- income 
residents  are  being  served  by  public  and  Section  8  assisted  housing 
units,  including  the  housing  authority  in  Philipsburg. 

Mr.  Chairman,  the  fact  is,  public  housing  can  be  found  everywhere 
throughout  the  country.   The  role  this  Committee  must  play  is  to  provide 
the  necessary  resources  to  carry  out  our  mandate  to  provide  safe,  decent 
and  affordable  housing  for  all  Americans. 

Today,  we  will  hear  from  the  very  practitioners  who  work  in  and  among 
our  public  housing  communities. 

This  is  not  an  easy  job  for  some.   There  are  problems  which  I  will 
only  highlight  here. 

First,  we  all  recognize  that  there  are  needs  far  greater  than  the 
resources  we  can  realistically  afford.   However,  we  certainly  cannot 
afford  to  reduce  funding  levels  for  these  programs.   In  this  respect,  I 
am  very  disappointed  with  the  funding  levels  requested  by  this 
Administration  for  operating  subsidies,  development  and  for 
modernization. 

As  you  and  I  have  both  protested,  Mr.  Chairman,  robbing  Peter  to  pay 
Paul  or  Pauline,  as  the  Administration's  budget  proposes,  will  not  make 
Paul  or  Pauline  more  well  off  but  it  will  certainly  make  Peter  much  worse 
off. 

Second,  there  is  a  growing  need  for  some  kind  of  rent  reform  which 
would  help  encourage  public  housing  residents  to  seek  work  and  would 
allow  the  PHAs  to  set  more  reasonable  rents  based  on  market  value  rather 
than  just  income.   You,  our  Colleague,  Mr.  Knollenberg,  and  I  have  all 
introduced  legislation  to  address  this  issue  and  I  hope  we  will  pass  some 
form  of  reform  this  year. 

Third,  public  housing  development,  including  site  and  design 
standards  must  be  reformed  and  here  again,  I  have  introduced  some  new 
ideas . 

Fourth,  we  cannot  seem  to  come  to  grips  with  the  1-for-l  hard  unit 
replacement  requirement  which  I  believe  is  a  fundamental  reason  why  so 
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many  vacant  and  unhabitable  high  rise  units  are  still  in  our  inventory 
and  why  new  units  are  not  being  built. 

Fifth,  HUD'S  "impaction"  rules  and  the  Secretary's  expressed  desire 
to  deconcentrate  poor  people  in  reality  may  serve  to  hamstring  a  PHA's 
need  to  replace  vacant  units  by  making  it  almost  impossible  to  develop  or 
acquire  new  housing  in  areas  where  the  people  need  housing  the  most. 

Sixth,  HUD'S  foot-dragging  on  the  mixed  populations  issue  must  be 
reversed  and  our  proposals  from  last  year  must  be  implemented  on  an 
expedited  basis. 

Despite  these  problems,  Mr.  Chairman,  we  must  remember  -  of  the  3,200 
housing  authorities  out  there,  only  about  25  to  30  are  considered 
troubled  by  HUD. 

I  believe  this  is  a  good  record  for  public  housing.   It  means  that 
thousands  of  people  are  living  in  safe,  decent  housing.   It  means  our 
PHAs  are  doing  a  good  job  meeting  the  needs  of  our  citizens. 

For  this,  I  believe  public  housing  deserves  our  continued  support. 

Thank  you  Mr.  Chairman. 
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OPENING  STATEMENT 

Subcommittee  on  Housing 

Hearing  on  HR  3838: 
Public  Housing  &  Section  8  Assistance 

March  17,  1994 


Thank  you  Mr.  Chairman.  Today's  hearing  covers  two  of  the  most  critical  and  important 
programs  that  we  wUl  re-authorize  this  year. 

The  public  housing  program  provides  homes  for  more  than  3.4  million  working  people. 

In  my  district,  which  has  the  reputation  of  being  one  of  the  wealthiest  in  the  nation,  thousands 
of  my  constituents  live  in  public  housing  projects. 

And  while  so  many  Americans  view  public  housing  as  concrete  rectangles  of  fear  and  misery, 
this  impression  is  simply  not  accurate. 

Stanely  Isaasc  Homes,  Hohnes  Houses,  Straus  Houses,  Corlears  Houses,  First  Houses  are  all 
public  housing  projects  in  my  district  that  are  vital  and  positive  examples  that  these  projects  can 
and  will  succeed,  if  given  proper  support  and  aid. 

Mr.  Chairman,  the  tenant  leaders  of  these  projects  spend  as  much  or  more  time  making  their 
homes  beautiful  as  the  condo  boards  of  the  toniest  Park  Avenue  buildings. 

There  are  a  niunber  of  important  reforms  contained  in  HR  3838,  especially  allowing  working 
public  housing  residents  to  continue  working  without  being  penalizol  by  rent  increases. 

This  is  a  good  reinventing  government  and  welfare  reform  proposal.  It's  high  time  that 
Congress  provided  incentives  to  work,  not  disincentives. 

I  have  barely  touched  on  the  Section  8  program,  which  provides  housing  through  the  private 
sector  mechanism  for  more  than  1.25  million  families. 

There  are  several  reforms  of  Section  8  housing  that  I  believe  would  be  conducive  to  improving 
the  program. 

These  are  not  drastic  reforms,  and  I  ask  unanimous  consent  to  include  in  the  record  a  copy  of 
a  letter  I  sent  to  HUD  last  November  outlining  these  suggestions. 

Lastly,  Mr.  Chairman,  I  remain  deeply  troubled  over  the  size  and  impact  of  the  proposed  HUD 
budget  cuts. 
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With  over  one  million  people  on  waiting  lists,  and  probably  a  few  million  more  waiting  to  get 
on  the  waiting  lists,  I  cannot  understand  how  decreasing  the  funds  available  for  affordable 
housing  is  supposed  to  be  either  compassionate  or  fiscally  responsible. 

In  New  York  City  alone,  Mr.  Chairman,  the  Department  of  Housing,  Preservation  & 
Development  estimates  that  there  are  more  than  200,000  families  living  doubled  or  tripled  up 
with  other  families  in  apartments. 

These  families  are  termed  by  HPD  the  hidden  homeless,  and  while  they  aren't  counted  in  any 
official  statistics,  we  must  incorporate  them  into  our  thinking  about  the  needs  for  public 
housing. 

The  daily  grim  reminders  of  homelessness,  such  as  the  person  who  died  from  exposure  outside 
HUD  headquarters,  should  reinforce  the  need  for  more,  not  less,  money  for  housing. 

If  we  can  provide  billions  in  supplemental  spending  each  year  for  the  Pentagon,  beyond  the 
annual  $220  billion  we  provide,  surely  we  can  find  it  in  our  budget  to  provide  HUD  the  needed 
funds  to  allow  all  our  citizens  the  opportunity  to  live  in  a  decent  home. 

Thank  you. 
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November  15,  1993 


The  Honorable  Joseph  Shuldiner 

Assistant  Secretary  for  Public  &  Indian  Housing 

Department  of  Housing  and  Urban  Development 

451  Seventh  Street,  SW 

Room  4100 

Washington,  DC.    20410 

Dear  Assistant  Secretary  Shuldiner: 

I  am  writing  to  express  my  strong  support  for  revisions  to  the  Section  8  certificate  and 
voucher  program  that  will  reduce  red  tape  and  ease  the  ability  of  large  cities,  like  New  York 
City,  to  better  serve  Section  8  recipients. 

I  have  appended  to  this  letter  a  detailed  analysis,  prepared  by  New  Yoric  City's 
Department  of  Housing,  Preservation  &  Development,  of  the  points  which  I  will  briefly  discuss 
below. 

Firstly,  it  seems  incoiKeivable  to  me  that  persons  who  are  homeless  and  on  public 
assistance  must  still  go  through  HUD  income  verification  before  they  can  be  eligible  for  Section 
8  assistance. 

Secondly,  homeless  families  should  be  eligible  for  the  Section  8  subsidy  effective  as  of 
the  move-in  date  to  their  apartment,  provided  that  the  HQS  inspection  has  been  completed. 

Thirdly,  buildings  that  have  been  gut-rehabilitated  by  the  City  should  not  have  to  go 
through  an  additional  HQS  inspection  by  HUD  to  determine  unit  eligibility  for  Section  8 
certificates. 

Fourth,  regulatory  impediments  to  project-based  Section  8  assistance  should  be  eased. 
Frequently,  New  York  City  finds  itself  in  the  position  of  issuing  new  certificates  on  a  regular 
basis  to  families  or  individuals  in  high-turnover  buildings.  Allowing  a  project-based  certificate 
in  approved  SRC's  would  cut  down  on  red  tape  and  increase  the  number  of  available 
certificates. 

Fifth,  under  various  HUD  regulations,  the  City  is  unable  to  provide  Section  8  assistance 
to  low-income  families  earning  between  50%  and  80%  of  median  income.  Ironically,  as  the 
City  renovates  buUdings,  it  becomes  harder  for  those  tenants  to  stay  in  the  new  apartments 
because  of  necessary  rent  increases.  While  current  law  allows  HUD  to  provide  assistance  under 
Section  8,  this  assistance  has  not  been  forthcoming. 
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Lastly,  I  wish  to  express  my  opposition  to  a  proposed  HUD  rule  that  would  prohibit 
Section  8  assistance  to  tenants  in  buildings  rehabilitated  with  State  or  local  funds.  If 
implemented,  this  rule  would  provide  a  serious  disincentive  to  the  creation  of  affordable  housing 
around  the  country  and  particularly  in  cities  and  states  like  New  York  that  have  been  active  in 
recent  years  to  fill  the  void  left  by  Federal  neglect  since  1981.  I  strongly  urge  you  to  take 
all  appropriate  measures  to  prevent  implementation  of  this  ill-conceived  regulation. 

I  appreciate  your  careful  attention  to  all  of  these  matters.  If  I  can  be  of  any  assistance 
to  you  on  these  or  ftiture  issues,  please  do  not  hesitate  to  let  me  know. 

Sincerely, 

TM  r  nonv 

CAROLYN  B.  MALONEY 

Member  of  Congress 

CBM/asl 


.  cc;        Hon.  Felice  Michetti,  Commissioner,  NYC  Department  of  HPD 
Judy  Chesser,  Director,  New  York  City  Office  of  Federal  Affairs 
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statement  of  Congresswoman  Brown 

before  the  House  Banking  Committee's 

Siibcommittee  on  Housing  and 

Community  Development 

March  17,  1994  at  10am 

Chairman  Gonzalez  and  Members  of  the  Committee; 

I  appreciate  the  opportiinity  to  appear  before  the 
subcommittee  today  to  inform  you  of  an  ongoing  social  services 
program  offered  to  the  public  housing  residents  of  Jacksonville, 
Florida. 

The  Children's  Home  Society  and  the  Boys  and  Girls  Cl\ibs 
progreuns,  which  are  in  their  second  year  of  operation,  are  fxinded 
by  the  City  of  Jacksonville.   If  this  combined  program  continues. 
Mayor  Ed  Austin  believes  that  it  can  be  successful  in  its  long 
term  goal  of  alleviating  the  growing  crime  and  drug  problem 
inherent  to  all  large  cities  --  and  that  it  has  the  potential  to 
improve  the  quality  of  life  for  inner  city  residents. 

Although  less  than  two  years  old,  the  programs  have  achieved 
positive  results.   We  believe  that  this  program  could  become  a 
national  model  for  pushing  out  crime,  drugs  and  the  ever  present 
despair  so  prevalent  in  most  of  our  large  urban  areas.   The  seed 
money  I  am  requesting  will  bring  the  program  up  to  full  service 
and  provide  long  term  beneficial  results. 

The  program  provides  comprehensive  neighborhood-based  social 
services  to  children  and  fsunilies  occupying  public  housing  the 
Durkeeville,  Pottsburg  Park  and   Ramona  Park  neighborhoods. 

The  City  has  Invited  the  participation  of  frmtmnnH  hy  groups 
and  businesses  and  has  successfully  integrated  the  larger 
community  into  its  overall  program.   Bamett  Bank,  the  Boys  amd 
Girls  Clxibs,  the  Red  Cross,  and   Florida  Commimity  College  at 
Jacksonville  have  all  joined  the  City  as  partners,  each  offering 
services  In  their  particular  areas  of  expertise. 

In  a  center  established  on  site  within  the  projects,  social 
workers  are  present  to  coiinsel  children  euid  parents  alike  on  a 
wide  array  of  problems  including  parenting,  childbirth 
preparation,  nutrition,  adult  employment  training,  and  counseling 
for  troubled  youth. 

Drug  prevention  and  intervention  programs  have  been 
instituted  for  three  distinct  and  separate  groups.   There  is  a 
drug  prevention  group  for  children,  a  drug  awareness  and  a  drug 
treatment  group  for  adults.   Individual  one-on-one  sessions  are 
also  offered. 

One  of  the  key  objectives  of  the  overall  program  is  to  give 
all  of  the  children  and  adults  a  positive  sense  of  power  over 
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their  own  future.   On  site  services  are  provided  for  residents 
who  would  not  otherwise  have  access  to  them  due  to  transportation 
limitations.   Vans  are  also  provided  so  that  parents  can  visit 
their  children's  schools  to  meet  with  teachers  and  counselors. 
This  enhances  the  parent's  involvement  in  their  children's 
education. 

Some  of  the  program's  goals  are: 

*  to  increase  parental  knowledge  of  appropriate  child 
development  and  discipline; 

*  to  decrease  the  instances  of  child  abuse; 

*  to  increase  the  weight  of  newborns; 

*  to  increase  children's  attendance  and  their  grades  in 
schools; 

*  to  reduce  the  need  for  police  actions  in  the  complex; 

*  to  increase  the  number  of  adults  with  good  paying  jobs; 
and  finally  to 

*  give  the  residents  a  sense  of  pride  in  their 
surroundings  by  helping  them  to  make  their  complex  more 
beautiful. 

Positive  results  from  the  program  have  already  been  noted. 
Residents  not  only  use  the  center,  but  its  evaluations  are 
completely  favorable.   94%  of  residents  say  that  the  social 
services  program  has  been  helpful  and  99%  want  the  program  to 
continue . 

We  know  that  the  social  services  center  at  Pottsburg  Park  is 
working.   Seven  families  have  been  able  to  leave  the  coiiplex  and 
become  economically  self-reliant. 

The  Jacksonville  Sheriff's  office  statistics  show  a  31%  drop 
in  arrests  at  Pottsburg  Park  in  the  past  year.   There  has  also 
been  a  39%  decrease  in  assaults,  a  40%  drop  in  sexual  assaults 
and  a  44%  decrease  in  thefts  and  robberies. 

I  would  like  to  siibmit  for  the  record  an  article  from  the 
January  28,  1994  edition  of  the  Florida  Times  Union  which 
describes  the  positive  impact  which  the  social  services  program 
has  had  on  the  Pottsburg  community  after  just  one  year  of 
operation.   The  artlcxe  states  that  Pottsburg  "...used  to  be  a 
place  of  despair  fed  by  poverty,  drugs  and  crime... It's  now  a 
place  of  growing  hope  zuid  community  spirit." 

Mr.  Chairman,  I  want  to  coimnend  Mayor  Austin  for  Instituting 
this  importemt  social  services  prograun  in  Jacksonville.   The  City 
is  committed  to  continuing  the  program  emd  plans  to  Incorporate 
this  program  within  the  City's  Community  Coalition  for  Children. 
The  City  of  Jacksonville  is  requesting  a  federal  government 
contribution  of  $1.8  million  to  enable  the  program  to  expzmd  up 
to  full  service  through  the  acquisition  of  additional  equipment 
and  other  capital  improvements. 


795 


Thank  you  for  the  opportunity  to  appear  before  the 
subcommittee  this  morning.   I  would  like  to  request  that  my 
complete  statement  be  included  in  the  record. 
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The  National  Association  of  Housing  and  Redevelopment  Officials  is  a  60  year  old 
professional  membership  association  of  housing  and  community  development  officials 
throughout  the  United  States  who  administer  HUD  programs  at  the  local  level.  Its 
membership,  numbering  9000,  has  long  participated  in  the  creation  and  fine-tuning 
of  national  housing  policy  and  programs. 
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Thank  you,  Mr.  Chairman,  for  the  opportunity  to  share  the  views  of  NAHRO 
members  with  t^^is  Subcommittee  on  reforms  to  the  public  housing  and  Section  8 
rental  assistance  program.  My  name  is  Robert  L.  Armstrong  and  I  am  the  President 
of  the  National  Association  of  Housing  and  Redevelopment  Officials  (NAHRO)  and  the 
President  and  Chief  Executive  Officer  of  the  Omaha,  Nebraska  Housing  Authority. 

My  authority  is  a  "large"  authority  which  manages  more  than  3400  public 
housing  units  and  administers  3700  units  of  Section  8  Rental  Assistance.  The  waiting 
list  for  public  housing  numbers  1 100  families  and  438  seniors.  The  average  wait  for 
a  family  is  1 8  months.  The  average  family  income  in  Omaha  public  housing  is  $  6282 
per  year.  The  average  tenant  rent  payment  each  month  is  $126.  It  costs  the 
Authority  an  average  of  $  1 66  per  month  to  heat,  light,  and  otherwise  maintain  a  unit 
of  public  housing. 

We  operate  a  number  of  resident  employment  and  training  programs,  youth 
recreation  and  after  school,  mentoring,  stay-in-school,  drug  deterrence,  and  voter 
registration  programs  in  the  Omaha  Housing  Authority.  We  employ  a  number  of  public 
housing  residents  at  our  authority  in  clerical,  maintenance,  and  youth  work.  In  fact, 
27%  of  our  workforce  are  public  housing  residents. 

We  are  most  proud  of  our  Gateway  building  where  32  public  housing  residents 
are  employed  by  the  Authority  in  the  manufacture  and  sale  of  doors  and  windows. 
The  products  are  sturdy,  good  quality  and  are  used  not  only  in  our  own  Modernization 
program,  but  are  sold  to  a  number  of  other  housing  authorities  around  the  country. 
A  brochure  on  the  operation  is  circulating  on  the  dais. 

As  a  result  of  these  jobs,  32  Omaha  public  housing  residents,  most  of  them 
women,  are  earning  income  for  the  first  time  in  their  lives.  They  are  gaining  control 
of  their  lives  and  saving  for  the  future.  Their  ultimate  goal  is  to  afford  to  live  in  an 
apartment  or  house  on  the  private  rental  market. 

But  they  are  penalized  by  current  rent  rules.  Every  time  their  income  goes  up, 
their   rent  increases  as  well.    So  there's  not  much  left  over  for  other  necessities. 

While  HUD  has  recognized  this  problem  and  proposed  some  rent  reform, 
NAHRO  would  go  further  and  extend  rent  reform  to  Section  8  residents  as  well.  Rent 
reform  is  part  and  parcel  of  a  broad  welfare  reform  effort  in  a  number  of  federal 
programs.  Excluding  more  than  3  million  Section  8  households  from  rent  reform  is 
unfair  and   illogical  from  a  policy  point  of  view. 

We  also  propose  a  number  of  fine-tunings  to  the  HUD  proposal  to  take  into 
account  the  different  circumstances  of  different  families.  We  commend  you,  Mr. 
Chairman,  for  excluding  stipend  and  program-related  income  for  those  in  job  training 
and  self  sufficiency  programs  in  your  bill. 
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We  propose  several  refinements  to  the  rent  reform  section  of  your  bill. 

1.  Increase  the  period  of  earned  income  disallowance  to  two  years  from  the  18 
months  currently  in  the  bill. 

2.  Increase  to  twenty  percent  (20%)  the  portion  of  earned  income  of  currently 
employed  residents  which  should  be  deducted  from  their  "income"  for  rent 
calculation  purposes.   Current  law  deducts  ten  percent  (10%). 

3.  Exclude  all  earned  income  for  three  years  of  young  adults  under  the  age  of  25 
who  are  not  the  head  of  household  and  who  join  the  workforce. 

4.  In  no  event  should  the  income  exclusion  result  in  a  zero  rent  with  a  "negative" 
rent  payment  to  the  tenant  by  the  Local  Housing  Authority. 

5.  Rent  increases  may  be  phased  in.  at  the  option  of  the  LHA  during  a  period  of 
UP  to  five  years  so  that  the  tenant's  rent  payment  does  not  increase  by  more 
than  10  percent  per  year  during  that  time  period. 

6.  A  time  certain  for  HUD  to  issue  rules  to  implement  this  provision  is  essential. 

Regulatory  Relief  for  Local  Housing  Agencies 

Every  Administration,  both  Democratic  and  Republican,  have  endorsed 
regulatory  relief  for  a  variety  of  public  and  private  constituencies.  Nevertheless,  the 
past  decade  and  a  half  has  produced  more  rules  and  paperwork  for  local  housing 
authorities  as  new  federal  mandates  were  promulgated,  new  HUD  programs 
proliferated,  and  a  "Gotcha"  mentality  pervaded  our  HUD  overseers. 

Congress  contributed  to  this  morass  by  legislating  in  minute  detail  the  specifics 
of  new  and  current  programs  in  an  effort  to  ensure  that  HUD  followed  Congressional 
intent.  The  result,  however,  has  been  inordinate  and  burdensome  costs  in  personnel, 
time,  and  paperwork  for  both  LHAs  and  HUD. 

NAHRO  suggests  four  areas  for  regulatory  relief: 

1.         A  Proclaimer  Process  by  LHAs  for  compliance  with  HUD  rules. 

LHAs  would  certify,  as  part  of  their  HUD  program  application,  that  they  are 
complying  with  and  will  comply  with  HUD  rules.  They  would  be  subject  only  to 
annual  post-activity  audit  by  an  independent  auditor.  This  should  decrease  the  need 
for  HUD  Field  Staff  to  monitor  so  many  programs,  agencies,  and  to  do  so  frequently. 
It  would  free  up  HUD  to  focus  on  program  monitoring  and  technical  assistance  to 
troubled  and  small  agencies. 
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2.  LHAs  should  be  authorized  to  share  50  percent  of  the  savings  they  achieve 
through  efficient  management.  Currently  all  savings  must  be  deducted  from 
operating  subsidies  and  returned  to  the  US  Treasury.  This  removes  the 
incentive  to  LHAs  to  find  and  achieve  program  savings.  It  is  in  keeping  with 
the  "reinventing  government"  theme. 

3.  For  the  Public  Housing  Modernization  program.  Congress  should  authorize  cash 
fungibilitv  between  fiscal  years  for  Local  Housing  Authorities.  This  would 
enable  them  to  move  ahead  with  major  repair  and  replacements  to  public 
housing  sites  that  are  ready  to  go,  while  deferring  those  which  have  situations 
causing  delay.  All  Modernization  projects  would  have  to  be  in  the  LHA's 
approved  five-year  plan. 

For  example,  a  local  agency  may  have  proposed  Modernizing  a  public  housing 
building  in  Year  One  which  still  has  residents  living  in  it.  The  Year  Two  program  might 
have  proposed  a  new  roof  for  another  public  housing  building  which  would  not  require 
relocation  of  tenants.  Under  the  NAHRO  proposal,  the  LHA  could  proceed  with  the 
Year  Two  work  using  Year  One  modernization  monies.  Currently  this  is  not  permitted 
and  contributes  to  delays  in  the  Modernization  of  Public  Housing,  the  backlog  of 
which  is  estimated  by  HUD  at  $21  billion. 

4.  For  Public  Housing  Development,  Congress  should  authorize  LHAs  to  certify 
their  compliance  with  federal  environmental  and  historic  preservation  laws.. 
Currently,  they  must  wait  up  to  six  months  for  HUD  approval  of  their  proposals, 
for  which  the  LHAs  have  previously  prepared  impact  statements. 


Merged  Section  8  Rental  Assistance  Program 

NAHRO  has  long  supported  a  merger  of  the  Section  8  certificate  and  voucher 
programs.  We  believe  this  will  simplify  the  program  for  tenants,  landlords,  HUD,  and 
LHAs.  And  it  will  reduce  the  paperwork  and  administrative  costs  of  administering  two 
separate  programs. 

Your  reauthorization  bill,  Mr.  Chairman,  of  two  years  ago  contained  a  Merged 
Section  8  Program,  as  does  the  bill  before  us  today.  However,  there  are  some 
differences  between  your  original  and  current  proposal.  We  propose  the  following 
modifications  to  your  bill: 

1)  The  Fair  Market  Rent  for  each  local  housing  market  should  be  increased  to  the 
50th  percentile  of  the  area's  local  rents.  It  is  currently  set  at  45  percent  and 
HUD  proposes  to  reduce  the  share  of  the  rental  market  to  40  percent.  We 
disagree  strongly  with  the  HUD  proposal,  which  will  have  the  effect  of  further 
concentrating  the  poor  in  certain  parts  of  town  and  limiting  their  choice  of 
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housirrg.  The  Department's  proposed  reduction  would  subvert  the 
Department's  efforts  to  spearhead  fair  housing  and  "moving  to  opportunity" 
initiatives. 

2)  FMR  setting  could  be  done  by  the  LHA.  rather  than  HUD,  in  many  instances. 
It  should  be  an  option  in  your  bill,  with  the  rents  subject  to  HUD  disapproval. 
The  Local  Housing  Authority  is  on-site  in  the  housing  market,  knows  the  market 
rents,  and  is  best  equipped  to  determine  reasonable  FMRs.  Your  bill  does  not 
permit  this.  We  urge  that  it  do  so  to  relieve  HUD  of  a  burdensome  task  which 
consumes  enormous  amounts  of  staff  time  and  money  --  something  the 
Department  can  ill  afford  to  spend  on  non-critical  missions. 

3)  Furthermore,  the  bill  should  provide  for  submarket  rent-setting.  This  feature 
would  match  rents  more  closely  to  the  specific  neighborhood  and  avoid  over 
and  under-payment  of  Section  8  rental  assistance. 

4)  NAHRO  does  not  believe  that  public  housing  residents  should  have  a  Federal 
Preference  for  Section  8  assistance,  as  your  bill  provides.  Public  housing 
residents  (1.4  million  households)  are  already  housed  and  receive  HUD 
assistance.  Waiting  lists  for  Section  8  number  more  than  800,000  families  and 
individuals.  The  proposed  authorization  level  in  your  bill  for  additional  Section 
8  assistance  would  only  be  able  to  house  63,500  of  those  currently  on  Section 
8  waiting  lists. 

5)  Tenants  seeking  to  rent  housing  in  better  neighborhoods,  with  more  amenities, 
and  close  to  the  tenant  family's  school,  place  of  worship,  shopping,  and  work 
should  be  permitted  to  pav  not  less  than  30  percent  but  not  more  than  50 
percent  of  their  income  for  rent,  based  on  a  "rent  reasonableness"  test  by  the 
LHA  for  the  market  in  which  the  housing  unit  is  located. 

Your  bill  of  two  years  ago  provided  a  'shopping  incentive'  to  tenants  to  seek 
housing  in  better  neighborhoods  by  permitted  them  to  pay  up  to  40  percent  of  their 
income  for  rent,  subject  to  "rent  reasonableness".  HUD,  in  its  legislative  proposal, 
suggests  residents  should  be  permitted  to  pay  up  to  45  percent  of  their  income  for 
rent. 

6)  HR  3838  should  set  a  date  certain  for  HUD  rulemaking  to  implement  a  Merged 
Section  8  program. 

We  commend  you  for  providing  the  flexibility  to  LHAs  to  determine  the  amount 
of  Section  8  assistance  to  project-base  and  for  including  the  NAHRO  proposal  to 
"make  whole"  those  LHAs  which  lose  Section  8  assistance  through  portability. 
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Most  importantly,  we  thank  you  for  freezing  the  Section  8  Administrative  Fee 
at  its  current  level  of  8.2  percent  for  FY  1995  and  1996.   This  will  provide  sufficient 
time  for  HUD  and  others  to  document  the  true  costs  of  administering  this  increasingly 
complex  program  with  a  growing  number  of  federal  mandates  including  Family  Self 
Sufficiency,  portability,  and  Federal  Preferences. 

The  HUD  proposal  to  change  the  way  this  fee  is  calculated  is  precipitous  and 
unsupported  by  facts.  A  reduction  in  the  Section  8  fee  at  this  time  would  harm 
tenants  by  short-changing  annual  income  recertifications.  Housing  Quality  Standard 
inspections,  counseling  services  by  LHAs,  and  Family  Self  Sufficiency  efforts. 

Community  Partnerships  Against  Crime  (COMPAC) 

NAHRO  concurs  with  the  broadening  of  Public  Housing  Drug  Elimination  Grants 
(PHDEP)  to  a  generic  crime  deterrence  and  reduction  program  in  public  housing 
(COMPAC).  We  are  concerned,  however,  that  this  proposal  of  HUD  limits  the  bulk  of 
the  funding  to  1 57  "large"  LHAs.  HUD,  in  discussions  with  NAHRO,  has  made  it  clear 
that  it  intends  to  funnel  most  of  this  new  program  to  "large"  LHAs  which  manage 
more  than  1250  public  housing  units. 

In  doing  so,  the  Department  will  hamper  and,  in  some  cases,  terminate  on-going 
efforts  to  reduce  crime  under  the  current  grant  program  in  hundreds  of  other  public 
housing  communities,  simply  because  they  fail  to  meet  the  1 250  unit  threshold.  Nine 
states  have  no  "large"  housing  authority;  1 2  other  states  have  only  one;  and  another 
6  have  only  two  "large"  LHAs. 

As  proposed,  COMPAC  will  deny  funds  to  many  suburban  metropolitan  area 
LHAs  with  equally  serious  crime  problems.  In  the  five  year  history  of  this  program, 
1278  of  the  nation's  3400  public  and  Indian  housing  agencies  have  ever  received  a 
grant. 

NAHRO  proposes  that  COMPAC  be  structured  as  follows: 

1)  All  LHAs  with  HUD-approved  five-year  crime  reduction/deterrence  plans  be 
eligible  for  formula  funding.  The  plans  would  be  subject  to  HUD  disapproval 
similar  to  the  CHAS  requirement  under  the  HOME  program. 

2)  Funding  should  be  based  on  the  number  of  public  housing  units  an  agency 
manages.  The  national  pot  would  be  divided  on  a  dollar-per-unit  basis  among 
those  HUD-approved  LHAs. 

3)  Grants  would  be  renewable  up  to  four  subsequent  years,  subject  to  annual  HUD 
performance  reviews. 
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Public  Housing  Modernization  Formula  Revisions 

We  urge  this  Subcommittee  to  revise  the  Mod  formula  to  require  HUD  to  factor 
in  the  following  costs: 

1)  lead  paint  testing,  abatement,  disposal,  worker  training,  and  insurance 

2)  accessibility  for  the  disabled  required  by  Sec.  504  of  the  Rehabilitation  Act  and 
the  Americans  with  Disabilities  Act 

3)  hazardous  material  abatement  required  under  Superfund 

Furthermore,  we  believe  the  Public  Housing  Vacancy  Reduction  program, 
which  is  a  set-aside  within  the  Mod  account,  should  be  abolished.  The  Severely 
Distressed  Public  Housing  program,  which  is  operational  and  in  its  second  year  of 
funding,  effectively  addresses  the  problem  for  which  this  set-aside  was  intended. 

Public  Housing  Operating  Subsidy  Revisions 

The  Performance  Funding  Systems  (PFS)  was  created  by  Congress  in  1975  to 
formula  fund  2900  local  housing  authorities  where  tenant  rental  payments  do  not 
cover  the  costs  of  management,  maintenance,  and  utilities  of  the  public  housing  in 
which  they  live.  The  PFS  has  not  been  revised  since  then,  yet  a  number  of  new 
federal  mandates  and  escalating  costs  have  made  it  necessary  to  revisit  this  formula. 

NAHRO  urges  this  Subcommittee  to  include  in  the  PFS  the  following  items: 

1)  LHA  employee  benefits 

2)  tenant  income  adjustments  mandated  by  NAHA 

3)  rental  revenue  reductions  resulting  from  Rent  Reforms 

4)  Service  Coordinator  costs  for  Family  Self  Sufficiency,  Mixed  Populations,  and 
Elderly  public  housing  programs 

5)  deferred  maintenance 

6)  utility  costs  of  air  conditioning 

Congress  should  direct  HUD  to  engage  in  negotiated  rulemaking  to  revise  the 
Performance  Funding  System. 

Mixed  Populations 

Our  members  were  dismayed  with  the  rules  finally  proposed  by  HUD  for  mixed 
populations  in  public  housing.  We  think  the  Department  has  seriously  misread 
Congressional  intent  and  urge  this  Subcommittee  to  look  at  the  HUD  proposed  rules 
in  the  context  of  your  deliberations  to  craft  Title  VI  (Mixed  Populations)  of  the  1992 
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Act.   We  will  share  our  comments  to  the  Rules  Docket  Clerk  on  this  matter  with  the 
Subcommittee  next  week. 

One  legislative  improvement  which  we  believe  will  aid  substantially  in  our 
efforts  to  provide  secure,  reasonable,  and  appropriate  supportive  housing  for  both 
senior  citizens  and  younger  mentally  disabled  persons  is  to  permit  local  housing 
authorities  to  sponsor  Sec  811  Housing  for  the  Disabled.  We  urge  its  inclusion  in  your 
bill,  Mr.  Chairman. 

We  are  delighted  that  HR  3838  would  fund  the  Major  Reconstruction  of 
Obsolete  Projects  (MROP)  at  $200  million  and  the  Sec.  81 1  Housing  for  the  Disabled 
at  $477  million.  Both  programs  were  authorized  by  Title  VI  of  the  '92  Act  to  serve 
as  housing  resources  to  LHAs  to  enable  them  to  create  new  supportive  housing  for 
the  disabled  and  for  seniors.  These  programs  can  be  a  pressure  relief  valve  for  those 
senior  buildings  currently  in  turmoil  because  of  conflicting  lifestyles  between  seniors 
and  younger  mentally  disabled  persons. 

They,  combined  with  the  proposed  Merged  Section  8  program,  which  would 
provide  an  estimated  65,266  net  new  units  are  essential  components  of  the  solution 
to  the  growing  problem  of  Mixed  Populations. 

Restore  the  Consolidated  Supply  Program 

In  connection  with  HUD  and  Local  Agencies'  efforts  to  expedite  the  obligation 
of  Modernization  funds  and  return  public  housing  units  to  occupancy,  we  urge 
Congress  to  restore  the  HUD  Consolidated  Supply  Program. 

This  voluntary  bulk  procurement  program  was  created  administratively  by  HUD 
in  1 965  and  abruptly  terminated  by  the  Bush  Administration.  It  enables  local  housing 
authorities  to  purchase  standardized  items  used  in  modernizing  public  housing  from 
HUD-certified  suppliers.  Products  include  kitchen  stoves,  cabinets,  bath  fixtures,  and 
appliances.    Purchase  can  include  installation  of  the  items  as  well. 

The  CSP  reduced  costs  and  paperwork  to  LHAs  because  thay  did  not  need  to 
have  in-house  procurement  and  contracting  officers.  Nor  did  they  have  to  go  through 
the  time-consuming  and  elaborate  three-bid  procedure  to  decide  on  the  lowest  bidder. 
These  costs  savings  were  particularly  important  to  small  and  medium  sized  LHAs, 
numbering  more  than  3100  nationwide. 

The  demise  of  the  CSP  has  hampered  and  delayed  procurement  under  the 
Modernization  program,  thereby  contributing  to  the  pipeline  of  unspent  funds. 
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Lead  Paint  Testing  Deadline  Extension 

Representative  Roul<ema  first  focused  this  Subcommittee's  attention  on  the 
problem  of  lead-based  paint  in  older  public  housing  in  1987.  The  Act  that  year 
required  all  LHAs  to  test  a  random  sample  of  its  family  public  housing  (more  than 
800,000  units  nation-wide)  to  determine  if  lead  was  present  in  the  paint  in  those 
units.  A  deadline  of  December  of  1994  was  set  for  this  sample  testing  to  be 
completed. 

A  number  of  issues  immediately  arose  in  connection  with  this  mandate.  For 
one,  this  new  federal  mandate  did  not  come  with  new  money.  The  level  of  lead 
considered  toxic  to  children  was  revised  downward  by  the  federal  government  in  the 
ensuring  time  period.  The  sensitivity  of  testing  instruments  and  laboratories  got  better 
during  the  same  period.  Worker  training  programs  began  to  be  developed  in  the 
proper  procedures  to  test  and  abate  while  protecting  both  current  residents,  as  well 
as  the  workers  themselves. 

The  LHA  has  no  special  funding  to  abate  the  lead  paint,  and  must  rely  on  its 
Modernization  program,  which  was  not  planned  with  this  mandate  in  mind  and  for 
which  federal  formula  funding  does  not  include  the  costs  of  abatement. 

NAHRO  suggests  the  deadline  be  revised  to  direct  LHAs  to  complete  random 
testing  of  family  public  housing  within  one  year  of  receipt  of  Modernization  or 
Comprehensive  Improvement  Assistance  Program  (CIAPI  funds  for  this  purpose. 

Furthermore,  we  urge  this  Subcommittee  to  direct  HUD  to  factor  into  the 
Modernization  formula  (Sec.  509  of  NAHA)  the  costs  of  lead-based  paint  testing  and 
abatement  and  to  include  that  cost  in  its  annual  budget  proposal  to  the  Congress. 

HUD  Property  Disposition:    LHA  Right-of-First-Refusal 

We  are  pleased,  Mr.  Chairman,  that  your  bill,  as  well  as  the  Senate-passed  bill 
provide  for  local  public  agencies  the  right-of-first-refusal  to  acquire  HUD-held  single 
and  multifamily  housing  for  low-income  reuse. 

Local  Housing  Authorities  have  extensive  track  records  in  producing,  leasing, 
purchasing,  managing  and  maintaining  low  rent  housing  for  American  families  and 
seniors.  They  are  in  virtually  every  local  housing  market  and  are  able  to  put  their 
expertise  to  work  to  assist  HUD  in  converting  its  foreclosed  housing  inventory  into  a 
new  affordable  housing  resource. 

NAHRO  is  currently  working  with  the  Resolution  Trust  Corporation  in  training 
and  outreach  to  LHAs  to  expedite  the  resale  of  RTC-held  properties  as  well. 

Thank  you  for  the  opportunity  to  be  here. 
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Additional  Questions 
Hearing  —  March  17,  1994 

Frcm  Chairman  Gonzalez  to 
National  Association  of  Housing  and  Redevelopment  Officials 

(Mr.  Robert  L.  Armstrong) 

1)  One  of  the  central  purposes  of  rent  reform  is  to  improve  the 
economic  mix  in  public  housing  developments.  How  specifically  does 
an  increased  economic  mix  benefit  public  housing  developments? 

2)  How  do  current  public  housing  rent  determination  rules 
disadvantage  working  families? 

3)  H.R.  3838  contains  several  rent  reform  initiatives  proposed  last 
year  by  HUD  that  are  designed  to  assist  working  families  who  live 
in  public  housing.  One  of  these  provisions  would  disallow  counting 
as  earned  income  —  for  18  months  —  the  income  of  newly  employed 
public  housing  residents  who  had  been  previously  unemployed  for  a 
year.  In  your  opinion,  is  this  18  month  period  a  long  enough 
period  of  time  for  newly  employed  public  housing  residents  to 
adjust  to  their  new  economic  status  before  they  face  possible  rent 
increases? 

4)  H.R.  3838  contains  a  HUD  initiated  rent  reform  proposal  that 
would  make  ceiling  rents  for  public  housing  units  reasonably 
related  to  the  rental  value  of  the  units.  Why  do  ceiling  rents 
often  exceed  the  reasonable  rental  value  of  public  housing  units, 
and  how  does  this  impact  on  working  families? 

5)  The  proposed  FY  1995  HUD  budget  would  substantially  reduce 
public  housing  operating  subsidies.  Given  that  public  housing 
rents  do  not  cover  the  operating  costs  of  public  housing  units,  how 
will  this  proposed  reduction  impact  on  public  housing  developments? 
What  kind  of  day-to-day  maintenance  in  public  housing  developments 
will  suffer  as  a  result  of  these  proposed  reductions? 

6)  One  of  the  concerns  the  Subcommittee  has  heard  about  HUD's 
Community  Partnerships  Against  Crime  or  COMPAC  proposal, 
incorporated  in  H.R.  3838,  is  that  the  funding  allocation  formula 
for  this  new  program  will  favor  large  public  housing  authorities 
over  smaller  housing  authorities,  even  though  both  large  and  small 
housing  authorities  have  similar  crime  problems.  How  specifically 
would  small  housing  authorities  be  disadvantaged  by  the  funding 
allocation  formula,  and  how  would  you  change  the  allocation  to 
avoid  this  potential  problem? 

7)  Various  proposals  have  been  raised  about  relaxing  the  one-for- 
one  replacement  requirement  for  public  housing  demolished  or 
disposed  in  a  "severely  distressed"  project.  What  is  the  position 
of  your  organization  with  regard  to  these  proposals? 
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Answers  for  the  Record 

of 

Chairman  Gonzalez 

by 

Robert  L.  Armstrong 

NAHRO 

1.  Benefits  of  economic  mix  in  piiblic  housing  developments 

By  economic  mix,  NAHRO  means  that  a  greater  percentage  of 
residents  of  public  housing  would  be  the  'working  poor'  -  those  who 
earn  income  and  whose  income  does  not  exceed  80  percent  of  the  area 
median  income. 

Currently,  because  of  federal  preference  requirements,  long 
waiting  lists,  and  very  limited  new  additions  to  the  public  housing 
stock,  few  families  whose  income  exceeds  50  percent  of  the  area 
median  are  admitted  to  public  housing.  Compounding  this 
concentration  of  very  low  income  households  are  the  current  rent 
disincentives.  If  a  very  low  income  household  gets  a  job  and  earned 
income,  their  rent  goes  up  according  to  their  income. 

The  benefits  of  an  income  mix  in  public  housing  are  that  the 
'working  poor'  serve  as  role  models  to  neighboring  public  housing 
families.  By  observing  working  households  who  go  to  work  every 
day,  have  more  disposable  income  which  begins  to  show  up  in  better 
clothes  for  the  children,  perhaps  a  used  car  to  get  to  work,  an 
occasional  meal  out,  other  non-working  public  housing  residents  see 
the  rewards  of  work.  Work  imposes  a  discipline  on  families  by  its 
routine.   Idleness  and  the  temptations  to  mischief  are  minimized. 

Working  families  begin  to  set  other  goals  for  themselves  and 
their  families,  like  saving  for  more  education,  and  better  job 
skills,  and  to  ultimately  move  out  of  public  housing  into  the 
private  rental  market.  All  of  this  is  in  keeping  with  the  original 
premise  of  public  housing  as  a  temporary  way  station  for  families 
temporarily  down  on  their  luck. 

The  depression  and  malaise  which  all  too  frequently 
accompanies  long-term  unemployment  and  dependency  on  federal 
assistance  begins  to  lift.  Working  families  regain  their  self 
confidence  and  pride.  Children's  school  work  improves.  Their 
involvement  in  their  community  picks  up,  as  they  reestablish 
connections  with  family,  neighbors,  church,  schools,  and  other 
community  institutions. 

By  demonstrating  every  day  the  rewards  of  work,  the  working 
poor  in  public  housing  help  to  break  the  cycle  of  dependency  on 
federal  assistance  not  only  for  themselves,  but  their  neighbors  who 
begin  thinking  in  this  direction  as  well. 

Finally,  the  working  poor  have  higher  incomes  which,  after  an 
initial  income  disallowance  period,  result  in  more  rental  revenue 
to  the  housing  authority.   Over  time,  the  increased  rental  revenue 
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has  a  positive  effect  on  the  growing  need  of  housing  authorities 
for  annual  operating  subsidies  to  offset  the  difference  between  the 
costs  of  utilities  and  routine  maintenance  and  30  percent  of 
resident  income. 

2.  Current  pviblic  housing  rent  penalties  for  working  families 

Currently,  when  a  public  housing  resident's  income  increases, 
the  rent  increases.  If  a  parent  gets  a  job  with  earned  income, 
thirty  percent  of  that  earned  income  must  go  to  the  rent  payment. 
It  leaves  little  discretionary  income  and  little  reward  for  work. 

For  example,  in  the  State  of  Maryland  a  single-parent  public 
housing  family  with  three  children  and  no  employed  member  has  a 
monthly  income  of  $491  and  pays  rent  of  $111.  In  addition,  they 
also  rely  on  Food  Stamps  and  Medicaid.  Their  net  disposable 
income,  after  rent,  is  $617,  including  food  stamps. 

The  same  public  housing  family  with  one  member  working  a 
minimvim  wage  job  of  40  hours  per  week  has  a  monthly  income  for  rent 
purposes  of  $  729,  but  pays  twice  as  much  rent  -  $219.  In  an  entry 
level  job,  the  wage  earner,  in  all  likelihood  does  not  have  medical 
insurance  coverage  for  herself  and  her  children. 

Their  monthly  net  disposable  income  would  be  about  $53  6,  which 
is  $81  less  than  their  net  disposable  income,  had  they  not  had  an 
employed  member  and  relied  entirely  on  federal  assistance.  This 
working  family  example  assumes  monthly  fixed  expenses  of  $555 
comprised  of: 

$219  rent 

$  56  FICA  -  social  security  taxes 

$133  federal  taxes  (15%  bracket) 

$   9  Maryland  state/ local  taxes 

$100  car  fare,  lunch,  uniform,  union  dues 

$  38  child  care  (2  children  -  subsidized) 

She  continues  to  receive  Food  Stamps,  but  at  a  lesser  amount. 
She  cannot  afford  medical  insurance  or  a  telephone.  With  her  $53  6 
net  disposable  income  per  month,  she  can  barely  afford  clothes  for 
herself  and  her  children,  along  with  other  bare  necessities. 

Their  rent  would  continue  to  increase  as  their  income 
increased,  as  the  rent  is  pegged  to  3  0  percent  of  their  income, 
regardless  of  its  source. 

3.  18  Month  Earned  Income  Disallowance  Period 

NAHRO  members  believe  a  period  up  to  2  4  months  is  sufficient 
time  to  ensure  that  a  family  gets  on  its  feet  financially  and 
avoids  slipping  into  unemployment  again. 

Once  we  gain  experience  with  a  disallowance  period,  we  will 
be   in  a  better  position  to  recommend  adjustments  to  that 
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disallowance  period  for  a  future  reauthorization  bill. 

4.  Ceiling  rents  exceeding  the  rental  value  of  public  housing 
residents 

Ceiling  rents  sometimes  exceed  the  rental  value  of  public 
housing  units  because  they  are  sometimes  located  in  residential 
submarkets  where  rents  are  extremely  low  or  there  are  few 
comparable  private  market  units.  Current  law  requires  that  ceiling 
rents  must  be  set  at  a  level  to  cover  the  average  monthly  operating 
expenses  and  debt  service  attributable  to  similar  size  units 
operated  by  the  housing  authority  in  other  projects. 

In  some  cases,  average  debt  service  and  operating  costs  per 
unit  may  exceed  the  surrounding  private  submarket  units,  if  the 
public  housing  development  is  in  a  depressed  neighborhood. 

5.  Public  Housing  Operating  Subsidy  -  HUD  Proposed  FY  95  Budget 

More  and  more  routine  maintenance  will  be  deferred  if  the  HUD 
proposed  FY  1995  operating  subsidy  level  is  funded.  This  means 
plumbing  will  go  unrepaired  for  longer  periods,  leading  to  more 
serious  and  costly  water  damage.  Hallway  lights  may  not  be 
replaced  as  quickly  or  at  all  when  bulbs  blow  out.  The  frequency 
of  trash  collection  may  be  reduced  leading  to  rodent  and  other 
infestation  problems.  The  frequency  of  pest  control  of  units  may 
be  reduced.  Malfunctioning  appliances  may  go  unrepaired  for  longer 
periods  of  time,  which  can  create  dangerous  situations. 

6.  HDD  "COMPAC"  proposal  -  impact  on  small  housing  authorities 

HUD,  in  several  discussions  with  NAHRO,  has  made  it  clear  that 
it  intends  to  devote  the  bulk,  75  percent,  of  COMPAC  funding  to  the 
157  large  housing  authorities  nation-wide.  This  will  be 
accomplished  through  the  proposed  special  class  of  LHAs  with 
"especially  severe  crime  problems",  as  proposed  in  S.  1299  and  HR 
3838.  Different  eligibility  criteria  would  be  applied  for  those 
LHAs  in  this  special  category. 

NAHRO  believes  the  seriousness  of  crime  in  public  housing  is 
relative  to  the  public  housing  community  in  which  it  is  located  and 
to  the  community-at- large  in  which  it  is  located. 

The  HUD  proposal  would  tilt  funding  to  a  limited  number  of 
LHAs,  most  of  which  are  center-city  housing  authorities,  without 
addressing  the  equally  serious  problems  of  crime  in  surrounding 
metropolitan  area  public  housing  developments.  This  would  be 
unfair  and,  we  believe,  unjustified. 

NAHRO  proposes  that  COMPAC  funds  be  allocated  on  a  formula 
basis  to  those  LHAs  which: 

1.  develop  a  five-year  comprehensive  crime  deterrence  and 
reduction  plan,  and 
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2.  have  that  plan  approved  by  HUD,  and 

3.  are  subject  to  annual  performance  reviews  by  HUD 

Once  approved,  those  LHAs  would  receive  formula  funding  based 
on  the  total  number  of  public  housing  units  they  manage  divided 
into  the  annual  COMPAC  funding  to  derive  a  per/unit  dollar  amount. 
That  dollar  amount  would  then  be  multiplied  by  the  number  of  public 
housing  units  which  the  agency  manages  to  produce  the  formula 
funding  amount. 

We  think  this  is  a  more  fair  and  reasonable  way  to  allocate 
crime  funds  without  disadvantaging  the  703  mid-size  (250  -  1250 
units)  and  2542  small  (fewer  than  250  units)  public  housing 
agencies  and  the  communities  they  serve. 

We  do  not  suggest  that  all  3400  Public  and  Indian  Housing 
Authorities  have  a  crime  problem  which  COMPAC  should  address.  Nor 
do  we  expect  them  all  to  prepare  five-year  plans.  In  the  entire 
history  of  the  predecessor  Public  Housing  Drug  Elimination  Grant 
Program  (PHDEP)  program,  approximately  1700  agencies  have  ever 
received  a  grant. 

Smaller  agencies  would  be  disadvantaged  by  the  HUD  proposed 
focus  on  large  agencies  because  they  would  have  to  compete  for  a 
relatively  small  amount  of  funds  against  a  potential  universe  of 
3243  other  agencies.  They  would  have  to  go  to  the  time  and  expense 
of  preparing  a  grant  application  each  year  on  the  outside  chance 
that  they  might  be  awarded  funding.  For  many  smaller  agencies, 
with  part-time  or  fewer  than  10  full-time  staff,  this  is  already  an 
inordinate  burden. 

Furthermore,  our  proposal  would  lift  from  HUD  a  significant 
paperwork  and  review  function  by  providing  for  HUD  disapproval  of 
a  five-year  plan,  thereby  avoiding  the  annual  grant  review  of  more 
than  one  thousand  applications  from  agencies  large  and  small.  The 
HUD  Inspector  General  has  repeatedly  identified  thin  HUD  staff 
stretched  too  far  as  a  "material  weakness".  The  NAHRO  proposal 
frees  HUD  staff  to  focus  on  program  performance  and  evaluation  and 
technical  assistance  to  those  agencies  which  need  it.  This  is  in 
keeping  with  the  "reinvention"  of  HUD  promoted  by  Secretary 
Cisneros  and  Vice  President  Gore. 

7.  One-for-One  Replacement  for  Severely  Distressed  Public  Housing 

NAHRO  believes  LHAS  with  severely  distressed  public  housing 
should  have  some  flexibility  in  their  replacements  of  units 
demolished  or  sold.  We  believe  LHAs  should  have  the  option  to  use 
five-year  tenant  based  assistance  to  replace  some  of  the  units 
removed  from  the  public  housing  inventory.  We  also  suggest  that, 
in  cases  where  an  application  has  been  made  for  "hard"  public 
housing  replacement  units  and  units  are  unavailable  due  to  the 
limited  funding  of  Public  Housing  Development/Acquisition,  that  the 
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LHA   with   a   distressed   property   be   permitted   to   use   its 
Modernization  funds  to  demolish  and  replace  those  units. 

NAHRO  also  proposes  that  the  one-for-one  replacement 
requirement  for  distressed  public  housing  could  also  be  fulfilled 
through  the  rehabilitation  of  vacant,  privately  owned  housing  in 
the  area  of  the  distressed  property  as  part  of  a  local 
comprehensive  neighborhood  revitalization  strategy.  Another  option 
should  permit  LHAs  to  replace  some  units  in  a  neighboring 
jurisdiction. 

It  is  becoming  increasingly  apparent  that  some  of  the  most 
long-term  vacant  and  vandalized  public  housing  is  poorly  located  at 
high  density  levels.  This  fact,  combined  with  the  reality  of  a 
virtual  shut-off  of  funding  of  new  public  housing  units  and  15  year 
project-based  assistance,  argue  strongly  that  we  must  turn  to  those 
resources  which  are  available.  And  that  means  five-year  tenant- 
based  Section  8  assistance. 

We  are  doing  residents,  the  communities  in  which  severely 
distressed  developments  are  located,  and  the  public  housing 
program-at-large  a  disservice  if  we  continue  to  do  nothing.  And 
that  is  essentially  what  is  happening  in  too  many  communities  with 
severely  distressed  developments,  where  reasonable  solutions  are 
available  which  ensure  affordable  rental  assistance  for  some  of  the 
hundreds  of  families  on  local  waiting  lists. 
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ADDITIONAL  QUESTIONS  OF 

CONGRESSMAN  BRUCE  F.  VENTO 

FROM  THE  HEARING  OF  THE  HOUSING 

AND  COMMUNITY  DEVELOPMENT  SUBCOMMITTEE 

MARCH  17,  1994 


FOR  ROBERT  L.  ARMSTRONG,  NAHRO 

1.  What  number  of  larger  public  housing  authorities  (1250  and  over)  did  not 
receive  public  housing  drug  elimination  grants?   Which  ones? 

2.  What  has  been  the  experience  with  drug  and  crime  problems  in  smaller 
PHAS  (less  than  1250)?     Is  it  increasing?   In  what  ways?   Have  prevention 
activities  been  working  for  these  PHAs  to  reduce  crime? 

3 .  What  are  your  thoughts/comments  on  expanding  the  idea  of  1 : 1  replacement 
to  a  larger  area;  perhaps  outside  of  a  housing  authority's  regular  jurisdiction 
(for  example,  metropolitan-wide)  along  the  lines  of  the  "moving  to  opportunity" 
program? 
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Response  for  the  Record 

Robert  L.  Armstrong 

NAHRO  President 

Questions  of  Rep.  Bruce  Vento 

March  17,  1994  Hearing 

Subcommittee  on  Housing  and  Community  Development 

1.  Number  of  "large"  housing  authorities  that  did  not  receive 
Public  Housing  Drug  Elimination  Grant. 

In  the  1993  funding  round,  the  most  recent  under  PHDEP,  48  of 
the  157  large  housing  authorities  did  not  receive  a  competitive 
grant.  It  should  be  noted  that  because  the  current  program  is  a 
competitive  grant,  rather  than  formula  funding,  only  132  of  the  157 
largest  agencies  applied  for  a  grant  in  FY  1993. 

NAHRO  does  not  have  complete  data  on  each  large  agency  which 
did  not  receive  a  grant,  although  HUD  does  maintain  such 
information.  Attached  is  a  HUD  review  of  15  large  LHAs  which  did 
not  receive  a  grant  in  FY  1993. 

Among  the  large  agencies  which  did  not  receive  a  PHDEP  grant 
in  1993  are  Baltimore,  MD;  Cleveland,  OH;  Columbus,  OH;  Akron,  OH; 
Bridgeport,  CT;  Washington,  DC;  New  Haven,  CT;  Dade  County,  FL; 
Jacksonville,  FL;  Louisville,  KY;  Allegheny  County,  PA;  Harrisburg, 
PA;  New  Orleans,  LA;  Albany,  NY;  Washington,  DC;  Meridian,  MS;  and 
Wilmington,  DE; 

2.  Experience  with  drug  and  crime  problems  in  housing  authorities 
with  fewer  than  1250  public  bousing  units 

There  are  2  68  "medium"  size  housing  authorities  which  manage 
501-1250  public  housing  units.  These  agencies  are  usually  the  main 
public  housing  agency  in  medium-size  cities;  or  are  suburban 
agencies  located  in  metropolitan  areas  where  crime  and  drugs  know 
no  boundaries. 

Another  433  "smaller"  agencies  manage  251-500  public  housing 
units.  These  agencies  also  may  be  the  principal  public  housing 
agency  in  a  medium-size  city;  or  are  suburban  agencies  in  part  of 
a  metropolitan  urban  area.  Many  of  these  agencies  with  250  -  1250 
units  tend  to  be  located  in  the  Western  half  of  the  United  States 
and  have  sizeable  low  income  housing  responsibilities  when  their 
Section  8  programs  are  also  considered. 

Our  member  agencies  in  these  categories  report  drugs,  gangs, 
and  crime  are  a  continuing  scourge  in  their  public  housing 
communities.  They  report  they  work  closely  with  their  local  police 
departments,  resident  councils,  youth  and  recreation  departments, 
sanitation  departments,  to  ensure  that  their  public  housing 
developments  are  maintained,  that  units  are  turned  around  quickly 
and  not  allowed  to  remain  vacant,  that  modernization  proceeds 
expeditiously  to  avoid  long-term  vacancies,  that  graffiti  and 
vandalism  is  promptly  removed. 
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Resident  patrols  and  other  means  of  involvement  are  also  one 
of  their  key  tools  to  defeat  drugs  and  crime.  After  school 
programs  for  public  housing  children  to  help  with  homework  and 
youth  sports  to  work  off  excess  energy  and  keep  kids  from  getting 
into  trouble  are  other  ways  these  agencies  cope  with  crime.  Other 
youth  educational,  cultural,  and  recreational  activities  support 
self-esteem  among  youth  and  promote  family  and  community  values. 
And  LHAs  try  to  stay  on  top  of  basic  maintenance,  keeping  grounds 
clean,  trash  picked  up,  lights  replaced  in  hallways,  damaged  doors 
replaced,  and  the  like. 

All  of  these  efforts  deter  crime  in  the  first  place,  our 
agency  members  report.  And  that  is  half  the  battle.  But  most  of 
these  efforts  rely  on  an  array  of  other  local  public  agencies  and 
private  service  providers.  The  PHDEP  program  has  been  an  essential 
component  of  this  effort  to  entice  these  other  providers  into 
public  housing  communities  and  to  convince  them  to  stay.  They  want 
to  know  that  the  housing  authority  is  in  this  for  the  long  haul, 
too,  and  is  committed  to  deterring  and  reducing  drugs  and  drug- 
related  crime  in  public  housing.  The  PHDEP  grant  is  the  glue  that 
holds  these  many  service  providers  and  the  LHA  together  in  common 
efforts  in  public  housing  communities. 

Our  members  report  they  use  PHDEP  grants  in  four  principal 
activities: 

1.  Drug  Prevention  34% 

2.  Law  Enforcement  27% 

3.  Security  Personnel  12% 

4.  Drug  Intervention  9% 

3.  One-for-one  replacement  outside  originating  jurisdiction 

NAHRO  supports  permitting  some  one-for-one  replacement  of 
public  housing  demolished  or  disposed  in  adjoining  jurisdictions, 
provided  the  adjoining  jurisdiction  agrees  to  the  replacement  and, 
in  fact,  has  the  public  housing  or  Section  8  units  available  at  the 
time  of  relocation. 


as 
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Fifteen  Grantees  Review 

A  review  of  the  fifteen  large  housing  authorities  provides  the 
following  information: 

Meridian,  MS  did  not  submit  an  application  for  FY  1993. 

Washington,  DC  did  submit  an  application  but  the  submission  w 
late  and  therefore  ineligible  for  funding. 

Four  applications  did  not  receive  passing  scores  (Wilmington,  DE 
48.5  points;  Akrorf,  OH  73.5  points;  Harrisburg,  PA  57.5  points; 
and  Baltimore,  MD  48.5  points). 

The  remaining  nine  applications  received  passing  scores  and  would 
have  been  awarded  grants  if  the  funding  had  been  sufficient. 

Dade  County,  FL  94.5  points 

Jacksonville,  FL  93.5  points 

Louisville,  KY  91  points 

Columbus,  OH  90  points 

Allegheny  County,  PA  90  points 

Cleveland,  OH  89.5  points 

New  Haven,  CT  87  points 

New  Orleans,  LA  84.5  points 

Albany,  NY  80  points 
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Thank'vou  for  inviting  me  here  to  discuss  the  financial  problems  I  confront  as  a  resident 
of  public  housing  and  a  working  parent  of  three  children. 

My  name  is  Barbara  Burgo  and  I  have  lived  in  the  Gilpin  Court  public  housing 
development  in  Richmond,  Virginia  since  1991.  I  am  on  the  executive  board  of  the  Gilpin 
Court  Tenant  Council,  which  represents  2600  residents. 

I  have  three  children  of  whom  I  am  exceedingly  proud:  an  18  year  old  daughter  about 
to  graduate  from  high  school;  a  16  year  old  son  in  the  9th  grade;  and  an  8  year  old  daughter  in 
elementary  school. 

My  older  daughter  was  recently  initiated  into  the  National  Honor  Society  and  has  a  3.9 
grade  point  average.  My  son  works  part-time  as  a  teen  leader  and  mentor  to  other  teenagers  in 
a  program  operated  by  the  housing  authority.  The  kids  are  quite  proud  of  a  tee  shirt  business 
they  started  last  year,  which  made  520,000  last  year.  My  youngest,  a  daughter,  is  a  straight 
"A"  student  at  Carver  Elementary. 

As  for  myself,  I  completed  a  GED  program  in  May  so  I  have  a  high  school  equivalency 
degree.  And  I  am  planning  to  enroll  in  a  local  community  college  to  get  a  degree  in  social 
work.    I  have  worked  most  of  my  life  since  I  was  14  years  of  age. 

When  I  first  moved  into  public  housing  in  1991,  I  worked  as  a  waitress  at  F.W. 
Woolworth's.  My  annual  income  was  $7000.  The  rent  1  paid  at  Gilpin  when  I  was  employed 
was  $168. 

I  lost  my  job  because  the  day-care  provider  for  my  youngest  child  would  not  pick  up 
children  from  Gilpin  because  of  its  location.  I  therefore  had  no  day  care  for  my  child  and  had 
to  give  up  my  job.  I  applied  for  and  received  Aid  to  Families  with  Dependent  Children,  Food 
Stamps,  and  Medicaid.  For  almost  two  years,  1991  through  1993,  these  public  assistance 
programs  kept  my  and  my  family  afloat.  My  reduced  income  reduced  the  rent  to  $43  per 
month. 

During  that  time,  I  enrolled  in  a  9  month  leadership  training  course  at  Gilpin  sponsored 
by  a  number  of  corporate  employers  in  Richmond.  There  were  two  classes  of  18  women  who 
lived  at  Gilpin  and  other  Richmond  public  housing  sites.  The  leadership  training  taught  us 
conflict  resolution;  media  relations;  networking;  and  "agreeable  disagreeing",  among  other  skills. 
During  that  time,  I  applied  for  a  position  with  the  Friends  Association,  a  local  nonprofit  which 
operates  a  day  care  and  social  service  center.  After  waiting  almost  one  year,  I  finally  got  a  job 
as  a  Social  Work  Assistant  at  the  center. 

My  job  now  pays  me  $408  every  two  weeks,  after  taxes.  And  I  have  begun  to  save  for 
some  of  the  necessities  which  me  and  my  children  have  put  off  for  so  long.  The  down  side  is 
that  the  rent  tripled  as  a  result  of  my  increased  income  to  $279  per  month!  That,  combined  with 
the  sudden  loss  of  both  Medicaid  health  insurance  and  food  stamps  was  very  hard  to  adjust  to. 


821 


My  food  stamps  had  been  worth  $279  each  month.  Now,  I  find  myself,  with  two  teenagers 
eating  me  out  of  house  and  home,  spending  about  $400  each  month  on  food  alone.  I  never 
realized  how  much  food  stamps  helped  with  my  basic  living  expenses  until  I  had  to  go  to  the 
grocery  store  and  try  to  stretch  my  own  hard-earned  dollars.  I  realized  how  frivolous  I'd  been 
in  the  past  with  my  food  stamp  purchases. 

After  I  pay  the  rent  of  $279,  that  leaves  me  with  about  $137  for  everything  else!  If  any 
of  you  have  school-age  children,  you  know  how  expensive  they  can  be.  For  example,  my  son's 
French  class  just  took  a  school  trip  to  Baltimore.  The  bus  cost  $20,  plus  the  costs  of  lunch  once 
he  got  there,  which  I  simply  did  not  have.  I  borrowed  it  from  my  mother.  Thank  goodness  for 
Grandma! 

Another  necessity,  which  most  people  take  for  granted  is  the  telephone.  I  can't  afford 
one.  It's  taken  me  one  year  to  save  up  to  have  my  phone  service  turned  on.  Believe  me,  my 
children  and  I  have  looked  forward  to  this  past  Monday,  the  15th  of  the  month  for  a  long  time. 
Because  it's  when  I  got  paid  and  I  finally  had  enough  to  have  the  phone  turned  on.  My  son  says 
a  phone  will  improve  his  social  life!  With  two  teenagers,  I  may  not  get  to  use  it  very  much,  but 
at  least  I'll  be  able  to  be  connected  to  the  rest  of  the  world. 

The  loss  of  Medicaid  once  I  became  employed  also  was  a  shock  to  us.  The  minute  you 
get  a  job,  you  lose  your  Medicaid  benefits,  which  meant  my  three  children  were  without  health 
insurance  for  almost  four  months  before  my  employment  picked  them  up.  During  that  time,  my 
son  injured  his  hand  in  his  high  school's  football  game.  It  required  8  stitches  and  a  trip  to  the 
emergency  room. 

The  hospital  bill  was  $279!  I  didn't  have  the  money  at  the  time  and  said  I'd  pay  them 
installment  payments  over  several  months.  But  the  hospital  insisted  upon  being  paid  right  away 
or  else  they  would  garnish  my  wages.  The  place  where  I  work  has  a  policy  to  terminate  any 
employee  whose  wages  are  garnished.    It  was  like  a  vicious  circle. 

I  found  out  that  Medicaid  would  cover  the  cost,  because  it  had  occurred  within  a  grace 
period  after  we  were  taken  off  Medicaid.  The  hospital  was  paid.  I  didn't  lose  my  job.  My 
son's  hand  healed.    But  it  was  still  scary. 

It  was  especially  hard  on  my  children  when  I  became  re-employed.  They  thought  all  our 
problems  would  be  over,  that  they  could  have  the  clothes  they  wanted,  we  could  go  out  to  eat 
or  a  movie,  that  we  wouldn't  have  to  live  so  close  to  the  table  anymore,  always  counting  our 
pennies.  But,  in  fact,  the  income  I  earn,  after  taxes,  rent,  food,  and  health  care  costs  is  almost 
less  than  when  were  on  public  assistance. 

There  are  times  when  I  think  I  did  much  better  on  lesser  income  through  public  assistance 
programs.  Taxes  weren't  deducted.  The  rent  remained  steady.  My  children  had  health  care 
coverage.    And  food  costs  seemed  to  be  more  manageable  with  food  stamps. 
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What  I'm  trying  to  tell  you  here  is  that  it  is  not  easy  being  a  low  income  wage  earner 
in  today's  world.  I'm  trying  to  get  ahead  by  keeping  a  steady  job,  raising  my  children  right  and 
seeing  that  they  have  at  least  a  few  of  the  clothes  and  outside  activities  that  their  peers  do,  and 
pursuing  my  own  career  path  toward  a  degree  in  social  work. 

There  are  lots  of  other  mothers  in  my  same  position.  It  would  certainly  help  if  you  could 
see  that  we,  at  least  get  a  break  on  the  rent,  when  we're  out  there  earning  a  living  and  trying 
to  get  ahead. 


Thank  you  for  letting  me  speak  to  you  today. 
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Testimony  of  Andrea  Duncan 
before  the 
Housing  and  Community  Development  Subcommittee 

of  the 
House  Banking,  Finance  and  Urban  Affairs  Committee 


Thank  you,  Mr.  Chairman,  for  inviting  the  Council  of  Large  Pubhc  Housing 
Authorities  to  testify  today.  I  am  Andrea  Duncan,  its  President,  and  the  Executive  Director 
of  the  Louisville  Housing  Authority. 

We  are  ever  grateful  to  you  for  your  special  leadership  in  public  housing  and  to  Ms. 
Roukema  and  your  other  colleagues  for  their  support.  You  will  be  pleased  to  know  that 
your  efforts  for  us  have  been  rewarded.  Despite  increasingly  difficult  urban  environments, 
large  PHAs  such  as  Atlanta,  Boston,  Los  Angeles,  Newark  and  San  Francisco  have  moved 
off  the  troubled  Ust  and  over  forty  large  PHAs  have  been  found  to  be  high  performers. 

We  are  encouraged  by  the  quality  of  team  that  Secretary  Cisneros  has  assembled  at 
HUD;  we  applaud  key  appointments  that  have  come  from  the  practitioner  ranks  of  the 
public  housing  industry.  And  we  are  encouraged  that  these  leaders  are  calling  upon  the 
industry  itself  for  major  direction  in  the  reinvention  process,  supporting  those  who  perform 
well  and  ridding  the  industry  of  rules  written  for  those  few  whom  we  do  not  trust.  Under 
the  pubhc  housing  statutory  and  regulatory  review  program,  five  study  groups  from  the 
industry  are  making  recommendations  to  streamline  and  reform  the  pubhc  housing  program. 

As  the  leader  of  a  sixth  work  group  of  high-performing  housing  authorities,  I  am 
certainly  hopeful  that  the  department  will  be  embracing  our  recommendations:  1)  that 
high-performing  PHAs  represent  "low  risk"  for  the  department,  that  they  have  proven 
competence,  and  as  such  should  be  automatically  released  from  all  regulatory  requirements 
that  have  to  do  with  "how"  they  run  the  business;  2)  that  high  performing  PHAs  be  allowed 
to  keep  the  dollars  generated  from  the  release  of  these  costly  bureaucratic  requirements, 
and  3)  be  allowed  to  serve  as  laboratories  of  innovation'  for  developing  new  models  of 
pubhc  housing  service  dehvery.  To  the  extent  that  statutory  changes  are  necessary  to 
implement  such  a  bold  new  direction,  we  hope  that  Congress  will  be  supportive  of  these 
initiatives. 

This  release  of  excessive  bureaucratic  micro-management  by  the  pubhc  housing 
program  is  the  single  improvement  that  would  have  significant  dollar  cost  savings  -  a  source 
of  new  programmatic  dollars  available  for  the  futiire,  and  giving  high  performance  PHAs 
the  programmatic  flexibility  (regulatorily  and  statutorily)  to  develop  new  models  is  the 
begjiming  of  a  true  reinvention  of  the  public  housing  program. 


Osborne,  David,  Reinventing  Government. 
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We  applaud  the  Housing  and  Community  Development  Act  of  1994,  H.R.  3838,  as 
very  progressive  legislation  and  we  support  it;  there  are  also  important  features  in  H.R. 
3888  introduced  by  the  ranking  minority,  Ms.  Roukema,  that  we  hope  become  law. 

I.         H.R.  3838's   Rejection  of   HUD's   Startling  and   Disabling  Cuts  in   Public 
Housing  in  Its  FY  95  Budget  Is  Most  Welcome 

As  you  are  aware,  HUD  proposes  the  lowest  percentage  of  the  Performance  Funding 
System  fimding  for  operating  subsidies  since  1981  --  a  shortfall  of  16%  from  the  most 
conservative  estimate  of  FY  95  needs.  HUD's  funding  for  modernization  --  a  cut  of  a  half 
billion  dollars  --  would  take  us  back  to  1986  levels.  The  $150  million  requested  for 
development  and  major  reconstruction  of  obsolete  projects  -  a  cut  of  75%,  with  the  fimds 
opened  to  amendments  for  prior-year  projects  ~  is  tantamoimt  to  repeal.  The  HUD  Budget 
Summary  does  not  even  have  a  description  of  the  development  program.  Last,  funding  for 
revitalization  of  the  most  severely  distressed  public  housing  would  be  reduced  over  a  third 
to  $500  million.  All  in  all,  HUD  would  shrink  public  housing  by  over  $1.1  billion  in  vital 
capital  funds  below  the  current  (FY  94)  appropriations  and  would  provide  about  80%  of 
the  needed  PFS  operating  support  as  estimated  by  CLPHA,  PHADA  and  NAHRO.  Even 
HUD  concedes  the  level  should  be  S2.9  billion,  or  $400  milhon  above  the  request.  Its 
request  assumes  imrealistic  increases  in  residents'  income. 

We  welcome  most  of  the  funding  levels  proposed  by  H.R.  3838,  and  we  appreciate 
the  separate  authorizations  for  major  reconstruction  of  obsolete  projects  and  for 
replacement  housing  units,  but  we  urge  you  to  authorize  the  S3.3  billion  for  operating 
subsidies  that  CLPHA  firmly  believes  is  necessary  for  decent  public  housing. 

The  1994  shortfall  of  $144  million  dollars  has  already  forced  the  Louisville  Housing 
Authority  to  abandon  $700,000  worth  of  physical  improvements  planned  for  oiu"  properties 
this  year.  The  cuts  for  1995,  would  shortchange  Louisville  by  another  $2  million  in 
operating  subsidy,  causing  us  to  choose  between  maintenance  repairs  rather  than 
replacements,  select  cheaper  quality  materials  (hollow  core  doors  versus  solid  core), 
eliminate  resident  services  at  newly-funded  family  resomce  centers  (tutoring  for  resident 
youth,  parenting  classes,  drug  education  programs),  among  others.^ 

The  HUD  proposed  budget  would  reverse  the  progress  now  underway  throughout 
American  public  housing.  The  operating  cuts  would  result  in  expensive  deferred 
maintenance,  reduced  security  and  social  services,  could  create  longer  vacancies  due  to 


^  Significantly,  these  services  are  preventive  measures  which  HUD  identifies  as  a 
necessary  part  of  its  "continuum  of  care"  in  the  Federal  homelessness  policy.  "Federal  Plan 
to  Break  the  Cycle  of  Homelessness,"  unreleased  draft. 
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slower  turnaround  and  delayed  repairs,  costly  litigation  for  negligent  toxic  and  safety 
conditions,  and  a  dispiriting  deterioration  in  the  communities  of  the  3.4  million  persons  -- 
families,  elderly  and  disabled  ~  in  our  apartments  and  townhouses.  It  is  idle  for  the 
department  to  speak  of  increased  focus  on  crime  in  public  housing  when  PHAs  are  not 
funded  to  even  fulfill  the  basic  functions  of  a  landlord. 

The  HUD  budget  cannot  be  justified.  It  turns  its  back  on  American  housing  policy, 
especially  as  fully  debated  in  the  Cranston-Gonzalez  National  Affordable  Housing  Act  of 
1990  and  in  many  appropriations  bills,  which  has  established  public  housing  as  an  integral 
part  of  our  efforts  to  house  low  income  people  and  to  relieve  homelessness. 

HUD's  action  is  not  the  result  of  budget  constraints;  it  boasts  of  being  one  of  only 
four  departments  to  get  increases  over  FY  94,  totalling  $1.8  billion.  HUD's  budget  is  rife 
with  increases:  $1.5  bilhon  more  for  certificates;  almost  double  this  year  for  homeless 
activities,'  and  a  ream  of  new  initiatives  and  of  substantial  earmarks  in  already-underfunded 
established  efforts,  such  as  TOP  in  mod  and  LIFT  in  CDBG. 

Moreover,  there  is  no  "backlog"  of  unspent  funds  in  modernization  or  other  activities 
that  warrants  the  public  housing  reductions,  as  was  established  in  the  Secretary's  dialogue 
with  Mr.  Frank  when  the  Secretary  recently  testified  here.  The  mod  spendout  charts,  put 
in  the  record  at  the  time,  demonstrate  that  PHAs  are  spending  85%  of  the  mod  funds 
within  3.25  years  after  receipt  from  HUD,  a  commendable  rate;  the  hundreds  of  us  who  are 
even  with  the  pipeline  should  not  be  penalized  for  the  few  housing  authorities  stuck  in  it; 
and  do  not  punish  all  residents  who  are  awaiting  better  housing.  To  step  back  from  current 
mod  levels  would  undermine  the  fine  reform  you  made  of  the  CLAP  modernization  program 
in  NAHA,  shifting  from  an  uncertain,  annual  grantsmanship  competition  to  predictable, 
needs-based,  planning-oriented,  formula  grants. 

Moreover,  close  to  10,000  jobs  would  be  lost  from  the  mod,  severely  distressed  and 
development  cuts  ~  jobs  and  reconstruction  essential  to  revitalization  of  our  inner  cities. 


'  We  have  no  quarrel  with  increased  efforts  for  homelessness,  but  not  at  the  cost  of 
public  housing.  One  of  the  root  causes  for  homelessness  is  the  lack  of  permanent 
affordable  housing.  In  Louisville  for  example,  our  homeless  population  has  grown  mostly 
because  of  families  with  children  who  cannot  find  affordable  housing.  To  the  extent  that 
we  can  retain  the  public  housing  development  program  as  one  choice  in  the  "continuum 
of  care"  that  Secretary  Cisneros  speaks  of,  we  will  be  offering  more  choices  to  those  who 
would  otherwise  fall  into  the  ranks  of  homelessness. 


I 
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II.        The  Merger  of  the  Certificate  and  Voucher   Programs  Is  Reinvention  at  Its 
Best 

CLPHA  values  section  8's  original  flexibility  in  providing  affordable  housing  -  much 
of  which  has  been  lost.  Excessive  earmarks  have  taken  away  virtually  all  local  discretion 
from  PHAs  and  increasingly  have  restricted  eligible  families  to  very  special  cases,  for 
example,  family  self-sufficienc}',  family  reunification,  moving  to  independence,  elderly 
independence,  shelter  plus  care,  zind  housing  for  AIDS  victims.  All  are  worthy,  but  since 
they  have  been  funded  as  setasides  and  not  increases,  the  unadjectived  family  finds  it 
difficult  to  be  served.  Other  harmful  limitations  have  been  the  elimination  of  long-term 
assistance,  the  limit  on  the  quantity  of  project-based  assistance  that  a  PHA  can  provide  and 
the  constant  struggle  with  the  past  Administration  to  enable  PHAs  to  use  section  8  buildings 
operated  by  nonprofits  affiliated  with  a  PHA.  H.R.  3838  takes  important  steps  in  restoring 
flexibility. 

We  endorse  the  consoUdation  itself,  of  course,  but  also  your  making  project-based 
and  tenant-based  fungible  without  restriction.  This  change  allows  a  PHA  to  take  the  local 
market  into  account  in  how  it  houses  poor  families.  We  also  applaud  your  making  it 
perfectly  clear  that  a  PHA  can  use  section  8  in  buildings  owned  by  a  nonprofit  affiliate.  A 
remaining  step  is  for  the  appropriators  to  provide,  as  yovir  bill  does,  for  long-term  assistance 
so  that  PHAs  and  others  can  attract  developers  and  financing  where  incremental,  permanent 
low-income  housiiig  is  needed. 

I  might  add  that  if  our  development  program  is  to  be  eliminated,  then  long-term 
project-based  assistance  becomes  an  essential  tool  for  the  creation  of  more  low  income 
housing,  and  to  meet  replacement  requirements  as  we  move  to  weed  out  inhumanely 
designed  and  overbuilt  family  developments.  We  would  accept  such  a  change  if  PHAs  were 
funded  at  a  proper  level  of  project-based  assistance. 

Lessons  learned  from  the  voucher  program  include  that  some  families  are  willing  to 
pay  more  than  30%  of  income  for  rent  to  get  what  they  want.  While  we  fully  share  the 
Chairs'  concerns  about  famihes  overpaying,  as  we  testified  last  November  3,  we  believe  that 
some  section  8  families  should  be  able  to  pay  up  to  35%  of  their  income  on  rents  up  to 
132%  of  the  fair  market  rent  to  enhance  their  choices.  Such  an  "exception"  class  would 
broaden  choice  of  neighborhoods."  We  are  appalled  at  the  inconsistency  of  HUD's  proposal 
to  reduce  the  base  for  FMRs  to  those  of  the  lowest  40%  of  recent  movers  and  to  cut 
administrative  funds  that  help  households  move  with  its  laudable  aim  of  increased  choice 
in  more  affluent  areas. 


"    For  additional  comments  on  the  merger  of  certificates  and  vouchers,  please  see 
CLPHA's  testimony  before  the  Committee  on  November  3,  1993. 
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Mixed  Populations.  We  endorse  section  143's  new  section  8(m)(2)  giving  PHAs  the 
discretion  to  give  priority  to  non-elderly  disabled  persons.  However,  this  limited  power 
should  be  available  to  every  PHA  and  not  just  to  "a  public  housing  agency  that  serves  more 
than  one  unit  of  general  local  government,"  as  the  provision  is  now  written.  As  you  know, 
most  PHAs  serve  only  one  local  government  jurisdiction.  Your  provision  complements  the 
HUD  budget  that  would  earmark  a  share  of  the  section  8  assistance  for  nonelderly  disabled 
persons,  but  has  the  advantage  of  giving  the  discretion  to  do  so  at  the  local  level  where  it 
can  best  be  exercised.  Our  comments  on  the  broader  problems  in  designating  developments 
for  the  elderly  are  treated  later  in  the  testimony. 

Administrative  Fees.  Thank  you  for  safeguarding  the  administrative  fee  at  8.2%. 
HUD's  proposal,  first,  to  establish  a  new,  undefined  base  on  which  the  fee  is  calculated  and, 
second,  to  reduce  the  fee  to  7.65%  for  the  first  thousand  units  and  then  7%  on  the 
remainder,  with  other  adjustments  for  "stayers,"  would  devastate  large  and  small  agencies. 
The  larger  agencies  need  the  funds  earned  from  the  fees  to  operate  their  PFS-starved 
conventional  stock,  the  smaller  agencies  don't  have  an  adequate  administrative  basis  to 
operate  at  the  reduced  fee.  PHAs'  only  option  would  be  to  withdraw  from  the  program. 
OMB  and  HUD  are  constantly  asserting  that  the  fee  is  too  high,  but  over  the  years  they 
have  yet  to  produce  an  analytic  document  justifying  their  contention.  There  is  no 
authoritative  work  on  this  issue  -  by  HUD,  GAO  or  anyone  else.  We  suggest  the 
government  do  some  homework  before  they  make  assertions  about  the  fee.  The 
Appropriations  Committees,  as  well  as  yoiu"  own,  have  regularly  directed  them  to  do  so 
without  success. 

Homeownership  Option  Section  8(t).  Although  we  are  still  studying  the  details  of  this 
provision,  we  welcome  an  authorization  to  use  the  section  8  subsidy  to  create  ownership. 
In  Louisville,  at  College  Court,  we  have  transformed  a  former  project  into  condominium 
opportunities  for  our  residents  with  stable  incomes.  The  availability  of  a  limited  section  8 
subsidy  would  greatly  enhance  our  ability  to  provide  such  choices  for  other  residents. 
Please  make  sure  the  statute  expressly  provides  for  ownership  under  a  condominium  or 
cooperative  arrangement,  as  well  as  in  the  traditional  mode,  and  gives  a  priority  to  public 
housing  residents  to  acquire  their  current  units  or  to  move  "up  and  out." 

Family  Self-Sufficiency  Disconnect.  The  Family  Self-Sufficiency  (ESS)  program 
should  be  disconnected  from  incremental  section  8  certificates  and  vouchers.  CLPHA 
members  support  the  objectives  of  FSS.  But  the  effort  should  be  funded  separately,  not 
tied  to  some  group  who  gets  "FSS  certificates,"  and  made  available  to  those  interested  and 
capable.  Indeed,  we  lobbied  for  years  for  the  Gateway  acts.  They  simply  need  adequate 
funding. 
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III.     CommuBity  Partnerships  Against  Crime  (COMPAC) 

The  Public  Housing  Drug  Ehmination  Program  (PHDEP)  has  been  of  significant 
help  to  many  PHAs  seeking  not  only  to  enhance  security,  but  to  engage  oiu^  residents  in 
purposeful  activities  that  should  reduce  criminal  behavior.  COMPAC  builds  nicely  on 
PHDEP  and  we  salute  the  Secretary  for  his  initiative. 

We  suggest  the  statutory  language  in  H.R.  3838  be  clarified  to  overcome 
shortcomings  of  PHDEP:  namely,  (a)  erratic  awarding  of  grants  among  PHAs;  and  (b)  lack 
of  reliable  multi-year  funding  needed  to  recruit  professional  staff,  to  develop  meaningful 
efforts,  and  to  gain  the  confidence  and  cooperation  of  the  residents. 

The  grant  fimds  should  be  focused  where  the  problems  are  and  not  spread  out  to 
each  of  3200  housing  authorities,  as  some  have  proposed.  HUD  says  that  85%  of  the 
murder/robbery  crime  is  in  those  agencies  with  1250  or  more  units,  the  "large"  PHAs,  and 
our  experience  confirms  this.  Accordingly,  CLPHA  urges  that  the  legislation  establish  that 
not  less  than  75%  of  the  funds  be  awarded  to  such  PHAs  proportionate  to  their  number  of 
units.  HUD  intends  to  distribute  in  this  manner  FY  94  PHDEP  awards  pursuant  to  the  FY 
94  Appropriations  Act  and  FY  95  funds  pursuant  to  regulation.  However,  a  statutory 
provision  embodying  this  distribution  is  called  for.  The  issue  is  too  important  to  be  left  to 
the  agency's  discretion.  The  history  of  awards  confirms  this.  In  FY  93,  authorities  in 
Akron,  Albany,  Baltimore,  Cleveland,  Columbus,  Miami  (Dade  County),  Harrisburg, 
Louisville,  Memphis,  New  Haven,  New  Orleans  and  Washington,  D.C.,  major  cities,  received 
no  funds  while  monies  were  awarded  to  many  small  agencies.  For  example,  in  my  case, 
Louisville  received  no  funds,  but  Richmond  and  Morgantown,  Kentucky  won  grants  based 
on  a  total  of  10  and  11  drug  arrests  respectively  all  year.  Louisville  documented  more  drug 
arrests  than  all  the  other  PHDEP  winners  in  Kentucky  put  together!  Additionally, 
Baltimore  received  no  funds,  but  the  resort  town  of  St.  Michael's  on  the  Eastern  Shore  did; 
Miami  received  no  funds  but  the  elite  resort  of  Boca  Raton  did,  and  so  on. 

One  obvious  reason  why  the  large  PHAs  need  the  funds  is  that  they  have  huge 
developments  that  are  configured  away  from  street  frontages  to  which  the  local  police 
confine  their  activities,  namely  the  high  rise  towers  and  the  interior  open  spaces.  Such  un- 
poUced  areas  do  not  typically  exist  in  the  smaller  PHAs.  K  further  proof  of  need  were 
called  for,  it  is  the  fact  that  every  large  PHA  has  applied  for  funding  every  year  of  PHDEP 
competitions,  while  over  two  thousand  smaller  PHAs  have  never  applied.  To  distribute  the 
funds  on  a  per  unit  basis  to  all  PHAs  large  and  small,  elderly  or  family,  is  to  ignore  why 
PHDEP  and  now  COMPAC  came  to  be  ~  mounting  big-city  crime.  With  constrained  funds, 
now  is  not  the  time  to  dilute  their  impact  by  spraying  them  around  to  all  3200  PHAs. 
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IV.  Rent  Reform 

We,  together  with  NAHRO  and  PHADA,'  continue  to  support  the  straight-forward 
provisions  of  the  Cranston-Gonzalez  National  Affordable  Housing  Act,  which  restored  the 
pre-1981  ten  percent  earned  income  deduction  in  calculating  rent.  Working  famiUes  deserve 
no  less,  especially  when  we  recall  that  the  1981  Omnibus  Budget  Reconciliation  Act  raised 
their  rent  20%  while  taking  away  this  deduction  and  their  family  medical  deduction.  With 
the  current  priority  on  "welfare  to  work"  initiatives  and  health  care  reform,  both  these 
deductions  should  be  restored.  No  method  of  rent  reform  is  simpler,  fairer,  less 
bureaucratic.  CLPHA,  using  HUD's  data  base,  calculates  the  cost  of  implementing  these 
provisions  for  pubhc  housing  residents  at  $85  million  for  the  earned  income  deduction  and 
$19  million  to  make  a  start  at  giving  families  the  health  care  deduction  now  available  to 
elderly;  if  necessary,  we  suggest  the  earned  income  deduction  could  be  started  at  a  lesser 
percentage. 

We  also  endorse  the  department's  proposal  for  an  18-month  "disallowance"  of  rent 
increases  due  to  an  unemployed  resident  becoming  employed.  However,  this  limited 
measure  only  delays  the  day  when  work  is  penalized  by  the  30%  rent  income  ratio. 

V.  Ceiling  Rent 

We  appreciate  HUD's  initiative  and  section  112  of  your  bill  on  ceiling  rents. 
However,  implementation  under  both  must  await  the  regulatory  process,  which  can  take 
years  at  HUD.  Despite  this  Committee's  complaints  and  even  efforts  to  provide  self- 
implementation,  HUD  has  yet  to  show  any  reinvention  in  accelerating  its  rulemaking 
process.  Consequently,  we  suggest  that  you  make  at  least  one  form  of  ceiling  rent  self- 
executing  while  the  department  develops  other  ceiling  rent  choices  through  its  regulations. 
Section  203(b)(3)(B)  of  S.  1299  has  such  a  self -executing  provision;  it  allows  PHAs  to  set 
as  the  top  rent  in  a  development  the  95th  percentile  of  the  rents  in  a  project,  a  simple 
arithmetic  calculation  that  does  not  need  HUD  involvement.  This  proposal,  we  believe,  has 
the  support  of  the  department. 

VI.  RevitalizatioD  of  Severely  Distressed  Public  Housing 

In  the  light  of  the  Finjd  Rejxjrt  of  the  National  Commission  on  Severely  Distressed 
Public  Housing,  Congress  enacted  HOPE  VL,  dubbed  by  HUD  as  the  Urban  Revitalization 
Demonstration  (URD)  and  section  24  of  the  Housing  Act,  also  aimed  at  the  revitjdization 
of  severely  distressed  developments,  and  at  bringing  new  opportunity  to  the  residents.  Over 
FY  93  and  FY  94,  more  than  a  billion  dollars  has  been  appropriated.  The  authors  of  the 
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legislation  sought  to  have  the  effort  treated  by  HUD  as  a  unified  program,  free  of  the 
individual,  obstructive  program  regulations,  handbooks,  and  practices  which  have  hampered 
past  efforts  to  reconstruct.  We  are  now  learning,  as  HOPE  VI-PHAs  ~  many  represented 
on  this  committee  -  attempt  to  proceed,  that  HUD  is  struggling  to  kick  its  old  habits.  Thus, 
we  welcome  the  efforts  of  Ms.  Roukema  and  the  co-sponsors  of  H.R.  3888  to  streamline 
section  24  of  the  Housing  Act.  We  recognize  that  H.R.  3838  also  contains  improvements 
to  section  24  which  were  requested  last  year  by  the  department,  but  subsequent  experience 
with  HUD's  efforts  to  implement  HOPE  VI  shows  that  the  broader  reforms  and 
deregulation  in  H.R.  3888  are  called  for.  Some  of  those  reforms  are  contained  in  S.1299. 
They  will  help  greatly  to  expedite  this  potentially  wonderful  program.  At  present,  the 
HOPE  VI  efforts  are  impeded  by  excessive  rehance  on  the  old  dictates  of  the  Housing  Act 
of  1937,  especially  section  18,  and  of  site  and  neighborhood  rules  that  have  little  bearing 
in  replacing  units  demolished  as  part  of  reconstruction  and  revitalization.  Ms.  Roukema's 
work  cures  those  ailments  and,  most  important,  sets  a  course  of  reinvention  that  carries  out 
the  "single  program"  approach  promised  by  the  HOPE  VI  funding. 

VII.  Other  Aspects  of  H.R.  3888 

We  also  appreciate  other  efforts  in  H.R.  3888  to  free  the  development  program  from 
the  encrusted  regulations  that  were  designed  to  thwart,  not  further  development,  and  hope 
to  work  with  the  staffs  of  the  committee  in  refining  the  language.  Regulatory  changes  to 
improve  the  development  program  that  are  being  discussed  at  the  department  are  too 
limited  to  be  of  meaningful  assistance. 

We  cannot  support  the  notion  in  H.R.  3888  of  a  minimum  PILOT  payment  absent 
a  compensating  appropriation  of  operating  subsidies;  we  have  no  other  source  of  payment. 
Especially  this  is  so  in  FY  94  when  we  are  being  short-funded  $144  million  of  our  PFS 
operating  subsidies  and  face  even  worse  treatment  in  FY  95. 

VIII.  Disappointments 

Elderly-only.  Elderly  residents  in  pubUc  housing  -  unlike  their  affluent 
contemporaries  in  private  housing  -  continue  to  face  the  burden  of  living  with  single 
persons  generations  younger,  who  often  suffer  serious  mental  impairments.  Headhne  stories 
continue  to  pop-off  throughout  the  country  about  assaults  of  all  kinds.  Fears  mount  among 
those  old  persons  who  should  be  granted  peace.  A  year  and  half  after  the  Housing  and 
Community  Development  Act  of  1992,  with  its  provisions  intended  to  solve  the  problem, 
HUD  has  issued  proposed  regulations  that  are  found  wanting  by  virtually  all.  The  proposed 
regulations,  quoted  above,  underscore  that  HUD  remains  a  "Mother,  may  I"  agency  with 
proposals  that  add  paperwork  and  delay  and  that  may  in  fact  frustrate  the  whole  process. 
HUD's  Fair  Housing/Equal  Opportunity  Office  and  some  mental  disability  advocates 
continue  to  ignore  that  the  elderly  in  public  housing  already  have  a  population  of  elderly 
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that  is  30%  mentally  disabled.  They  continue  to  make  poor  elderly  women  the  victims  of 
a  system  that  downgrades  their  welfare  to  give  priority  to  a  class  of  nonelderly  persons  who 
should,  in  fact,  be  mainstreamed  with  other  nonelderly  persons.  There  will  be  little  progress 
until  Congress  provides  that  the  nonelderly  disabled  singles  should  be  housed  with  other 
nonelderly  singles,  just  as  elderly  disabled  persons  are  housed  with  the  elderly.  Incidentally, 
many  of  these  same  advocates  recently  refused  to  support  CLPJiA's  and  HUD's  position 
that  there  should  be  a  significant  set-aside  of  certificates  for  the  non-elderly  mentally 
disabled  to  give  them  the  broadest  choice  and  to  free  them  from  the  need  to  be 
institutionalized  in  buildings  of  old  persons. 

HUD  refuses  to  allow  PHAs  to  move  forward  under  the  allocation  plans  of  Title  VI 
of  the  Housing  and  Community  Development  Act  of  1992,  notwithstanding  a  sound  legal 
basis  for  doing  so  -  as  you.  Representative  Kleczka,  other  concerned  members  and 
CLPHA's  counsel  have  pointed  out.  Instead,  HUD's  proposed  regulations  reveal  that  it  has 
not  yet  accepted  the  fact  that  the  poor  PHA  elderly  are  just  as  entitled  as  well-off  elderly 
to  live  separate  from  the  young,  be  they  disabled  or  not.  HUD,  and  advocates  who  seem 
to  hold  sway  on  this  issue,  don't  get  it  or  don't  want  to  get  it.  In  the  meantime  at  many 
authorities,  the  elderly  no  longer  apply  for  the  housing  intended  for  them;  instead  the 
buildings  are  increasingly  becoming  highrise  asylums,  while  HUD  fiddles  and  ignores  the 
plight  of  the  elderly  and  the  advocates  insist  on  "mainstreaming"  young  disableds  into  these 
ghettos. 

CLPHA's  comments  to  the  proposed  rules  go  to  these  points: 

"...CLPHA  members  have  tried  to  keep  the  commitments  they  made 
to  their  elderiy  residents  who  thought,  when  they  entered  elderly  housing 
developments,  that  they  would  have  the  same  dignified  retreat  afforded  senior 
citizens  of  middle  and  upper  incomes.  The  issue  is  not  disability,  but  age;  a 
high  proportion  of  the  elderly  are  themselves  disabled.  CLPHA  members 
wholly  support  the  objective  of  offering  people  with  disabihties  the  most 
integrated  housing  possible;  however,  our  members  have  never  beUeved  that 
mixing  young  people  with  disabilities  with  resentful  or  fearful  elderly  persons 
was  genuine  integration.  Our  members  respect  the  desirabihty  of  offering 
disabled  residents  a  choice  of  living  situations;  but  likewise  our  members  wish 
to  offer  their  elderly  residents  a  choice  -  that  of  hving  with  young  people  or 
not  —  which  is  absolutely  legitimate  and  legally  proper. 

We  recognize  the  possibility  that  young  people  with  disabilities  who 
cannot  live  with  elderly  people  and  for  whom  a  PHA  caimot  find  alternate 
situations  may  be  left  hving  with  each  other,  and  not  be  generally  integrated 
with  people  without  disabihties.  That  result,  however,  is  far  less  the  result  of 
the  choice  of  elderly  people  to  hve  with  each  other,  than  it  is  the  result  of  a 
legislative  pobcy  to  give  preference  to  people  with  disabihties  over  other  non- 
elderly. This  legislative  policy  is,  presumably,  approved  of  by  advocates  for 
the  disabled,  and  CLPHA  has  certainly  never  taken  a  contrary  position.  We 
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simply  make  the  point  that  any  limitation  on  the  abihty  of  PHAs  to  provide 
truly  integrated  housing  to  non-elderly  disabled  people  is  largely  because 
PHAs  are  barred  from  admitting  single  people  without  disabilities  so  long  as 
people  with  disabilities  require  housing." 

We  urge  the  Committee  to  revisit  this  issue  and  Title  VI.  No  relief  for  the  elderly 
is  in  sight. 

Local  Preference  for  Admission  Not  yet  implemented  are  the  provisions  of  either 
the  Cranston- Gonzalez  National  Affordable  Housing  Act  of  1990  or  of  the  Housing  and 
Community  Development  Act  of  1992,  which  respectively  allow  30%  and  50%  of  admissions 
to  public  housing  to  be  according  to  local,  rather  than  federal  preferences.  These  provisions 
were  adopted  in  order  to  create  a  more  socially  and  economically  diverse  population  in 
pubhc  housing  developments.  Ironically,  HUD  in  its  FY  95  Budget  would  reduce  the 
operating  subsidy  on  the  basis  that  higher  income  residents  will  be  living  in  public  housing 
as  a  result  of  these  provisions  which  it  has  failed  to  implement!  We  urge  the  Committee 
to  require  that  HUD  account  for  this  indefensible  three-and-a-half-year  rebuff  of  the 
Congress. 

Speedup  of  Modernization  Funds.  While  OMB  continues,  inaccurately,  to  speak  of 
a  "backlog"  of  unspent  modernization  funds  in  the  hands  of  the  PHAs,  new  regulations  that 
would  reduce  the  real  delay  -  that  is,  the  fifteen  months  it  takes  HUD  after  the 
appropriations  are  enacted  to  contract  the  monies  to  the  PHAs  ~  remain  to  be 
implemented.  Proposals  made  to  the  Secretary  by  CLPHA  within  weeks  of  his  taking  office 
last  year  would  save  many  months  of  time  and  simplify  matters  considerably.  This  line  of 
business  is  yet  to  be  reinvented. 

CONCLUSION 

We  again  thank  you,  Mr.  Gonzalez,  for  the  spirited  and  informed  support  that  you 
have  given  to  the  residents  and  agencies  of  public  housing.  We  think  your  bill  represents 
progress  for  all  and  we  look  forward  to  working  with  the  Committee  to  advance  further 
recommendations  regarding  it. 
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Chairman  Gcxizalez' 

Additional  Questions 
Hearing  --  March  17,  1994 

(to  Ms.  Andrea  EXmcan) 
Council  of  Large  Public  Housing  Authorities 

1)  One  of  the  central  purposes  of  rent  reform  is  to  improve  the 
economic  mix  in  public  housing  developments.  How  specifically  does 
an  increased  economic  mix  benefit  public  housing  developments? 

2)  How  do  current  public  housing  rent  determination  rules 
disadvantage  working  families? 

3)  H.R.  3838  contains  several  rent  reform  initiatives  proposed  last 
year  by  HUD  that  are  designed  to  assist  working  families  who  live 
in  public  housing.  One  of  these  provisions  would  disallow  counting 
as  earned  income  —  for  18  months  —  the  income  of  newly  employed 
public  housing  residents  who  had  been  previously  unemployed  for  a 
year.  In  your  opinion,  is  this  18  month  period  a  long  enough 
period  of  time  for  newly  employed  public  housing  residents  to 
adjust  to  their  new  economic  status  before  they  face  possible  rent 
increases? 

4)  H.R.  3838  contains  a  HUD  initiated  rent  reform  proposal  that 
would  make  ceiling  rents  for  public  housing  units  reasonably 
related  to  the  rental  value  of  the  units.  Why  do  ceiling  rents 
often  exceed  the  reasonable  rental  value  of  public  housing  units, 
and  how  does  this  impact  on  working  families? 

5)  The  proposed  FY  1995  HUD  budget  would  substantially  reduce 
public  housing  operating  subsidies.  Given  that  public  housing 
rents  do  not  cover  the  operating  costs  of  public  housing  units,  how 
will  this  proposed  reduction  impact  on  public  housing  developments? 
What  kind  of  day-to-day  maintenance  in  public  housing  developments 
will  suffer  as  a  result  of  these  proposed  reductions? 

6)  Various  proposals  have  been  raised  about  relaxing  the  one-for- 
one  replacement  requirement  for  public  housing  demolished  or 
disposed  in  a  "severely  distressed"  project.  What  is  the  position 
of  your  organization  with  regard  to  these  proposals? 
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1.  HOW  DOES  AN  INCREASED  ECONOMIC  MIX  BENEFIT  PUBLIC  HOUSING 
DEVELOPMENTS? 

An  increased  economic  mix  benefits  public  housing  developments  and  individual 
households.  The  median  income  of  current  pubhc  housing  residents  is  only  about  17%  of  the 
median  income  for  the  areas  in  which  they  are  located.  The  concentration  of  the  lowest 
income  families,  most  on  public  assistance,  has  resulted  in  the  devastating  destruction  of  the 
social  fabric  of  these  communities.  In  combination  with  regulation  changes  that  created 
powerful  disincentives  for  employment,  these  developments  have  very  few,  if  any,  households 
that  participate  in  the  mainstream  of  economic  life.  Families  that  remain  in  public  housing  are 
often  completely  isolated  from  those  who  get  up  every  day  and  go  to  a  job.  These 
developments  desperately  need  the  example  and  leadership  of  those  who  are  gainfully 
employed  and  climbing  the  ladder  of  self  sufficiency  and  economic  success.  By  removing 
barriers  to  mixed  income  developments,  individual  households  can  seek  employment,  increase 
their  earned  income  and  save  money  to  secure  private  housing  without  being  penalized  for 
taking  steps  to  become  self  sufficient.  Furthermore,  mixed  income  developments  reduce  the 
need  for  operating  subsidies  by  increasing  rental  income. 

2.  HOW  DO  CURRENT  PUBLIC  HOUSING  RENT  DETERMINATION  RULES 
DISADVANTAGE  WORKING  FAMILIES? 

The  current  HUD  rent  determination  rules  make  no  distinction  between  earned  and 
imeamed  income.  A  recipient  of  unearned  income  receives  a  100%  of  the  amount  they  are 
eligible  for.  A  recipient  of  earned  income  is  responsible  for  a  range  of  deductions,  including 
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but  not  limited  to  FICA,  federal  taxes,  state  taxes,  health  insurance,  union  dues,  etc.  Such 
deductions  can  total  more  than  20%  of  a  person's  gross  income.  However,  the  rent  is  based 
on  30%  of  the  gross  income.  This  means  that  of  every  dollar  earned  by  a  working  family,  less 
than  half  goes  to  the  family. 

3.  IS  AN  18  MONTH  DISALLOWANCE  PERIOD  LONG  ENOUGH  FOR  NEWLY 
EMPLOYED  PUBLIC  HOUSING  RESIDENTS  TO  ADJUST  TO  THEIR  NEW 
ECONOMIC  STATUS  BEFORE  THEY  FACE  POSSIBLE  RENT  INCREASES? 

Families  moving  from  unemployment  to  earned  income  face  huge  financial  demands 
on  their  income  combined  with  the  withdrawal  of  support  services  and  health  coverage. 
Permitting  residents  to  stabilize  their  family  income  during  a  disallowance  period  before  rent 
increases  go  into  effect  removes  a  serious  disincentive  for  employment.  However,  in  order  to 
be  effective  it  must  be  coupled  with  a  deduction  for  earned  income,  removing  the  ongoing 
disadvantage  of  basing  rent  on  gross  earned  income.  The  1990  National  Affordable  Act 
authorized  a  10%  deduction  from  all  earned  income.  This  authorization  has  never  been 
funded.  We  strongly  urge  that  the  earned  income  deduction  be  fully  funded  and  implemented. 

Disallowance  periods  should  not  create  undue  administrative  burdens  for  housing 
authorities  and  residents.  Recertifications  and  increases  should  coincide  with  presently 
required  annual  recertifications  rather  than  add  repeated  interim  recertifications.  Rent 
increases  could  take  place  at  the  second  annual  certification  for  newly  employed  residents. 
Phasing  in  large  rent  increases  should  be  considered. 

4.  WHY  DO  CEILING  RENTS  OFTEN  EXCEED  THE  REASONABLE  RENTAL 
VALUE  OF  PUBLIC  HOUSING  UNITS,  AND  HOW  DOES  THIS  IMPACT  ON 
WORKING  FAMILIES? 

As  people  move  up  the  income  scale,  they  asually  spend  most  of  their  additional 
discretionary  income  on  items  other  than  housing.  As  a  result,  the  ratio  of  housing 
expenditures  to  income  goes  down.  In  public  housing,  working  families  do  not  have  the  same 
benefit  of  additional  discretionary  income  because  their  rent  remains  a  fixed  percentage  of 
gross  income.  Reasonable  ceiling  rents  allow  wage  earners  to  use  additional  income  to  lay  the 
foundation  for  economic  advancement  and  the  transition  to  private  housing. 

The  current  HUD  ceiling  rent  policy  allows  housing  authorities  to  establish  ceiling  rents 
based  on  the  sum  of  average  operation  costs  plus  imputed  debt  service  for  the  development 
cost  of  the  project  plus  all  subsequent  capital  improvements.  (CLPHA  contends  that  HUD's 
use  of  "imputed  debt"  is  not  supported  by  statute.)  The  result  is  ceiling  rents  that  far  exceed 
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market  value  in  most  areas,  making  them  of  little  use  to  upwardly  mobile  families.  Housing 
authorities  should  have  the  flexibility  to  set  ceiling  rates  based  on  the  market  conditions  in 
their  localities  using  a  rent  reasonableness  test  similar  to  the  Section  8  program  or  a  percentage 
of  the  average  highest  rents  paid  by  residents.  The  ability  to  establish  ceiling  rents  should  be 
self-implementing  and  not  require  prior  HUD  approval. 

5.  HOW  WILL  PROPOSED  REDUCTIONS  IN  PUBLIC  HOUSING  OPERATING 
SUBSIDIES  IMPACT  ON  PUBLIC  HOUSING  DEVELOPMENTS?  WHAT  KIND 
OF  DAY-TO-DAY  MAINTENANCE  IN  PUBLIC  HOUSING  DEVELOPMENTS 
WILL  SUFFER  AS  A  RESULT  OF  THESE  PROPOSED  REDUCTIONS? 

The  proposed  reductions  in  operating  subsidies  will  cripple  ongoing  maintenance  efforts 
in  public  housing.  Certain  operating  costs  are  not  discretionary  and  must  be  paid,  such  as 
utilities  and  insurance.  The  proposed  reductions  would  severely  impact  other  discretionary 
operating  costs  such  as  routine  maintenance,  emergency  maintenance,  grounds  keeping  and 
other  resident  services.  Some  housing  authorities  would  sustain  an  effective  reduction  of  over 
30%  in  these  operating  costs. 

Operating  subsidies  are  a  critical  source  of  income  because  rents  do  not  cover  operating 
costs.  If  private  landlords  were  required  to  reduce  their  rents  by  15%  ,  many  would  go 
bankrupt.  If  Section  8  landlords  had  to  slash  their  fair  market  rents  by  15%,  they  would  not 
participate  in  the  program.  Housing  authorities  have  all  the  responsibilities  of  private 
landlords  in  addition  to  a  vast  array  of  regulations  governing  operations  and  resident  selection. 
The  impact  of  reductions  would  be  keenly  felt  by  residents.  Routine  maintenance  items  would 
be  deferred.  Responsiveness  to  emergency  maintenance  calls  would  be  impaired.  The 
physical  appearance  of  developments  would  decline.  Resident  services  would  be  diminished. 
Reductions  in  operating  subsidies  can  only  result  in  an  increase  in  the  long  term  modernization 
needs  because  of  the  impact  on  routine  maintenance  functions. 

6.  WHAT  IS  THE  POSITION  OF  CLPHA  WITH  REGARD  TO  PROPOSALS 
RELAXING  THE  ONE-FOR-ONE  REPLACEMENT  REQUIREMENT  FOR 
PUBLIC  HOUSING  DEMOLISHED  OR  DISPOSED  IN  A  "SEVERELY 
DISTRESSED"  PROJECT? 

Replacement  requirements  for  severely  distressed  projects  must  allow  housing 
authorities  to  be  responsive  to  local  conditions  and  enable  density  and  vacancy  reductions. 
Housing  authorities  should  have  the  option  to  replace  up  to  50%  of  long  term  vacancies  or 
where  demolitions  exceed  100  units  with  Section  8  certificates  or  vouchers.  Appropriations 
for  development  are  inadequate  to  support  the  present  replacement  requirements.  Section  8 
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project  based  assistance  (PBA)  also  should  i5e  available  to  replace  short  term  vacancies  and 
occupied  units.  Fifteen  year  PBA  certificates  can  be  used  to  leverage  resources  from  other 
sources  and  provide  sufficient  income  to  maintain  properties  adequately  Unit  size  mix  of 
replacement  units  should  match  the  current  needs  of  residents  and  applicants  rather  than  the 
units  being  replaced.  The  option  to  replace  outside  of  the  jurisdiction  should  be  available. 
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ADDITIONAL  QUESTION    OF 

CONGRESSMAN  BRUCE  F.  VENTO 

FROM  THE  HEARING  OF  THE  HOUSING 

AND  COMMUNITY  DEVELOPMENT  SUBCOMMITTEE 

MARCH  17,  1994 


FOR  ANDREA  DUNCAN,  CLAPHA 


1 .    What  are  your  thoughts/comments  on  expanding  the  idea  of  1 : 1  replacement 
to  a  larger  area;  perhaps  outside  of  a  housing  authority's  regular  jurisdiction 
(for  example,  metropolitan-wide)  along  the  lines  of  the  "moving  to  opportunity" 
program? 
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(Ms.  Duncan's  Pespcaise  to  Cangressman  Vento's  Question — 3/17/94) 


One-To-One  Replacement  To  a  Larger  Area 

We  would  enthusiastically  endorse  expanding  one-to-one  replacement  outside  a 
PHA's  jurisdictional  boundaries.  Louisville  is  an  excellent  example  of  the  usefulness  of  this 
proposition.  In  the  Louisville/Jefferson  County  metropolitan  area,  there  are  two  housing 
authorities.  The  Housing  Authority  of  Lxjuisville  (HAL)  is  limited  to  the  city's  boundaries 
and  operates  a  large  public  housing  program  (6.()()()  units);  the  Jefferson  County  Housing 
Authority  operates  the  Section  8  program  for  the  entire  metropolitan  area. 

The  Louisville  Housing  Authority  is  involved  in  an  active  public  housing 
development  program,  but  all  of  this  activity  is  going  on  within  the  citv  limits  (our 
juri.sdiction).  Moreover,  HUD's  impaction  criteria  rule  out  our  developments  in  a  majority 
of  city  neighborhoods,  even  though  many  of  these  neighborhoods  striving  towards 
revitalization  could  use  our  scattered  site  units  as  one  option  to  help  neighborhood 
redevelopment.  .Many  residents  advocate  reinvestment  in  the  neighborhoods  in  which  they 
already  reside.  So,  our  PHA's  attempts  at  one-for-one  replacement  solely  within  our 
jurisdictional  boundaries  is  a  difficult  challenge,  since  there  is  little  land  available  but  for 
the  impacted  areas. 

If  PHAs  are  not  permitted  to  develop  outside  their  jurisdictions,  these  geopolitical 
boundaries  prohibit  opportunities  for  low  income  persons  and/or  people  of  color  from  living 
in  other  areas,  if  they  so  desire,  thus  perpetuating  segregated  and  exclusive  housing  choices. 
And,  in  the  case  of  the  Louisville  metro  area,  there  is  significant  land  available,  much  closer 
to  where  most  of  the  major  employment  centers  are  located. 

As  stated  earlier.  Jefferson  County  which  surrounds  the  City  of  Louisville  allows  its 
PHA  to  be  primarily  a  Section  8  administration.  The  county  has  no  production  program 
at  all  that  addresses  the  needs  of  low  income  families. 

For  those  PHAs  trying  to  do  away  with  large  behemoth  public  housing  developments 
inherited  from  the  past,  and  trying  to  minimize  the  existent  over-concentration  of  poor 
people,  we  absolutely  need  the  flexibility  (assuming  we  are  still  required  to  do  one-for-one 
replacement)  to  be  allowed  to  develop  outside  our  jurisdictional  boundaries.  To  do 
anything  else,  only  further  perpetrates  exi.sting  segregation  and  racism  which  limits  choices 
of  housing,  neighborhood,  proximity  to  jobs,  and  a  host  of  other  opportunities  to  which 
persons  of  color  and  low  income  persons  should  have  access.  An  important  component  of 
this  strategy,  however,  will  be  a  requirement  for  the  surrounding  jurisdictions  to  accept  the 
housing   production  a  city  PHA  could  provide. 
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Mr.  Chairman,  and  members  of  the  committee,  my  name  is  Rick  Parker.    I  am 
the  Executive  Director  of  the  Athens  (GA)  Housing  Authority,  which  administers 
1287  units  of  public  housing.    Today,  I  am  representing  the  Public  Housing 
Authorities  Directors  Association  (PHADA).    As  you  know,  PHADA  is  a  non-profit 
association  representing  approximately  1 ,500  housing  authorities  from  all  over  the 
United  States. 

On  behalf  of  PHADA's  entire  membership,  I  want  to  thank  you  for  providing 
our  association  with  this  opportunity  to  testify  before  the  committee.    Let  me  also 
thank  the  members  of  this  panel  for  your  outstanding  work  toward  improving  the 
many  programs  that  we  as  housing  professionals  oversee.    We  look  forward  to 
working  with  you  throughout  the  session  on  this  all-important  housing  reauthorization 
bill. 

For  the  purposes  of  this  particular  testimony,  I  would  like  to  focus  on  three 
major  areas.    First,  I  would  like  to  explore  with  the  committee  PHADA's  approach  to 
rent  reform,  an  issue  which  has  become  one  of  our  foremost  priorities.    Next,  I 
would  like  to  address  the  other  provisions  in  Chairman  Gonzalez'  legislation,  H.R. 
3838.    Lastly,  I  would  like  to  touch  briefly  on  PHADA's  perspective  in  relation  to 
appropriations  as  embodied  in  HDD's  FY  1995  budget. 

Before  moving  on  to  the  specifics  of  my  testimony,  permit  me  to  say  that 
PHADA  is  very  appreciative  of  the  many  different   efforts  on  the  issue  of  rent  reform. 
Secretary  Cisneros,  Assistant  Secretary  Shuldiner,  and  the  rest  of  the  HUD 
leadership  should  be  commended  for  addressing  these  needs  and  seeking  passage 
of  rent  reform  measures.    Representative  Joseph  Knollenberg,  too,  deserves  thanks 
for  his  devotion  to  solving  this  problem  with  the  introduction  of  H.R.  2957.     We  are 
deeply  appreciative  for  this  committee's  diligence  in  introducing  H.R.  3838  and  the 
incorporation  of  rent  reform  measures  in  this  legislative  proposal.    Representative 
Marge  Roukema  deserves  special  accolades  for  formulating  H.R.  3888,  a  bill  which 
provides  for  most  of  the  concerns  covered  in  our  own  legislative  proposals.    Of  all 
the  models  for  rent  reform  currently  under  consideration,  the  public  housing 
practitioners  represented  by  PHADA  and  GAHRA  believe  H.R.  3888  has  the  most 
positive  features. 

We  believe  all  of  these  pieces  of  legislation  provide  elements  of  a  sound 
approach  to  the  problems  hindering  low-income  housing  communities  today.   These 
bills,  particularly  Representative  Roukema's  legislation,  would  make  desperately- 
needed  improvements  to  existing  rent  statutes,  and  PHADA  generally  supports 
these  initiatives.     However,  we  would  like  to  offer  a  few  suggestions  on  how  to 
make  all  of  these  proposed  bills  even  better. 
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Rent  Reform 

Mr.  Chairman,  rent  reform  is  an  issue  dear  to  PHADA's  heart,  and  our 
association's  top  policy-related  priority.  We  believe  that  if  Washington  is  to  truly 
enhance  the  10,000-plus  public  housing  communities  throughout  this  nation,  it  must 
offer  our  residents  a  reasonable  opportunity  to  work  and  improve  their  own  lives. 

Unfortunately,  the  current  public  housing  rent  structure  imposes  a  stiff  penalty 
on  entrepreneurial  residents  who  desire  to  move  into  the  workforce.  Today,  public 
housing  residents  are  actually  worse  off  when  they  get  a  job.  Our  residents  are 
intelligent,  industrious  people  who  have  come  to  realize  that,  in  the  public  housing 
system,  work  simply  does  not  pay.  On  the  contrary,  residents  are  punished  for 
exercising  the  very  type  of  behavior  our  society  tells  them  is  desirable.  Without 
improvements  to  existing  rent  laws,  therefore,  we  can  spend  billions  on  bricks  and 
mortar,  upward  mobility  programs,  and  social  services,  and  yet  still  come  up  short  in 
the  campaign  to  make  public  housing  a  better  place  for  low-income  families  to  live. 
That  is  why  the  inclusion  of  workable,  meaningful  rent  reform  in  your  legislation  is  so 
critical. 

Section  111  of  H.R.  3838  provides  elements  of  rent  reform  by  allowing  public 
housing  authorities  (PHAs)  to  exempt  newly-employed  residents'  earnings  from  rent 
calculations  for  a  duration  of  eighteen  months.  In  addition,  the  bill  allows  HUD  to  set 
new  ceiling  rents  through  rulemaking.  The  provisions  are  similar  to  those  offered  in 
Senate  bill  1299,  adopted  by  that  chamber  last  autumn. 

We  believe  that  the  approach  reflected  in  S.  1299  and  H.R.  3838  is  only  a  partial 
remedy  to  the  problems  I  have  described.  I  should  add  that  H.R.  3838  differs  slightly 
from  S.  1299  in  that  the  eighteen  month  disallowance  ends  abruptly  after  the  year-and- 
one-half  period  expires.  We  raised  a  potential  problem  with  the  Senate  on  this  issue, 
asking  that  they  provide  a  phase-out  so  working  persons  would  be  better  able  to  adjust 
to  rent  increases  once  the  exemption  expires.  If  this  panel  chooses  to  incorporate  the 
eighteen  month  disallowance,  then  a  phase-out  period  should  be  included. 

As  I  have  indicated,  although  we  are  supportive  of  HUD's  approach,  we  feel  it 
does  not  sufficiently  address  the  problem.  To  use  a  medical  analogy,  we  find  that  the 
administration's  initiative  would  remove  only  a  portion  of  this  existing  malignancy.  Our 
contention  is  that  you  must  remove  the  entire  tumor,  or  the  malady  will  just  resurface 
and  the  patient  will  become  ill  again  at  a  later  date.  In  addition,  precious  resources  will 
have  been  wasted  which  could  have  been  used  to  successfully  heal  the  patient.  Simply 
put,  further  congressional  action  is  required  if  we  are  to  promote  real  incentives  for 
more  residents  to  obtain  work. 

To  that  end,  PHADA  has  been  working  in  conjunction  with  the  Georgia 
Association  of  Housing  and  Redevelopment  Authorities  (GAHRA)  on  an  initiative  that 
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we  believe  would  achieve  these  goals.  Mr.  John  Hiscox,  co-author  of  the 
PHADA/GAHRA  position,  is  presenting  the  case  for  rent  reform  to  the  panel  today.  A 
copy  of  the  PHADA/GAHRA  position  paper  entitled  "PHADA/GAHRA  RENT  REFORM: 
The  Missing  Link  for  Public  Housing  Residents"  is  being  submitted  with  his  testimony. 
Let  me  urge  you  to  carefully  examine  the  points  made  in  this  original  study. 

To  avoid  duplication  in  our  joint  effort,  I  would  like  to  discuss  the  details  of  our 
legislative  recommendations  The  PHADA/GAHRA  proposed  legislation  corrects 
present  deficiencies  by  providing  incentives  for  residents  with  earned  income  without 
penalizing  non-working  residents.    Our  recommendations  include: 

•Providing  residents  with  a  twenty  percent  earned  income  exclusion 
•Creating  new  ceiling  rents  which  would  permit  working  people  to  hold  on  to 

more  of  their  earnings 
•Providing  secondary  wage  earners  more  incentives  to  seek  jobs  and  stay  in 

public  housing  with  their  families 
•A  number  of  other  beneficial  components. 

To  briefly  elaborate  on  these  recommendations,  I  would  like  to  provide  a 
summary  of  the  key  elements  of  the  PHADA/GAHRA  legislative  proposals,  which  fall 
into  two  principal  areas  ~  ceiling  rents,  and  exclusions  from  earned  income. 

Ceiling  rents  are  the  first  major  component  of  the  PHADA/GAHRA  proposals. 
Ceiling  rents  allow  wage  earners  an  opportunity  to  build  savings  in  preparation  for  a 
transition  to  the  private  sector.  In  addition,  they  help  retain  working  families  by  not 
charging  rents  based  on  income  that  exceed  the  actual  value  of  the  apartment. 

The  GAHRA/PHADA  legislative  proposal  provides  three  alternatives  for 
calculating  ceiling  rents  and  allows  the  Public  Housing  Authority  (PHA)  complete 
discretion  regarding  which  individual  method  to  choose.  The  first  method  is  the  current 
HUD  model  based  on  debt  service  and  operating  costs.  Method  #2  sets  the  ceiling  rent 
at  the  80th  to  90th  percentile  of  current  rent  being  paid  by  families  now  residing  in  each 
development.  This  approximates  what  persons  are  willing  to  pay  for  such  units. 
Method  #3  employs  the  Section  8  "Rent  Reasonableness  Test."  This  approach  sets 
the  ceiling  rent  at  not  less  than  the  fair  market  rent  (determined  by  the  PHA)  for 
comparable,  private-sector  units  of  similar  size  and  amenities. 

The  PHA  may  set  different  ceiling  rents  for  each  of  its  developments.  This 
recognizes  the  real  market  differences  between  inner-city  and  suburban  neighborhoods. 
Ceiling  rents  would  be  adjusted  annually  and  must  be  increased  when  more  than  25% 
of  the  development  is  receiving  this  benefit.  Further  incentive  for  upward  mobility  would 
be  provided  by  allowing  a  family  to  receive  this  benefit  for  only  three  full  years. 
Benefits  would  then  be  phased-out  over  the  next  three  years  at  an  85%,  then  65%, 
then  40%  ratio.    Finally,  families  who  fall  below  the  ceiling  rent  for  12  months  would 
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receive  a  new  three-year  time  period  followed  by  phase-out. 

The  second  major  component  of  the  GAHRA/PHADA  legislative  plan  encourages 
positive  economic  behavior  by  excluding  a  portion  of  earned  income  from  the  rent 
calculation.    Four  categories  of  exclusions  are  provided. 

*  20%  of  any  earned  income       *  Additional  10%  for  two  parent  household 

*  Health  care  costs  *  Income  from  formerly  dependent  minors 

The  first  exclusion  is  a  flat  20%  of  all  earned  income,  which  is  designed  to 
approximate  "net"  income.  Without  this  measure,  employed  residents  are  charged  rent 
approaching  50%  of  their  "take-home"  pay,  while  unemployed  residents  pay  rent  based 
upon  30%  of  their  income.  The  GAHRA/PHADA  legislative  proposal  offsets  the 
mandatory  payroll  deductions  of  federal  income  tax  withholding,  state  income  tax 
withholding  and  PICA,  resulting  in  a  fairer  rent  for  employed  residents.  Rather  than 
requiring  a  detailed  review  of  pay  check  stubs  to  determine  "net"  income,  a  single  20% 
exclusion  also  has  the  advantage  of  administrative  simplicity. 

An  additional  10%  of  the  earned  income  from  two-parent  families  with  children 
would  be  excluded  from  the  rent  calculation.  Studies  have  consistently  shown  that 
children  from  single  parent  families  are  at  greater  risk.  This  measure  is  designed  to 
provide  a  more  positive  environment  for  children,  promote  family  formation  and 
encourage  family  stability.  Regrettably,  this  component  appears  to  be  absent  from 
all  other  legislative  proposals.  This  is  particularly  unfortunate,  since  the  cost  of 
this  rent  reform  measure  is  negligible.  Two-parent  families  are  conspicuously 
absent  from  public  housing. 

One  of  the  most  formidable  obstacles  faced  by  the  newly-employed  is  loss  of 
medical  coverage  or  the  reduction  of  income  from  employee  contributions  to  medical 
insurance.  The  GAHRA/PHADA  legislative  proposal  would  offset  this  penalty.  Health 
insurance  premiums  and  out-of-pocket  health  care  costs  (exceeding  3%  of  income) 
paid  by  the  resident  for  family  members  not  eligible  to  receive  government  health  care 
assistance  are  excluded  from  the  rental  calculation.  This  parallels  current  medical 
deduction  calculations  for  the  elderly. 

Finally,  the  PHADA/GAHRA  proposal  would  encourage  family  stability  and  first 
time  employment  among  youth.  Youth  abandon  their  families,  quit  their  jobs  or  defraud 
PHAs  rather  than  contribute  nearly  50%  of  their  income  toward  their  parent's  rent. 
Therefore,  all  income  from  formerly  dependent  minor  children  would  be  excluded  from 
the  rent  calculation  from  ages  18  to  21.  The  benefit  would  then  phase-out  over  the 
next  three  years  in  the  same  fashion  as  ceiling  rents.  This  is  a  slower  phase-out 
than  H.R.  3888.  However,  the  cost  difference  is  negligible  due  to  the  very  small 
percentage  of  young  adults  in  public  housing. 
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Full  details  regarding  the  PHADA/GAHRA  legislative  proposals  are  attached  to 
this  testimony.  This  includes  specific  legislative  language  along  with  a  commentary  on 
each  component  of  the  proposal.  We  hope  that  the  committee  w/ill  find  these 
suggestions  helpful. 

Most  major  industry  groups  agree  that  reform  of  the  public  housing  rent  structure 
Is  imperative.  While  each  groups'  proposals  may  differ,  we  are  all  united  in  urging  the 
adoption  of  comprehensive  measures  during  this  session  of  Congress 

To  date,  the  primary  objections  to  rent  reform  have  been  financial.  To  counter 
these  concerns,  PHADA  proposes  that  rent  reform  initially  apply  only  to  public 
housing.' 

PHADA  and  GAHRA  have  researched  the  potential  cost  of  rent  reform  and 
addressed  this  issue  in  the  position  paper  attached  to  the  GAHRA  testimony  before  this 
committee.  This  position  paper  demonstrates  the  means  by  which  rent  reform  will  yield 
substantial  savings  to  the  federal  government. 

For  example,  each  new  family  that  goes  to  work  saves  the  federal  government 
enough  in  reduced  AFDC,  Food  Stamps,  and  Medicaid,  along  with  increased  FICA  and 
payroll  taxes,  to  pay  for  the  reduced  rent  of  up  to  18  current,  employed  residents.  With 
at  least  a  12  to  1  payback  ratio,  rent  reform  is  cost  effective  almost  immediately.  This 
plan  will  increase  the  number  of  employed  public  housing  residents  and  boost  local 
PHA  income  In  the  long  term,  raising  local  income  is  the  only  way  to  reduce 
federal  outlays. 

Once  again,  if  our  society  owes  anything  to  public  housing  residents  beyond 
shelter,  it  owes  them  a  reasonable  opportunity  to  work  and  improve  their  own  lives.  The 
GAHRA/PHADA  legislative  proposal  establishes  a  new  public  housing  rent  structure 
which  encourages  employment  and  upward  mobility,  while  at  the  same  time  decreasing 
the  need  for  government  subsidy  of  public  housing  operations.  Please  consider 
incorporating  these  proposals  and  concepts  into  your  omnibus  bill  to  be  taken  up  later 
in  the  year.  Let  me  state  categorically  that  we  stand  ready  to  work  with  you  on  this 
critical  matter. 


'It  is  our  contention  that  complete  and  adequate  rent  reform  for  the  population  most 
adversely  effected  is  more  important  than  partial  reform  for  all  assisted  housing  residents. 
We  must  not  provide  half  as  much  rent  reform  for  twice  as  many  people.    If  government 
resources  are  scarce,  let  us  demonstrate  the  efficacy  of  rent  reform  in  public  housing  before 
committing  resources  to  the  entire  universe  of  assisted  housing. 
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Severely  Distressed  Housing 

PHADA  applauds  the  Clinton  administration  for  the  aggressive  stance  it  has 
taken  with  regard  to  the  problems  of  those  housing  agencies  operating  severely 
distressed  housing  properties.  We  have  just  a  few  comments  on  this  particular  portion 
of  the  bill. 

We  support  the  provision  that  would  eliminate  current  requirements  that  PHAs 
be  classified  as  "troubled"  in  order  to  obtain  HOPE  VI/URD  funds.  In  addition,  we  also 
endorse  the  committee's  decision  to  boost  the  maximum  planning  grant  threshold  from 
$200,000  to  $500,000.  If  this  program  is  going  to  be  successful,  PHAs  must  be  well- 
prepared  to  implement  their  revitalization  strategies. 

In  order  to  allow  PHAs  even  more  opportunities  to  rehabilitate  distressed 
properties,  we  urge  this  panel  to  incorporate  legislative  changes  that  would  permit 
housing  authorities  to  co-mingle  URD  funds  with  modernization  grants  and  Major 
Reconstruction  of  Obsolete  Project  (MROP)  monies.  We  understand  that  HUD  plans 
to  submit  legislation  incorporating  this  suggestion  to  the  committee  later  this  year. 

Community  Partnerships  Against  Crime  (COMPAC) 

We  are  supportive  of  the  Secretary's  goal  to  revise  and  expand  the  existing 
Public  Housing  Drug  Elimination  Program  (PHDEP).  The  provisions  in  H.R.  3838  are 
similar  but  not  identical  to  those  in  S.1299,  which  PHADA  backed  after  careful 
deliberation. 

Initially,  HUD  proposed  to  design  COMPAC  in  such  a  way  that  large  PHAs 
(those  with  more  than  1250  units)  received  the  bulk  of  funds.  After  consulting  with 
industry  groups,  members  of  Congress,  and  other  interested  parties,  HUD  agreed  to 
change  the  legislation  to  create  two  categories  of  PHAs  that  would  be  eligible  for 
COMPAC  grants.  The  first  include  only  those  operating  housing  properties  with 
"severe"  crime  problems.  Other  housing  authorities  would  fall  under  the  second  "catch- 
all" category.  PHADA  supported  this  action  on  the  condition  that  smaller  PHAs  be 
provided  the  opportunity  to  transition  into  the  "severe"  category  as  long  they  fulfilled  the 
criteria  for  such  designation.  The  standards  that  are  used,  such  as  the  uniform  crime 
reporting  statistics,  should  be  the  same  for  all  PHAs.  In  addition,  we  also  asked  Senate 
authorizers  to  include  a  provision  that  would  allow  all  PHAs  to  be  eligible  for  five  year 
grants,  in  addition  to  a  preference  for  previous  recipients. 

The  issues  surrounding  COMPAC's  authorization  became  clouded  last  year 
when  the  appropriations  committees  acted  to  shift  the  balance  of  funding  to  large 
housing  authorities.  Under  the  terms  of  the  FY  1994  HUD  appropriations  law,  75 
percent  of  the  PHDEP  monies  is  automatically  applied  to  those  PHAs  with  more  than 
1250  units.    Twenty  percent  is  available  for  the  remaining  PHAs,  with  5  percent  set 
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aside  for  assisted  housing.     Although  this  is  similar  to  HUD's   plans  for  the  final 
COMPAC  rule,  it  is  not  in  total  conformity  with  the  Department's  objectives. 

We  believe  the  FY  1994  appropriations  language  is  much  too  arbitrary.  Unlike 
the  COMPAC  initiative  designed  by  the  Senate,  it  automatically  assumes  that  large 
agencies  have  greater  crime  problems  than  their  smaller  counterparts.  While  this  is 
undoubtedly  true  in  a  majority  of  cases,  many  small  and  mid-size  PHAs  encounter 
serious  crime  problems,  particularly  those  located  outside  large  metropolitan  areas. 
This  is  why  we  believe  it  is  critical  that  smaller  and  mid-size  PHAs  be  afforded  an 
opportunity  to  be  designated  in  the  "severe"  category. 

The  Senate  authorization  bill,  which  was  passed  on  November  18  after  the 
appropriations  bill  was  signed  into  law,  contains  two  very  important  components  we 
think  should  be  added  to  your  bill.  First,  Subsection  (b)  of  Section  5123  of  H.R.  3838 
mandates  that  a  PHA  in  the  "catch-all"  class  can  only  receive  a  two-year  grant.  We 
support  the  Senate's  version,  which  makes  all  recipients  eligible  to  receive  five-year 
grants.  In  addition  to  this  suggestion,  we  urge  you  to  incorporate  a  provision  similar  to 
the  Senate  bill  which  would  accord  a  preference  to  previous  recipients. 

Finally,  we  believe  that  language  should  be  included  in  the  bill  making  it  clear 
that  all  PHAs  could  be  eligible  for  the  "severe"  status,  provided  they  meet  prescribed 
criteria.  We  are  concerned  that  HUD  may  define  "severe"  as  all  those  agencies 
consisting  of  1250  units  or  more.  A  cut-off  of  1250  units,  or  any  other  unit-count 
threshold  for  that  matter,  is  not  an  accurate  ~  or  equitable  -  way  to  divide  scant 
resources. 

All  of  these  features  would  result  in  more  predictable  planning  for  housing 
authorities,  permitting  them  to  better  fight  crime  and  drugs  on  their  properties.  We 
therefore  urge  their  adoption. 

Section  8 

PHADA  believes  H.R.  3838  provides  a  good  start  in  terms  of  unifying  the  Section 
8  certificate  and  voucher  programs  into  one  rental  assistance  initiative.  It  makes  no 
sense  to  require  that  PHAs  adhere  to  two  disparate  sets  of  regulations  guided  by 
different  policies,  funding  notices,  and  statutory  requirements.  This  leads  to  a  greater 
paperwork  burden  and  means  housing  authorities  spend  more  time  processing 
documents  rather  than  performing  the  function  for  which  they  were  created  -  providing 
affordable  housing  to  low-income  people. 

We  appreciate  the  committee's  decision  to  keep  the  authorized  earned 
administrative  fee  at  8.2  percent,  holding  current  fees  steady  though  FY  1996  As  the 
committee  knows,  there  is  an  honest  disagreement  between  housing  authorities  and 
the  Department  and  the  Office  of  Management  and  Budget  (0MB)  in  relation  to  the  true 
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costs  of  operating  the  Section  8  programs.  This  legislation,  which  PHADA  strongly 
supports,  would  give  PHAs  and  the  Department  sufficient  time  to  review  the  existing 
administrative  fee  structure  and  devise  any  remedial  changes  that  may  be  necessary. 

While  I  am  on  this  topic,  let  me  say  for  the  record  that  PHADA  opposes  HUD's 
FY  1995  budget  proposal  to  set  the  fee  at  7.65%  (using  a  new,  still-to-be-determined 
base)  for  the  first  1,000  units  of  Section  8  assist?nce,  lowering  the  payment  to  7%  for 
all  assisted  units  exceeding  a  total  of  one-thousand.  To  date,  we  have  seen  no 
statistical  analysis  whatsoever  that  supports  this  new  formula  and,  indeed,  we  contend 
it  would  prove  grossly  insufficient.  This  is  borne  out  by  the  fact  that  even  the  General 
Accounting  Office  (GAO)  points  out  that  HUD  does  not  sufficiently  compensate  PHAs 
for  programs  such  as  Family  Self  Sufficiency  (FSS).  Thus,  we  recommend  that  this 
panel  reject  any  authorizing  language  that  would  implement  the  Department's  FY  1995 
administrative  fee  scheme. 

I  feel  compelled  to  further  add  that  any  effort  on  the  administration's  part  to 
reduce  the  Fair  Market  Rent  (FMR)  threshold  should  be  resoundingly  rejected  by 
Congress.  The  Clinton  administration  has  repeatedly  stated  its  intent  to  provide  greater 
housing  opportunities  for  low-income  persons  to  reside  in  higher-income  census  tracts. 
The  term  "spatial  deconcentration"  has  been  employed  many  times  over  to  characterize 
this  policy. 

Despite  the  lofty  objectives  Secretary  Cisneros  has  set  to  effectuate  this  policy, 
lowering  the  FMR  below  45  percent  would  have  ominous  ramifications  for  low-income 
housing  programs.  Ironically,  such  an  action  would  be  in  direct  conflict  with  the 
administration's  oft-stated  goals.  Indeed,  the  plan  would  further  ghettoize  Section  8 
residents  by  forcing  them  into  even  greater  economically-impacted  communities!  For 
these  reasons,  we  urge  you  to  reject  this  onerous  and  misguided  proposal. 

On  another  important  issue,  we  do  not  support  the  provision  in  H.R.  3838  that 
would  give  public  housing  residents  a  federal  preference  for  admission  to  Section  8 
housing.  There  are  almost  one  million  families  nationwide  on  Section  8  waiting  lists 
today.  The  proposed  statutory  change  would  result  in  even  longer  waiting  periods  for 
these  families.  In  addition,  public  housing  residents  -  despite  the  negative  image  often 
portrayed  in  the  media  ~  are,  for  the  most  part,  living  in  safe  and  sanitary  affordable 
shelter.  If  we  permit  all  the  families  who  may  want  to  leave  for  whatever  reason  to 
actually  do  so,  the  cost  of  constant  turnover  could  prove  astronomical.  In  all  likelihood, 
there  are  not  adequate  operating  subsidies  to  meet  the  costs  that  such  move-outs 
might  generate  (for  incoming  resident  screening,  cleaning,  repainting,  general 
maintenance,  etc.). 

We  are  also  concemed  with  the  portion  of  the  committee  print  that  says  each 
PHA  shall  provide  counseling  and  assistance  regarding  housing  opportunities  in  the 
area  of  jurisdiction    of  the  agency,    including   assistance   in  obtaining    new  rental 
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residences.  Many  housing  authorities,  which  possess  adequate  staff  and  resources, 
are  already  performing  these  types  of  sen/ices.  Other  agencies,  particularly  smaller 
ones,  furnish  residents  with  lists  and  directories  of  available  housing  in  the  area. 
Nonetheless,  we  believe  that,  given  current  operating  shortfalls  (currently  running  at 
approximately  S144  million  nationwide),  it  would  be  inequitable  to  mandate  this  policy. 
Therefore,  we  suggest  the  language  be  loosened  by  making  it  optional  on  the  PHA's 
part. 

On  the  issue  of  Section  8  project-based  assistance,  we  are  extremely  supportive 
of  the  committee's  decision  to  lift  the  15  percent  limit  which  currently  exists  This 
measure  will  permit  more  PHAs  to  take  advantage  of  the  project-basing  option, 
meaning  that  affordable  housing  will  remain  in  the  community  for  at  least  the  duration 
of  the  contract  term.  This  in  turn  will  result  in  greater  housing  opportunities  for  low- 
income  families. 

With  regard  to  portability,  PHADA  endorses  your  effort  to  reimburse  PHAs  for 
rental  assistance  units  lost  to  other  jurisdictions.  We  also  appreciate  the  fact  that  you 
have  kept  existing  provisions  allowing  housing  authorities  to  utilize  a  one-year  waiting 
period  before  a  resident  may  take  housing  assistance  elsewhere. 

Our  biggest  concern  in  relation  to  portability,  however,  is  whether  there  will  be 
sufficient  funds  to  "make  whole"  those  units  lost  through  portable  moves.  As  you  know, 
the  Section  8  program  remains  subject  to  a  greater  number  of  earmarks  on  a  regular 
basis.  HUD,  for  example,  is  proposing  a  net  increase  of  70,000  rental  assistance  units 
in  FY  1995.  Nonetheless,  every  one  of  these  incremental  units  would  be  set  aside  for 
different  programs  such  as  Moving  to  Independence,  homeless  transition,  and 
disabled/elderly  housing.  There  are  no  reserved  funds  set  aside  for  portability 
reimbursements. 

Because  of  these  concerns,  we  ask  that  this  committee  work  with  your 
appropriations  counterparts  to  ensure  that  adequate  funds  are  available  to  reimburse 
PHAs  for  lost  certificates  and  vouchers.  Unless  this  is  done,  PHAs  will  continue  to 
spend  more  time  billing  other  housing  authorities,  processing  forms  and  filling  out 
paperwork,  all  to  the  detriment  of  the  program's  housing  component. 


Public  Housing  Modernization 

In  the  last  year  or  so  there  has  been  a  great  deal  of  discussion  centering  around 
the  issue  of  the  modernization  "pipeline."  While  PHADA  does  not  give  much  credence 
to  the  numbers  that  are  constantly  cited  in  relation  to  the  magnitude  of  this  problem,  we 
do  recognize  that  funds  need  to  be  spent  more  expeditiously  by  a  small  number  of 
PHAs. 
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We  believe  that  a  great  part  of  the  problem  revolves  around  existing  rules  and 
regulations  that  hinder  speedy  allocation  of  funds.  In  recognition  of  this  problem,  we 
have  worked  with  the  Department  and  other  interest  groups  to  devise  new  rules  which 
would  hasten  the  process.  A  proposed  rule  was  issued  March  8.  Public  comments  are 
due  April  22. 

Despite  the  positive  features  in  the  new  rule,  additional  changes  are  required  to 
current  statutes  goveming  modernization.  We  suggest  the  following  actions,  which  we 
have  already  raised  with  the  Department: 

►  Environmental  Review  -  allow  housing  agencies  to  conduct  environmental  reviews 
and  certify  to  National  Environment  Policy  Act  (NEPA)  compliance.  This  would  reduce 
the  overall  workload  in  terms  of  review  for  HUD  field  offices. 

►  Co-mingling  of  URD-Modemization  funds  (referenced  earlier  under  "severely 
distressed  housing"). 

►  Allow  the  Department  to  recapture  modemization  monies  from  PHAs  that  are  not 
complying  with  existing  time-related  rules.  Redistribute  the  funds  to  other  needy  PHAs. 
At  present,  there  is  a  disincentive  for  HUD  to  repossess  unobligated  monies  because 
they  revert  back  to  the  treasury  and  can  not  be  employed  for  other  purposes. 

►  Allow  PHAs  to  borrow  against  future  modernization  allocations,  using  procedures 
similar  to  the  Section  108  program.  This  would  allow  good  performers  to  accomplish 
modernization  objectives  at  a  quicker  rate  than  is  presently  possible. 

»•  Reinstate  the  Consolidated  Supply  Program.  If  this  is  not  done,  at  the  very  least, 
permit  PHAs  access  to  the  General  Service  Administration's  (GSA)  schedule. 

On  another  matter  related  to  public  housing  modernization,  I  also  want  to 
express  PHADA's  concems  about  the  ever-growing  number  of  set-asides  within  the 
program.  These  currently  include:  $5  million  for  Resident  Management  programs;  $50 
million  for  Choice  in  Management;  and  more  than  $100  million  for  vacancy  reduction. 
Now,  the  Department  is  proposing  yet  another  earmark  of  $85  million  for  a  new  Tenant 
Opportunity  Program  (TOP). 

While  PHADA  is  very  supportive  of  resident  initiatives,  we  do  not  believe  these 
monies  should  be  drawn  at  the  expense  of  the  modernization  program.  Indeed, 
existing  allocations  can  not  satisfy  the  more  than  $20  billion  in  documented  backlogged 
modernization  needs.  Thus,  we  believe  HUD  and  Congress  should  furnish  new  monies 
within  other  parts  of  the  budget  for  initiatives  like  TOP. 

Mixed  Populations 

This   panel    two   years    ago   struggled    mightily    with    the   so-called    "mixed 
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populations"  dilemma.  After  careful  deliberation  and  consultation  with  both  housing 
providers  and  advocates  for  the  disabled,  you  adopted  corrective  provisions  in  the 
Housing  and  Community  Development  Act  (HCDA)  of  1992.  While  no  one  was  fully 
satisfied  with  the  compromise  statute,  all  parties  agreed  it  was  the  best  that  could  be 
achieved  under  difficult  circumstances. 

After  more  than  a  year  of  delay,  the  Department  of  Housing  and  Urban 
Development  issued  the  mixed  populations  rule  on  January  7.  Mr.  Chairman  and 
members  of  the  committee,  we  believe  HDD's  rule  greatly  subverts  the  intentions  you 
had  when  you  wrote  the  HCDA.  For  all  practical  purposes,  the  rule  bars  housing 
authorities  from  implementing  designated  housing  and  separating  their  disabled  and 
elderly  residents.  PHADA  has  filed  comments  protesting  the  regulation,  urging  the 
Department  to  withdraw  it  and  begin  the  regulatory  process  anew.  For  your  reference, 
a  copy  of  our  comments  was  fonwarded  to  the  housing  subcommittee's  staff  on  March 
3. 

Under  the  terms  of  PHADA's  recommended  schedule,  the  actual  publication  of 
a  final  revised  mixed  populations  rule  could  conceivably  be  produced  with  little  delay. 
Even  if  it  does  take  slightly  longer,  though,  we  believe  a  little  extra  time  in  creating  an 
equitable  and  workable  regulation  would  be  a  worthy  investment. 

Miscellaneous  Issues 

Finally,  PHADA  supports  some  of  the  other  miscellaneous  items  covered  in  H.R. 
3838,  especially  those  that  would  eliminate  CIAP  replacement  documentation 
requirements,  and  the  revision  to  the  definition  of  "families."  Lastly,  we  wholly  support 
your  effort  to  keep  the  public  housing  Youth  Sports  Program  a  separately-authorized 
program. 

Budget  Issues 

Mr.  Chairman,  this  hearing  is  not  intended  to  be  a  forum  on  appropriations 
issues,  but  I  would  be  remiss  if  I  did  not  express  some  of  PHADA's  serious  concerns 
about  certain  proposals  in  the  Department's  FY  1995  spending  plan.  I  have  already 
touched  on  our  reservations  regarding  the  FMR  proposal,  as  well  as  the  administrative 
fee  question.  In  addition  to  these  concerns,  PHADA  has  grave  worries  on  several  other 
line  item  reductions  HUD  is  offering  in  the  budget. 

At  present.  Performance  Funding  System  (PFS)  monies  are  running  at 
approximately  95  percent  of  total  need.  In  real  dollars,  there  is  a  $144  million  shortfall. 
Notwithstanding  this  severe  budget  gap,  HUD  is  proposing  a  $100  million-plus  cut  in 
PFS  for  FY  1995.  If  permitted  to  stand,  this  would  have  a  devastating  impact  on  the 
ability  of  PHAs  to  manage  their  programs.  Maintenance  will  be  deferred,  resident 
services  programs  will  have  to  be  curtailed,  needed  reserves  will  be  depleted,  and  other 
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dire  consequences  will  follow.  This  could  lead  many  PHAs,  through  no  fault  of  their 
own,  into  "troubled"  status  under  the  Public  Housing  Management  Assessment  Program 
(PHMAP). 

The  Department  likewise  is  proposing  major  reductions  in  the  modernization 
account.  Similar  to  the  cut  in  PFS  spending,  this  will  result  in  very  severe 
circumstances  for  PHAs.  Among  other  things,  it  will  hamper  lead-based  paint  testing 
and  abatement  efforts,  slow  down  compliance  with  Section  504  handicapped 
accessibility  guidelines,  and  delay  installation  of  new  security  equipment.  We  therefore 
urge  Congress  to  reject  any  cut  in  modernization  in  FY  1995. 

We  are  very  apprehensive  about  other  portions  of  the  HUD  budget.  Since  this 
arena  is  not  intended  to  determine  spending  needs,  I  will  not  go  through  our  list  of 
grievances  line  by  line.  For  purposes  of  easy  reference,  however,  I  have  attached  a 
copy  of  PHADA's  FY  1995  budget  recommendations  to  this  testimony.  We  respectfully 
request  that  the  committee,  in  conjunction  with  appropriations  committees,  give 
favorable  consideration  to  these  suggestions. 

That  concludes  my  testimony.  Once  again,  I  want  to  thank  you  Mr.  Chairman, 
and  the  other  members  of  the  panel,  for  all  your  efforts  in  fashioning  a  reauthorization 
bill  this  year.  To  that  end,  our  members  stand  ready  to  work  with  you  throughout  the 
session.    I  would  be  happy  to  respond  to  any  questions  you  might  have. 


Attachments 

*  PHADA/GAHRA  Rent  Refomn  Proposals 

*  PHADA  FY  1995  Budget  Recommendations 
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Major  Points,  PHADA  Testimony 

Rent  Reform 

►  Provide  a  20  percent  earned  income  deduction  for  working  residents. 

*■  Set  equitable  ceiling  rents  that  will  allow  more  working  families  to  remain  in  public 

housing. 

►■  Give  secondary  wage  earners  (working  children)  the  ability  to  hold  onto  earnings  for 

their  eduction,  etc. 

Severely  Distressed  Housing 

»>  Raise  planning  grant  threshold  from  $200,000  to  $500,000. 

►  Allow  more  PHAs,  not  just  "troubled"  agencies,  to  access  HOPE  VI/URD  monies. 
►■  Permit  co-mingling  of  URD  funds  with  Comprehensive  Grant  and  MROP  allocations. 

COMPAQ 

►  Set  uniform  criteria  that  permit  ALL  PHAs  to  transition  into  "severe"  class,  provided 
they  demonstrate  need. 

►  Give  a  preference  to  previous  recipients. 

►  Provide  that  ALL  PHAs  be  eligible  for  five  year  grants. 

Section  8 

»•  Merge  vouchers  and  certificates  into  one  streamlined  program. 

»•  At  a  minimum,  keep  administrative  fees  at  FY  1994  levels  until  a  significant  review 

can  be  completed. 

»•  Keep  FMRs  at  45  percent 

»■  Restrict  preferences  for  public  housing  residents  wanting  admission  to  Section  8 

properties. 

►  Authorize  and  appropriate  needed  funds  for  portability  reimbursements. 

►  Give  PHAs  the  option  to  provide  housing  counseling  assistance. 
»•  Raise  project-basing  option  above  existing  15  percent  limit. 

Modernization 

►  Accelerate  allocation  process  by  issuing  new  streamlined  proposed  rule  (see  other 
delineated  recommendations  in  testimony. 
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511  Capitol  Court.  NE 

Washington,  DC  20002-4937 

Telephone  (202)  546-5445  FAX  (202)  546-2280 


FY  1995  Budget  Recommendations 

Operating  Subsidies  -  $3.2  billion 

Modernization  -  $3.7  billion 

Development  -  $644  million  for  7500  units 

Indian  Housing  -  $263  million 

PHDEP/COMPAC  -  $325  million 

HOPE  VI/URD  -  $500  million 

Incremental  Section  8  assistance  -  70,000  units' 

Section  8  Administrative  fees  -  Maintain  at  presently-authorized  level 

FSS  Coordinators  -   $30  million 

Mixed  Housing  Coordinators  -  $30  million 

Public  Housing  Rent  Reform  -  $170  million 


Lower  earmark   for  MTI   to  20,000.      Raise   threshold  to   10,000 
units    for    elderly/disabled    housing.  Keep    at    least    20,000    set 

aside    for  normal    fair   share   assistance. 
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GAHRA/PHADA  RENT 
REFORM 


PROPOSED  LEGISLATION 

including 
Summary  and  Comments 


Presented  by: 
The  Georgia  Association  of  Housing  &  Redevelopment  Authorities,  Inc. 

and 

The  Public  Housing  Authorities  Directors  Association 

January,  1994 
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A  BILL 


To  encourage  gainful  employment  among  the  residents  of  federally  assisted  public 
housing. 

Be  it  enacted  by  the  Senate  and  the  House  of  Representatives  of  the  United  States  of 
America  in  Congress  assembled. 

Sec.  I .  PUBLIC  HOUSING  CEE,ING  RENTS.  -  Section  3,  subsection  (a)(2)  of  the 

United  States  Housing  Act  of  1937  (42  U.S.C.  1437a(a)(2))  is  amended: 

(I)       by  modifying  subsection  3(a)(2>(A)aii)  (42  U.S.C.  1437a(a)(2)(A)(iii)) 
thereof  to  read  in  full  as  follows: 

"(iii)     at  the  election  of  such  tgency,  and  subject  to  approval  by  the 

Secretary,  is  cither 

t.  not  less  than  the  average  monthly  amount  of  debt  service  and 
operating  expenses  attributable  to  dwelling  units  of  similar  size  in 
public  housing  projects  owned  and  operated  by  such  agency,  or 
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b.  not  less  than  the  rental  paid  by  a  family  the  amount  of  whose 
rent  is  such  that,  on  the  date  upon  which  a  public  housing  agency 
adopts  ceiling  rents  for  the  project  in  which  such  family  resides,  not 
less  than  10%  nor  more  than  20%  (as  determined  by  the  Secretary 
from  time  to  time  by  regulation)  of  the  families  residing  in  such 
project  pay  a  higher  rent;  the  ceiling  rents  so  adopted  and  approved 
by  the  Secretary  shall  be  redetermined  annually  by  application  of  the 
Section  8  Automatic  Annual  Adjustment  Factors  issued  from  time  to 
time  by  the  Secretary  pursuant  to  subsection  8(c)(2)(A)  of  this 
chapter  (42  U.S.C.  1437f(c)(2)(A)),  or 

c.  not  less  than  the  fair  market  rent  determined  by  the  agency  for 
comparable  units  of  similar  size  under  the  procedures  prescribed  by 
the  Secretary  for  determining  rent  reasonableness  in  the  Section  8 
Rental  Certificate  program.  The  Secretary  may,  not  more  frequently 
than  annually,  review  the  rents  determined  by  each  agency  and  each 
agency's  application  of  the  procedures  for  determining  rent 
reasonableness  used  in  establishing  its  ceiling  rents.  In  the  event  that 
any  such  review  shall  reveal  that  the  ceiling  rents  adopted  by  an 
agency  pursuant  to  this  subsection  c.  are  deliberately  and  materially 
understated,  the  Secretary  may,   subject  to  reasonable  right  of 
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administrative  appeal  by  the  affected  agency,  impose  such  corrective 
actions  as  the  Secretary  shall  deem  appropriate,  which  may  include 
payment  to  the  Secretary  of  some  or  all  of  the  aggregate  amounts  by 
which  such  rents  are  understated.  The  Secretary  may  at  any  time 
require  that  the  determination  of  ceiling  rents  pursuant  to  this 
subsection  c.  be  conducted  by  a  qualified  independent  third  party  in 
accordance  with  regulations  to  be  issued  by  the  Secretary. 

(2)  by  adding  to  subsection  3(a)(2)(A)  (42  U.S.C.  1437a(a)(2)(A)),  after 
subsection  (iii)  thereof,  the  following  sentence:  "The  maximum  amount  of  rent, 
so  adopted  by  a  public  housing  agency  and  approved  by  the  Secretary,  which  may 
be  charged  to  a  family  is  herein  called  the  'ceiling  rent"." 

(3)  by  redesignating  subsection  3(a)(2)(B)  as  subsection  3(a)(2)(H)  and  by 
inserting,  as  new  subsections  3(a)(2)(B),(C),(D),(E),(F)  and  (G)  (42  U.S.C. 
1437a(a)(2)(B),(C),(D),(E),(F)  and  (G)),  the  foUowing  provisions: 

(B)  No  waiver  by  the  Secretary  shall  be  necessary  in  order  for  a  public 
housing  agency  to  adopt  ceiling  rents.  The  discretion  of  the  Secretary  in 
approving  an  election  by  a  public  housing  agency  to  adopt  ceiling  rents  shall 
be  limited  to  ensuring  that  the  election  meets  the  requirements  of  this 
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subsection  3(a)(2).  Further,  and  without  limiting  the  foregoing,  the 
Secretary  shall  not  (except  as  otherwise  specifically  provided  in  subsection 
(C)  below)  hold  or  exercise  discretion  with  respect  to  which  authorized 
method  of  determining  its  ceiling  rents  a  public  housing  agency  may  elect, 
such  election  being  within  the  sole  discretion  of  such  agency. 

(C)  Unless  otherwise  approved  by  the  Secretary,  a  public  housing  agency 
must  utilize  the  same  method  for  determining  ceiling  rents  for  all  projects 
with  respect  to  which  such  agency  elects  to  adopt  ceiling  rents;  provided, 
however,  with  respect  to  single  family  scattered  site  housing  or  projects 
consisting  of  10  or  less  units,  a  public  housing  agency  may  elect,  or  the 
Secretary  may  require,  that  ceiling  rents  applicable  to  such  units  be 
calculated  using  the  method  set  forth  in  subsection  3(a)(2)(A)(iii)c  above, 
notwithstanding  that  ceiling  rents  applicable  to  such  agency's  other  projects 
are  calculated  by  another  method.  After  initial  adoption  of  ceiling  rents  by 
a  public  housing  agency  and  approval  thereof  by  the  Secretary,  such  agency 
may  not  thereafter  elect  a  different  method  of  calculating  such  rents  except 
as  approved  by  the  Secretary.  As  used  in  this  subsection  3(a)(2),  the  term 
'project*  shall  mean  a  building  or  group  of  buildings  containing  public 
housing  units  and  having  a  common  identity  and  management,  as 
determined  by  the  public  housing  agency.  Such  term  need  not  coincide  with 
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buildings  or  sets  of  buildings  having  a  project  number  assigned  by  the 
Secretary. 

(D)  Subject  to  the  limitations  concerning  method  of  calculation  set  forth  in 
subsection  (C)  above,  different  ceiling  rents  may  be  adopted  by  a  public 
housing  agency  and  approved  by  the  Secretary  for  each  project  owned  by 
the  public  housing  agency.  A  public  housing  agency  may  adopt  and  the 
Secretary  may  approve  maximum  rents  for  some  or  all  of  the  projects 
owned  by  such  agency. 

(E)  Ceiling  rents  for  each  project  with  respect  to  which  such  rents  are 
adopted  shall  be  redetermined  annually  by  the  public  housing  agency  and, 
subject  to  subsequent  readjustment  if  the  Secretary  determines  after  review 
that  such  rents  are  improper,  such  redetermined  ceiling  rents  shall  be 
effective  without  further  approval  by  the  Secretary. 

(F)  Notwithstanding  any  other  provision  contained  in  this  subsection 
3(a)(2): 

(i)   not  more  than  25  percent  of  the  total  number  of  dwelling  units 
contained  in  any  project  (rounded  upward  to  the  nearest  whole  unit) 
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shall  be  occupied  by  families  whose  rents  are  limited  in  amount  by 
the  ceiling  rents  adopted  for  such  project.  In  the  event  that,  at  any 
time,  families  occupying  more  than  25%  of  the  units  in  a  project  are 
eligible  for  ceiling  rents,  then,  at  the  time  of  the  next  annual 
redetermination  of  ceiling  rents  for  such  project,  the  public  housing 
agency  shall  increase  the  applicable  ceiling  rents  so  that,  at  the  time 
of  such  redetermination,  not  more  than  25%  of  the  dwelling  units  in 
the  project  are  occupied  by  families  whose  rent  is  limited  by  ceiling 
rents. 

(ii)  the  total  continuous  period  during  which  any  family's  rent  may 
be  limited  by  the  full  application  of  ceiling  rents  shall  not  exceed 
three  years.  However,  if  at  any  time  commencing  before  the 
expiration  of  said  three-year  period,  the  rent  payable  by  a  family 
shall  be  less  than  the  applicable  ceiling  rent  for  a  period  in  excess  of 
12  consecutive  months,  either  because  of  a  reduction  in  the  family's 
adjusted  income  or  an  increase  in  ceiling  rents,  or  both,  then  a  new 
three  year  period  shall  commence  when  such  family's  rent  again 
would  exceed  the  applicable  ceiling  rents.  After  the  expiration  of 
said  three  year  continuous  period  during  which  ceiling  rents  are  fully 
applied  to  limit  a  family's  rent,  the  reduction  is  such  family's  rent 
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which  would  otherwise  result  from  full  application  of  the  ceiling 
rents  shall  be  successively  lessened  so  that:  (i)  during  the  fourth 
year,  the  family  shall  receive  85  %  of  the  reduction  which  would 
result  if  the  ceiling  rents  were  fully  applied;  (ii)  during  the  fifth  year, 
the  family  shall  receive  65  %  of  said  reduction;  (iii)  during  the  sixth 
year,  the  family  shall  receive  40%  of  said  reduction;  and  (iv)  during 
the  seventh  and  subsequent  years  the  family  shall  not  receive  any 
reduction  in  rent  by  virtue  of  the  adoption  of  ceiling  rents.  The 
commencement  of  a  family's  initial  three-year  eligibility  or 
subsequent  three-year  re-eligibility  for  full  ceiling  rent  limitations 
and  the  commencement  of  each  reduction  in  the  full  application  of 
ceiling  rents  as  provided  in  this  subsection  (ii)  shall,  in  the  case  of 
each  family,  occur  not  later  than  the  effective  date  of  such  family's 
annual  redetermination  of  rent  and  family  composition  in  accordance 
with  its  public  housing  lease. 

(G)   Ceiling  rents  authorized  in  this  subsection  shall  not  be  applicable  to 
any  project  which  is  designated  as  housing  for  elderly  persons. 

Sec.  2.  EARNED  INCOME  EXCLUSION. -Subsection  3(b)(5)  of  the  United  Sutes 

Housing  Act  of  1937  (42  U.S.C.  1437a(b)(5))  is  amended: 
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(1)  in  subsection  (C)  thereof,  by  deleting  the  word  "and"  before  "(ii)"  and 
inserting,  before  the  semicolon  at  the  end  thereof,  the  following  language:  ".and 
(iii)  the  documented  sums  actually  paid  by  the  family  for  health  insurance  coverage 
for  any  members  of  the  family  residing  in  the  household  who,  at  the  time  of  such 
exclusion,  arc  not  receiving  or  approved  to  receive  governmental  assistance  for 
health  care"; 

(2)  by  amending  subsection  (E)  thereof  to  read  in  full  as  follows:  '(E)  10%  of 
the  earned  income  of  an  elderly  family  and  20%  of  the  earned  income  of  a  non- 
elderly  family";  and 

(3)  by  striking  *and"  at  the  end  of  subparagraph  (F),  by  striking  the  period  at 
the  end  of  subparagraph  (G)  and  inserting  ";and",  and  by  inserting  after  subsection 
(G)  the  following  new  subsections: 

"(H)  an  amount  not  to  exceed  an  additional  10%  of  the  earned  income  of 
two-parent  families  with  children  (as  defined  in  regulations  issued  by  the 
Secretary);" 

"(I)  all  earned  income  of  any  formerly  dependent  child  who  is  a  member 
of  a  family  residing  in  public  housing,  commencing  on  the  effective  date  of 
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the  redetermination  of  rent  and  family  composition  for  such  family  next 
occurring  after  such  child's  18th  birthday  and  continuing  without  reduction 
in  such  exclusion  until  the  effective  date  of  the  redetermination  of  rent  and 
family  composition  for  such  family  next  occurring  after  such  child's  21st 
birthday.  Thereafter,  the  exclusion  of  said  child's  earned  income 
authorized  in  this  subsection  (I)  shall  decrease  annually  so  that:  (i)  for  the 
year  commencing  on  the  effective  date  of  the  next  such  redetermination 
after  the  child's  21st  birthday,  the  percentage  of  such  child's  earned  income 
which  may  be  excluded  is  85%;  (ii)  for  the  year  commencing  on  the 
effective  date  of  the  next  such  redetermination  after  the  child's  22nd 
birthday,  the  percentage  of  such  child's  earned  income  which  may  be 
excluded  is  65%;  (iii)  for  the  year  commencing  on  the  effective  date  of  the 
next  such  redetermination  after  the  child's  23rd  birthday,  the  percentage  of 
such  child's  income  which  may  be  excluded  is  40%;  and  (iv)  for  the  year 
commencing  on  the  effective  date  of  the  next  such  redetermination  after  the 
child's  24th  birthday  and  thereafter,  none  of  such  child's  earned  income 
may  be  excluded. 

Sec.  3.  EFFECTIVE  DATE.  -  The  amendments  contained  herein  shall  be  effective 

120  days  after  the  date  of  enactment  hereof. 
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Sec.  4.  IMPLEMENTATION.    -   The    Secretary    shall    issue    final    regulations 

necessary  to  implement  the  provisions  hereof,  which  regulations  shall  be  effective  not 
later  than  the  effective  date  hereof.  Such  regulations  shall  be  issued  after  notice  and 
opportunity  for  public  comment  pursuant  to  the  provisions  of  section  553  of  Title  5, 
United  States  Code  (notwithstanding  subsections  (a)(2),  (b)(B),  and  (d)(3)  of  such 
section). 
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GAHRA/PHADA  RENT  REFORM  -  PROPOSED  LEGISLATION 
SUMMARY  AND  COMMENT 


The  following  summary  and  comment  is  ofifered  in  connection  with  a  bill  prepared  by  the  Georgia  .Association 
of  Housing  and  Redevelopment  Authorities,  Inc  and  the  Public  Housing  Authorities  Directors  Association 
(herein  called  the  "GAHRA/PHADA  bill' ')  to  entourage  gainful  employment  and  the  formation  of  stable  two- 
parent  families  with  children  among  the  residents  of  federally  assisted  public  housing  Sertion  references  stated 
below  refer  to  the  bill  attached  hereto 


Section  Summary  and  Comment 

§gj  I  Subsection42U.SC  1437a(a)2  presently  contains  an  authorization 

(Amendatorv  Sentence)  ^°^  public  housing  authorities,  subject  to  approval  by  the  HLT) 

Secretary,  to  adopt  ceiling  rents  The  Housing  and  Community 
Development  Act  of  1992  amended  this  section  to  eliminate  the  5- 
year  limitation  on  ceiling  rents  and  to  permit  them  to  be  extended 
indefinitely  This  section  of  the  GAHR-ATRADA  bill  would  amend 
the  ceiling  rent  provisions  to  permit  two  additional  alternative 
methods  of  setting  ceiling  rents  and  would  add  a  number  of  limiting 
and  clarifying  provisions 


g      J  /  J  ^  This  subsection  adds  two  alternatives  to  the  current  method  by  which 

ceiling  rents  must  be  calculated  Any  ofthe  three  alternative  methods 
available  after  these  amendments  could  be  selected  by  a  public 
housing  agency,  subject  to  HUD'sapproval  HUD"  s  discretion,  uith 
respect  to  approval  of  ceiling  rents  by  a  local  agency,  is  limited  in 
certain  respects  as  elsewhere  provided  in  the  bill 

The  first  alternative,  which  is  set  forth  in  subseaion  a ,  simply 
restates,  in  identical  language,  the  present  method  permitted  for 
calculating  maximum  ceiling  rents  Under  this  method,  ceiling  rents 
are  set  by  computing  a  per  unit  average  of  total  debt  service,  or 
imputed  debt  service,  and  operating  expenses  This  approach,  while 
it  has  appeal  as  an  accounting  concept,  does  not  result  in  ceiling  rents 
which  necessarily  bear  any  relationship  to  fair  market  rents  Because 
of  this,  many  local  agencies  have  not  found  using  this  method  to  be 
feasible 

The  second  alternative  stated  in  subsection  b.  is  a  modified  version 
of  a  proposal  under  consideration  at  HUD  Presently,  the  HUD 
proposal  would  permit  setting  maximum  ceiling  rents  at  an  amount 
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Sec  1(1)  which  would  fall  at  the  95th  percentile  of  all  rents  paid  in  a  project, 

(cont'd)  with  the  method  of  adjustment,  if  any,  yet  to  be  detennined    This 

approach  does  have  the  advantage  of  relating  the  ceiling  rents,  to 
some  extent,  to  fair  market  rents,  but  it  may  not  be  dramatic  enough 
to  effect  a  positive  result,  especially  if  the  maximum  rents  would  be 
adjusted  each  year  to  the  then  current  95th  percentile  rent  For  these 
reasons,  the  GAHRA/PHADA  bill  lowers  the  percentile  rank  which 
could  be  used  to  determine  the  ceiling  rents  from  the  95th  percentile 
to  a  range  between  the  80th  and  90th  percentiles  Within  this  range, 
the  exact  percentile  would  be  set  by  the  HUD  Secretary,  from  time 
to  time,  by  regulation  This  would  allow  the  Secretary  to  start  out 
with  a  relatively  conservative  approach,  with  the  option  to  liberalize 
it  depending  upon  program  experience  In  an  additional  effon  to 
correlate  ceiling  rents  calculated  by  this  method  with  fair  market 
reirts,  the  GAHRA/PHADA  bill  would  require  local  agencies  to 
recompute  the  ceiling  rents  annually  based  on  the  Section  8  Auto- 
matic Annual  Adjustment  Factors  These  factors  are  suggested 
because  they  provide,  in  general,  a  reasonable  gauge  of  market  rent 
trends  and  they  are  readily  available  without  causing  any  additional 
expenditures  on  the  part  of  HUD  or  local  agencies  in  order  to 
calculate  adjustments 

The  third  alternative  permined  by  the  GAHRA/PHADA  bill,  set 
forth  in  subsection  c,  allows  calculation  of  maximum  ceiling  rents 
through  the  use  of  the  Section  8  rent  reasonableness  test  (whjch  is 
presently  set  forth  in  section  6-5b  of  the  HUD  Section  8  Existing 
Housing  Program  Handbook)  This  alternative  provides  the  most 
direct  correlation  between  maximum  ceiling  rents  and  fair  market 
rents  Use  of  the  Section  8  rent  reasonableness  test  is  suggested 
mainly  because  it  is  a  widely  used  and  reasonably  well  understood 
standard  which  can  be  employed  without  the  need  for  new  and 
complicated  regulations  The  principal  objection  to  this  alternative 
seems  to  be  its  potential  for  abuse  That  is,  since  the  rent  reasonable- 
ness test  allows  for  a  certain  amount  of  discretion,  ceiling  rents  might 
be  set  by  local  agencies  at  unrealistically  low  levels,  with  the  result 
being  an  unnecessary  loss  of  rent  revenue  In  order  to  address  this 
potential  problem,  the  GAHRA/PHADA  bill  authorizes  annual 
review  by  HUD  concerning  both  the  ceiling  rents  adopted  by  the 
local  agencies  and  the  proper  application  of  the  rent  reasonableness 
test  in  determining  them  IfHUD  determines  that  a  local  agency  has 
deUberately  and  materially  understated  its  ceiling  rents,  HUD  may 
demand  recapture  of  the  total  aggregate  amounts  by  which  such 
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Sec.  1(1)  rents  are  understated  by  the  loca]  agency  This  sanction  may  actually 

(cont'd)  be  more  powerful  than  is  necessary  since  the  actual  loss  of  revenue 

almost  certainly  would  not  f  each  this  figure  Nonetheless,  the  statute 
permits  HUD  to  recapture  all  or  part  of  the  understated  amounts  in 
order  to  provide  a  serious,  credible  deterrent  to  improper  use  of  the 
rent  reasonableness  test  The  bill  also  provides  that  the  HUD 
Secretary-  may  impose  other,  unspecified  corrective  actions  deemed 
appropriate  by  HUD.  None  of  these  sanctions  will  be  applicable. 
however,  in  cases  where  the  understatement  of  rents  is  not  material 
or  the  agency  can  show  that  its  actions  were  not  deliberate  or 
intentional  Additionally.  HUD  may,  with  or  without  any  finding  that 
the  rent  reasonableness  test  has  been  abused,  require  any  local 
agency  to  have  its  ceiling  rents  determined  by  an  independent, 
qualified  third  pany  The  standards  for  determining  independence 
and  the  required  qualifications  would  be  established  by  the  HUD 
Secretarv'  by  regulation 


Sec.  1(2)  Inasmuch  as  the  term '  'ceiling  rents" "  is  widely  used  and  understood, 

it  seems  appropriate  to  codify  its  definition    This  section  would 
accomplish  that 


Sec.  1(3)  This  subsection  adds  a  number  of  additional  paragraphs  to  the  statute 

which  address  and  attempt  to  resolve  in  advance  certain  questions 
which  may  arise  in  the  context  of  widespread  application  of  ceiling 
rents 


Subsection  (B)  "^^^  provision  attempts  to  clarify'  that  the  adoption  of  ceiling  rents 

by  local  agencies,  so  long  as  they  are  accomplished  in  a  technically 
proper  manner,  is  a  matter  of  right  and  is  not  discretionar\-  with  the 
HUD  Secretary  The  present  practice  of  granting  waivers  would  be 
eliminated  under  the  GAHRA.'PHADA  bill  and  HUD's  review 
would  be  confined  to  ensuring  technical  compliance  with  the  statute 

While  local  agencies  have  not,  in  general,  experienced  difiBculties  in 
obtaining  ceiling  rent  waivers,  the  expansion  of  the  ceiling  rent 
concept,  as  authorized  in  the  bill,  suggests  that  clarifying  possible 
areas  of  conflict  between  HUD  and  local  agencies  would  be  desir- 
able Also,  the  bill  provides  in  this  subsection  that  the  local  agency. 
not  HUD,  chooses  the  method  for  determining  ceiling  rents  from 
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Section 


Summary  and  Comment 


Subsection  (B) 

(cont'd) 


among  the  three  permitted  alternatives  With  certain  exceptions 
noted  elsewhere  in  the  bill,  HUD  may  not  require  a  local  agency  to 
change  the  method  which  it  utilizes  for  determining  its  ceiling  rents 


Subsection  (C) 


This  subsection  requires  that,  unless  HUD  approves  otherv^ise,  a 
local  agency  must  use  the  same  method  of  determining  ceiling  rents 
for  all  the  agency's  projects  with  respect  to  which  the  agency  adopts 
such  rents  The  purpose  of  this  provision  is  to  ehminate  unnecessary 
administrative  complexity  at  HUD's  level  In  unusual  circumstances 
where  HUD  finds  it  in  the  best  interest  of  the  residents  and  the  local 
agency  to  allow  otherwise,  flexibility  is  permitted  on  a  case  by  case 
basis  subject  to  HUD's  approval 

With  respect  to  single-family  scattered  site  housing  or  small  projects 
having  10  or  less  units,  attempting  to  utilize  either  project  cost  or 
percentile  rent  approaches  to  ceiling  rents  may  be  inappropriate  or 
impractical  For  this  reason,  either  a  local  agency  or  HUD  ma>' 
require  that  the  ceiling  rents  for  such  units  be  detennined  by  using  the 
Section  8  rent  reasonableness  test. 

Another  provision  intended  to  lessen  the  administrative  complexity 
of  ceiling  rents  for  HUD,  is  the  requirement  that  local  agencies  must 
remain  with  their  chosen  method  of  determining  ceiling  rents  unless 
HUD  allows  otherwise 

This  subsection  defines  "project"  in  a  somewhat  flexible  manner  but 
does  not  permit  a  project  to  be  less  than  a  building  Since  the 
propriety  of  using  ceihng  rents  bears  no  particular  relationship  to  the 
assignment  of  project  numbers  by  HUD,  the  bill  expressly  provides 
that,  for  purposes  of  setting  ceiling  rents,  project  designations  do  not 
have  to  coincide  with  those  assigned  HUD  project  numbers 


Subsection  (D) 


A  local  agency  is  permitted  to  adopt  different  ceiling  rents  for  each 
project,  although  it  cannot,  with  the  exceptions  noted  above,  adopt 
a  different  method  of  determining  such  rents.  This  subsection  also 
clarifies  that  a  local  agency  may  adopt  ceiling  rents  for  one  or  more 
of  its  projects  and  need  not  adopt  them  across  the  board 
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Section 


Summary  and  Comment 


Subsection  (£) 


Local  agencies  which  adopt  ceiUng  rents  must  adjust  them  annually 
Although  HUD  may  review  these  determinations,  they  may  become 
effective  without  advance  approval  by  HUD  This  matter  is  clarified 
in  order  to  avoid  unnecessary  delay  and  complexity  in  the  adminis- 
tration of  the  program.  It  is  not  likely  that  HUD  has  sufficient 
available  resources  to  review  annual  adjustments  to  ceiling  rents  in 
the  very  short  interval  which  would  be  required  for  a  pre-approval 
process 


Subsection  (F) 


Paragraph  (i)  of  this  subsection  sets  forth  an  overall  limitation  on  the 
number  of  units  in  any  project  which  may  be  occupied  by  families 
whose  rent  is  limited  by  ceiling  rents  That  figure  is  somewhat 
arbitrarily  set  at  25%  This  provision  addresses  anxieties  about  the 
overall  cost  of  ceiling  rents  by  supplying  a  permanent,  overall  limit  to 
the  extent  of  their  use  Depending  upon  the  ultimate  success  of  rent 
reform,  this  limitation  may  be  unnecessary,  or  even  undesirable,  in  the 
long  term  -  particularly  if  rent  reform  measures  resuh  in  an  ultimate 
increase,  rather  than  a  decrease,  in  pubbc  housing  rent  revenues. 
Inclusion  of  the  phrase  which  calls  for  rounding  to  the  next  higher  unit 
avoids  a  minor  potential  ambiguity 

Subparagraph  (ii)  of  this  subsection  hmits  the  duration  of  the  period 
in  which  a  family  may  benefit  fi^om  ceiling  rents  to  3  years  with  an 
additional  3  year  phase-out  Families  who  fall  below  the  income  level 
permitting  them  to  benefit  fi-om  ceiling  rents  may  "restart  the  clock 
and  begin  a  new  3-year  period  However,  in  order  to  prevent  abuse, 
a  family  will  not  be  allowed  to  do  this  unless  it  has  been  ineligible  for 
ceiling  rents  for  more  than  a  year  The  intent  is  to  discourage  a  family 
from  becoming  unemployed  orpartially  unemployed  simply  to  obtain 
the  benefit  of  ceiling  rents  It  is  felt  that  requiring  such  circumstances 
to  have  continued  for  at  least  ayear  would  sufficiently  discourage  this 
conduct  Also,  to  discourage  abuses,  a  new  3-year  period  would  not 
begin  if  the  family  dropped  off  ceiling  rents  during  the  phase-out 
period 

As  presently  written,  this  subsection  does  not  limit  the  number  of  3- 
year  ceiling  rent  benefit  periods  which  are  potentially  available  to  a 
family  who  falls  ofiTceiling  rents  for  more  than  a  year  before  the  phase- 
out  period  While  the  propriety  of  this  can  be  fairiy  debated,  the 
GAHRA/PHADA  bill  is  based  on  the  premise  that,  in  the  absence  of 
abuse,  the  sutute  should  operate  to  encourage  gainful  employment 
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Section 


Summary  and  Comment 


Subsection  (F) 

(cont'd) 


continuously  over  long  periods  of  time  And  in  view  of  this  central 
objeaive,  there  would  seem  no  reason  to  apply  artificial  limitations 
to  deny  the  benefit  of  ceiling  rents  to  family  who  is  not  abusing  their 
use  The  phase-out  provisions  simply  reduce  by  specified  percent- 
ages over  a  3  -year  period  the  ceiling  rent  benefit  which  a  family  would 
otherwise  receive  It  is  anticipated  that,  in  many  cases,  participating 
families  would  depart  public  housing  in  the  4th  or  5th  year  and  that 
relatively  few  would  remain  during  the  entire  phase-out  period 
While  they  may  commence  earlier,  the  various  annual  periods 
mentioned  in  this  subsection  must  commence  no  later  than  the 
effective  date  of  a  family's  annual  redetermination  of  rent  and  family 
composition  under  the  terms  of  its  lease 


Subsection  (G) 


Ceiling  rents  are  not  applicable  to  any  project  which  is  designated  for 
occupancy  by  elderly  persons  (This  will  not,  however,  prevent  an 
elderly  family  fi-om  occupying  a  unit  in  public  housing  not  designated 
for  the  elderly  fi'om  participating  in  the  benefits  of  ceiling  rents  if 
eligible )  This  limitation  will  reduce  the  overall  perceived  or  actual 
cost  of  implementing  ceiling  rents  and  will  limit  them  to  the  public 
housing  populations  where  they  will  most  likely  produce  the  positive 
social  effects  associated  with  significant  levels  of  gainful  employ- 
ment 


Sec.  2 

(Amendatory  Sentence) 


This  section  amends  the  existing  earned  income  exclusions  codified 
at42U.SC  1437a(b)(5).  It  does  not  eliminate  or  change  any  present 
exclusion  fi'om  earned  income  but  rather  adds  four  additional 
exclusions 


Sec  2(1) 


This  subsection  would  create  an  additional  exclusion  for  amounts 
paid  by  a  family  for  health  insurance  coverage  provided  that  the 
persons  with  respect  to  whom  such  exclusion  is  taken  are  not  either 
receiving  or  approved  to  receive  govenunental  assistance  for  health 
care  The  intent  is  to  help  mitigate  the  economic  effect  of  the  loss  of 
Medicaid  coverage  for  a  working  family  Also,  this  change  assumes 
that  purchase  of  medical  insurance  coverage  by  such  families  will 
result  in  better  medical  attention  for  children  and  ultimately,  there- 
fore, in  savings  to  the  government  The  exclusion  still  applies  only 
to  total  expenditures  in  excess  of  3%  of  income 
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Section  Summao  and  Comment 


Sec  2(2)  This  subsection  embodies  the  most  important  change  in  the  earned 

income  exclusions  proposed  by  the  GAHRA/PHADA  bill  With 
respect  to  elderly  families,  it  leaves  the  current  exclusion  at  1 0%  but 
increases  it  to  20%  for  non-elderly  families  The  rationale  for  the 
distinction  between  the  elderly  and  the  non-elderly  is  firstly,  that  this 
exclusion  is  primarily  intended  to  encourage  families  to  become 
gainfully  employed  with  the  result  that  they  ultimately  leave  public 
housing  in  favor  of  comparable  market -rate  housing  and,  secondly, 
that  applying  this  additional  exclusion  only  to  non-elderly  persons 
reduces  its  cost  of  the  exclusion 

A  single  percentage  exclusion  is  adopted  in  favor  of  more  complex 
approaches  which  would  require  a  local  agency  to  verify  different 
costs  associated  with  a  family's  employment,  such  as  transportation, 
tools,  uniforms,  state  and  local  taxes,  etc  The  20%  exclusion  is 
intended  to  encompass  these  types  of  items  in  a  manner  which  will 
not  require  commitment  of  additional  local  housing  agency  staffing 
and  it  would  be  more  easily  understood  by  public  housing  residents 


Sec.  2(3)  This  subsection  adds  two  new  exclusions 

The  first,  set  forth  in  subsection  (H),  authorizes  an  entirely  new  1 0% 
exclusion  for  two-parent  families  with  children  This  provision  is 
intended  to  help  ameliorate  the  disintegration  of  the  two-parent 
family  which  is  currently  commonplace  in  public  housing  It  also  will 
encourage  reporting  of  the  presence  in  the  household  of  a  second 
parent  -  a  situation  now  often  unreported 

The  definition  of  "two-parent  family"  is  intentionally  left  to  the 
HUD  Secretary.  Presumably,  the  definition  ultimately  adopted  will 
set  forth  standards  to  establish  an  actual,  bona  fide  commitment  on 
the  part  of  both  parents  with  respect  to  assumption  of  child-rearing 
responsibilities. 

Subsection  (I)  authorizes  an  exclusion  to  cover  the  common  situa- 
tion in  which  a  minor  child  becomes  1 8  years  of  age  and  goes  to  work 
Current  law  discourages  such  employment    After  3  years  of  full 
exclusion,  this  benefit  would  phase-out  over  an  additional  3-year 
period 
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Sectipn  Summary  and  Comment 


Sec.  3  These  sections  provide  for  an  effective  date  and  require  the  issuance 

Sec.  4  of  implementing  regulations  by  the  HUD  Secretary  on  or  before  that 

date  The  effective  date  is  delayed  for  120  days  after  enactment  to 
allow  a  suitable  period  for  development  and  promulgation  of  the 
regulations  In  issuing  the  regulations,  the  HUD  Secretary  is  not 
permitted  to  bypass  the  notice  and  comment  rulemaking  process  by 
utilizing  the  exceptions  permitted  in  the  Administrative  Procedure 
Act. 
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Chairman  Gonzalez' 

Additional  Questions 

Hearing  —  March  17,  1994 

(tX3  Mr.  J.  Richard  Parker,  II) 

Public  Housing  Authorities  Directors  Association 

1)  One  of  the  central  purposes  of  rent  reform  is  to  improve  the 
economic  mix  in  public  housing  developments.  How  specifically  does 
an  increased  economic  mix  benefit  public  housing  developments? 

2)  How  do  current  public  housing  rent  determination  rules 
disadvantage  working  families? 

3)  H.R.  3838  contains  several  rent  reform  initiatives  proposed  last 
year  by  HUD  that  are  designed  to  assist  working  families  who  live 
in  public  housing.  One  of  these  provisions  would  disallow  counting 
as  earned  income  —  for  18  months  —  the  income  of  newly  employed 
public  housing  residents  who  had  been  previously  unemployed  for  a 
year.  In  your  opinion,  is  this  18  month  period  a  long  enough 
period  of  time  for  newly  employed  public  housing  residents  to 
adjust  to  their  new  economic  status  before  they  face  possible  rent 
increases? 

4)  H.R.  3838  contains  a  HUD  initiated  rent  reform  proposal  that 
would  make  ceiling  rents  for  public  housing  units  reasonably 
related  to  the  rental  value  of  the  units.  Why  do  ceiling  rents 
often  exceed  the  reasonable  rental  value  of  public  housing  units, 
and  how  does  this  impact  on  working  families? 

5)  The  proposed  FY  1995  HUD  budget  would  substantially  reduce 
public  housing  operating  subsidies.  Given  that  public  housing 
rents  do  not  cover  the  operating  costs  of  public  housing  units,  how 
will  this  proposed  reduction  impact  on  public  housing  developments? 
What  kind  of  day-to-day  maintenance  in  public  housing  developments 
will  suffer  as  a  result  of  these  proposed  reductions? 

6)  Various  proposals  have  been  raised  about  relaxing  the  one-for- 
one  replacement  requirement  for  public  housing  demolished  or 
disposed  in  a  "severely  distressed"  project.  What  is  the  position 
of  your  organization  with  regard  to  these  proposals? 
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(Mr.  Parker's  Responses  to  Chairman  Gonzalez'  Questions) 

Question  ttl:  One  of  the  central  purposes  of  rent  reform  is  to  improve  the  economic  mix  in 
public  housing  developments.  How  specifically  does  an  increased  economic  mix  benefit  public 
housing  developments? 

Perhaps  one  of  the  clearest  ways  to  examine  the  positive  impact  of  an  improved 
economic  mix  is  to  examine  the  negative  impacts  of  current  public  housing 
demographics. 

The  steady  decline  of  employed  families  has  had  profound  negative  consequences 
in  our  neighborhoods.  The  present  income  mix  in  public  housing  is  unique  in  our 
society.  Nowhere  in  the  private  sector  is  there  a  successful,  neighborhood  model 
in  which  all  the  residents  are  extremely  low  income.  Real  neighborhoods  are 
never  as  homogeneous  as  public  housing  neighborhoods  have  become  in  recent 
years. 

This  concentration  of  very  low  income  families  reinforces  all  types  of  negative 
social  outcomes.  For  example,  role  models  have  been  effectively  eliminated  from 
many  communities.  Children  and  young  adults  may  reside  in  a  building  or 
development  in  which  no  one  gets  up  in  the  morning  and  goes  to  a  job. 
Likewise,  adults  on  AFDC  see  only  others  in  similar  circumstances. 

The  message  is  constant  and  uru^elenting  -  welfare  dependency,  low  education, 
teen  pregnancy  and  a  host  of  other  social  problems  are  normal,  everyday 
occurrences.  There  appears  to  be  no  light  at  the  end  of  the  mnnel.  It  is  no 
wonder  that  such  a  population  is  more  vulnerable  to  crime,  drugs  and  violence. 

A  more  positive  mix  of  incomes  will  certainly  improve  the  quality  of  life  for  all 
residents  in  public  housing  neighborhoods.  We  believe  that  a  blend  of  employed 
and  unemployed  poor  will  break  the  cycle  of  hopelessness  and  that  public  housing 
residents  will  not  carry  the  same  stigma  once  their  neighborhoods  more  closely 
resemble  those  in  the  "real  world." 

In  addition  to  the  important  and  intangible  benefits  of  hope  and  self-image,  there 
will  be  concrete  measurable  benefits.  Employed  families  have  a  stabilizing  effect 
on  any  neighborhood.  Employment  reduces  the  likelihood  of  engaging  in  crime 
and  drugs.  Similarly,  vandalism  costs  should  be  reduced.  Employment  gives 
people  a  stake  in  their  neighborhood.  This  attitude  can  be  as  contagious  as  the 
pervasive  sense  of  hopelessness  that  is  now  so  prevalent. 

An  improved  economic  mix  means  that  more  families  will  succeed  in  moving 
through  the  public  housing  system.  Real  progress  is  usually  incremental.  Few 
families  can  go  from  AFDC  dependency  to  homeownership  in  one  step.  Upward 
mobility  cannot  occur  without  a  range  of  incomes.  The  process  is 
always. . .entry  level  employment... leading  to  increased  employment... leading  to 

1 


877 


economic  independence.  Each  level  of  this  process  not  only  points  the  way  to  the 
next,  but  offers  valuable  encouragement  throughout. 

Low  income  is  a  prime  risk  factor  in  low  educational  achievement.  It  is  also  a 
prime  indicator  for  child  abuse  and  neglect.  The  future  of  our  children  and  youth 
should  be  measurably  enhanced  by  a  more  productive  mix  of  incomes  in  their 
neighborhoods.  We  cannot  underestimate  the  impact  of  giving  our  youth 
examples  of  success,  educational  achievement  and  upward  mobility. 

The  federal  government  also  will  benefit  from  an  increased  economic  mix  in 
public  housing.  First,  the  need  for  federal  operating  subsidy  will  be  reduced. 
The  only  way  to  reduce  federal  outlays  is  to  increase  locally  generated  revenues. 
This  can  only  occur  if  more  employed  families  reside  in  our  neighborhoods. 
Second,  operating  costs  for  public  housing  should  also  be  reduced.  As  one 
example,  employed  residents  are  less  likely  to  be  involved  in  crime  and 
vandalism.  The  costs  associated  with  both  preventing  these  problems  and  coping 
with  their  destructive  aftermath  should  decrease,  resulting  in  significant  savings. 

Finally,  cities  and  towns  across  our  country  will  benefit  from  an  improved 
economic  mix  in  our  developments.  As  public  housing  begins  to  reflect  the  actual 
low  income  community  in  each  city,  it  will  be  viewed  in  a  new,  more  positive 
light.  Public  housing  developments  will  become  what  they  were  initially 
represented  to  be  —  safe,  decent  neighborhoods  for  low  and  moderate  income 
persons  which  are  a  part  of  the  fabric  of  our  communities.  They  will  fulfill  their 
original  mission  as  neighborhoods  which  offer  assistance  and  hope  for  a  better 
and  more  productive  life. 

All  of  this  can  only  become  a  reality  with  a  better,  more  realistic  economic  mix. 


Question  02:  How  do  current  public  housing  rent  determination  rules  disadvantage  working 
families? 

Please  refer  to  the  material  submitted  with  the  Georgia  Association  of  Housing 
and  Redevelopment  Authorities's  testimony.  The  position  paper  entitled 
"PHADA/GAHRA  RENT  REFORM:  The  Missing  Link  in  Upward  Mobility  for 
Public  Housing  Residents"  provides  a  complete  and  detailed  examination  of 
public  housing  rent  regulations.  Rather  than  completely  revisit  that 
comprehensive  explanation,  a  brief  simimary  will  be  provided  below. 

Today,  public  housing  residents  are  actually  worse  off  when  they  get  a  job.  The 
current  rent  determination  rules  impose  a  stiff  penalty  on  working  families.  For 
example,  the  PHADA/GAHRA  position  paper  compares  a  Georgia  AFDC  family 
with  three  children  to  a  similar  family  who  accepts  minimum  wage  employment. 
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At  the  meager  salary  of  $4.25  per  hour,  the  employed  family  must  pay  $204  per 
month  in  rent.  Increased  rent  and  loss  of  public  assistance  benefits  make  the 
employed  family  $140  worse  off  each  month.  This  is  the  equivalent  to  being 
taxed  at  a  rate  of  117%. 

The  picture  does  not  materially  improve  as  income  rises.  In  addition,  the 
scenario  described  above  holds  true  regardless  of  the  family's  state  residency. 
Detailed  analysis  has  been  performed  showing  similar  results  for  Missouri,  New 
Jersey,  Maryland,  Texas,  Illinois,  Massachusetts,  and  California. 

The  primary  reason  for  this  unfairness  is  the  statutory  requirement  to  calculate 
rent  for  earned  income  on  what  amounts  to  "gross"  rather  than  on  "net."  This 
means  that  employed  residents  are  charged  rent  approaching  50%  of  their  "take- 
home  pay",  while  unemployed  residents  pay  rent  based  on  30%  of  their  income. 

Current  rent  determination  rules  do  not  account  for  mandatory  payroll  deductions. 
Federal  income  tax  withholding,  state  income  taxes  and  PICA  result  in  a  20% 
disadvantage  for  employed  families. 

While  there  are  other  disadvantages  in  the  rent  formulas  for  working  families 
(please  refer  to  the  PHADA/GAHRA  paper),  the  "gross"  versus  "net"  problem 
is  the  core  issue.  It  represents  a  fundamental  inequity  in  the  current  rent 
determination  regulations.  Unless  this  problem  is  resolved,  no  form  of  rent 
reform  can  ultimately  succeed.  As  long  as  unemployed  families  are  better  off 
than  working  families,  we  cannot  hope  to  spur  employment.  At  a  minimum,  the 
playing  fields  must  be  level  and  the  "gross  /  net"  problem  must  be  eliminated. 

For  this  reason,  we  strongly  support  measures  like  the  20%  income  deduction 
provided  in  Rep.  Maxine  Water's  legislation,  H.R.  4159.  This  approach,  which 
is  also  included  in  several  other  proposals,  is  essential  to  workable,  meaningful 
rent  reform. 


Question  #i:  H.R.  3838  contains  several  rent  reform  initiatives  proposed  last  year  by  HUD 
thai  are  designed  to  assist  working  families  who  live  in  public  housing.  One  of  these 
provisions  would  disallow  counting  as  earned  income  —for  18  months  --  the  income  of  newly 
employed  public  housing  residents  who  had  been  previously  unemployed  for  a  year.  In  your 
opinion,  is  this  18  month  period  a  long  enough  period  of  time  for  newly  employed  public 
housing  residents  to  adjust  to  their  new  economic  status  before  they  face  possible  rent 
increases? 

Eighteen  months  probably  represents  an  adequate  time  period.  However,  the 
HUD  proposal  fails  to  deal  with  the  fundamental  problem  of  using  what  amounts 
to  "gross"  income  in  the  basic  rent  calculation.   (Please  refer  to  our  response  to 
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question  number  2  as  detailed  above.) 

Past  experience  has  shown  that  the  time  period  of  the  disallowance  is  immaterial. 
Please  note  that  it  is  already  possible  to  employ  an  11  month  disallowance. 
Housing  authorities  may  choose  to  delay  accounting  for  increased  family  income 
until  annual  re-examination.  In  some  cases  this  may  result  in  an  11  month  and 
29  day  disallowance.  This  practice  does  not  appear  to  materially  affect  long-term 
resident  demographics. 

Residents  will  seek  employment  during  the  period  of  the  disallowance,  but  will 
engage  in  one  of  four  associated  behaviors  when  the  disallowance  ends. 
Residents  will: 

*  Quit  the  job 

*  Move  out 

*  Remove  the  employed  member  from  the  lease 

*  Claim  lease  removal  and  defraud  the  authority 

The  reason  for  this  behavior  is  simple.  The  fundamental  inequities  of  the  rent 
calculation  system  remain  after  the  end  of  the  disallowance.  When  the 
disallowance  ends,  rent  is  again  calculated  at  nearly  50%  of  "take-home  pay"  for 
employed  income  compared  to  30%  for  unemployed  income. 

An  additional  concern  regarding  a  fixed  period  disallowance  is  its  administrative 
burden.  It  will  require  tracking  each  newly  employed  family  member 
individually.  For  those  housing  authorities  accounting  for  employed  income  only 
at  re-examination,  it  will  require  interim  rent  calculations  upon  expiration  of  the 
fixed  period.  A  simpler  solution  is  to  disallow  income  until  the  second  annual  re- 
exam  after  employment.  Mathematically,  this  will  result  in  residents  receiving 
an  average  disallowance  of  18  months.  However,  it  will  dramatically  simplify 
both  monitoring  and  calculation. 

Finally,  income  disallowances  are  not  elective  as  rent  reform  by  themselves. 

However,  they  can  serve  a  purpose  in  the  context  of  a  comprehensive  system  of 
reform  measures.  Complete  disallowances  of  income  should  induce  persons  to 
enter  the  workforce  at  a  more  rapid  rate.  However,  it  is  doubtful  that  they  will 
remain  employed  and  continue  to  reside  in  public  housing  unless  the  core  flaws 
in  the  rent  regulations  are  corrected.  That  is  why  it  is  essential  that  any  rent 
reform  bill  contain  the  income  deductions  outlined  in  H.R.  4159  which  deal 
with  the  "gross"  versus  "net"  problem. 


Question  ft4:  H.  R.  3838  contains  a  HUD  initiated  rent  reform  proposal  that  would  make 
ceiling  rents  for  public  housing  units  reasonably  related  to  the  rental  value  of  the  units.  Why 
do  ceiling  rents  often  exceed  the  reasonable  rental  value  of  public  housing  units,  and  how  does 
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this  impact  on  working  families? 

The  provisions  in  H.R.  3838  would  allow  PHAs  to  cap  rents  at  rates  closer  to 
their  actual  market  value.  This  cannot  be  accomplished  under  present  statutes  and 
regulations. 

The  current  system  ties  rents  directly  to  the  family's  income.  Wage  earners 
automatically  pay  30%  of  their  gross  income  towards  rent,  regardless  of  a  unit's 
actual  value.  In  some  cases,  a  working  family's  monthly  rent  payment  becomes 
so  large  that  it  far  exceeds  the  market  value  of  housing  of  similar  condition  and 
amenities  located  in  the  same  neighborhood.  Consequently,  they  are  able  to 
secure  cheaper  and/or  more  attractive  housing  in  the  private  sector.  While  this 
is  particularly  true  in  soft  rental  markets,  there  is  also  a  great  deal  of  anecdotal 
evidence  that  working  families  leave  public  housing  for  cheaper,  substandard 
units.  This  undermines  the  upward  mobility  efforts  of  public  housing  as  residents 
flee  excessively  high  rents  before  they  are  financially  stable. 

HUD,  Congress,  and  the  industry  all  recognize  that  this  policy  has  resulted  in  the 
regrettable  demographic  reality  that  working  families  in  public  housing  are 
becoming  more  and  more  uncommon.  Current  ceiling  rent  regulations,  which 
factor  in  charges  attributable  to  debt  service  and  operating  expenses,  often  result 
in  rents  too  high  in  comparison  to  market  value  to  keep  wage  earners  in  public 
housing.  When  combined  with  the  fact  that  a  working  family's  whole  income  is 
subject  to  rent  calculation,  the  results  have  proved  disastrous. 

To  correct  this  problem,  the  HUD  Secretary  is  given  complete  discretion  in  terms 
of  setting  ceiling  rents  under  H.R.  3838.  While  HUD  has  indicated  it  is  thinking 
of  several  different  approaches  that  can  be  used  through  rulemaking,  we  are 
apprehensive  that  the  Department's  rules  might  not  be  sufficiently  expansive  to 
address  the  dilemma  outlined  above.  We  are  also  concerned  about  the  timeliness 
of  HUD's  rulemaking,  given  the  Department's  past  track  record  in  this  arena. 

A  portion  of  HUD's  new  ceiling  rent  plan  would  cap  rents  at  the  95  percentile 
per  development.  PHADA  prefers  the  more  sweeping  approach  included  in  Rep. 
Maxine  Waters'  rent  reform  legislation,  H.R.  4159.  That  bill  would  provide 
three  different  methodologies  a  PHA  could  utilize  in  setting  its  ceiling  rents. 
They  include:  the  current  system,  using  debt  serve  and  operating  costs;  a  second 
plan  that  would  allow  maximum  rents  at  the  80-90  percentile  per  development; 
and  a  third  plan  allowing  agencies  to  cap  rents  using  the  Section  8  rent 
reasonableness  test,  which  takes  into  account  the  costs  of  similar  types  of  housing 
in  the  area. 

We  believe  this  more  flexible  approach  would  allow  more  working  families  to 
remain  in  public  housing,  eventually  transitioning  to  the  private  market,  consistent 
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with  the  public  housing  program's  original  intent. 


Question  #5;  The  proposed  FY  1995  HUD  budget  would  substantially  reduce  public  housing 
operating  subsidies.  Given  that  public  housing  rents  do  not  cover  the  operating  costs  of  public 
housing  units,  how  will  this  proposed  reduction  impact  on  public  housing  developments?  What 
kind  of  day-to-day  maintenance  in  public  housing  developments  will  suffer  as  a  result  of  these 
proposed  reductions? 

The  current  appropriation  for  public  housing  operating  subsidies  is  $2.62  billion. 
Much  to  their  dismay,  PHAs  are  receiving  only  95%  of  what  they  are 
contractually  entitled  to  receive.  This  is  because  the  overall  allocation  is  $144 
million  short  of  what  is  needed  to  fiilly  augment  the  Performance  Funding  System 
(PFS). 

HUD's  proposed  FY  1995  budget  calls  for  a  PFS  appropriation  of  $2.49  billion. 
In  other  words,  HUD  is  proposing  a  net  cut  of  more  than  $100  million  on  top  of 
the  existing  $144  million  gap.  If  enacted,  this  cut  would  have  serious 
ramifications  for  many  PHAs. 

Operating  costs  attributable  to  utilities,  insurance  premiums,  employee  benefits, 
maintenaitce,  and  social  services  continue  to  escalate.  This  is  accompanied  by  the 
fact  that  resident  incomes  continue  to  decline.  When  all  these  costs  are  accounted 
for,  PHADA  estimates  that  $3.2  billion  is  required  to  fully  fund  PFS  in  FY  1995. 

Some  housing  authorities  would  be  forced  to  scale  back  many  activities  if  their 
operating  budgets  are  not  funded  adequately  next  year.  The  cuts,  for  example, 
would  necessitate  staff  reductions  resulting  in  deferred  maintenance,  and  greater 
time  periods  for  families  awaiting  placement  in  units.  Social  Services,  which 
have  proved  vital  in  enhancing  living  conditions  in  public  housing,  might  also  be 
curtailed. 

Other  PHAs  might  be  put  in  a  situation  where  they  are  forced  to  deplete  reserves. 
Ultimately,  this  could  place  some  agencies  in  a  position  of  fmancial  risk,  or  even 
on  HUD's  list  of  "troubled"  housing  authorities.  In  the  fmal  analysis,  it  would 
be  the  nation's  3  million-plus  public  housing  residents  who  would  bear  the  brunt 
of  the  cuts. 

For  all  of  these  reasons,  we  urge  Congress  to  fully  fund  PFS  in  FY  1995. 


Question  ff6:  Various  proposals  have  been  raised  about  relaxing  the  one-for-one  replacement 
requirement  for  public  housing  demolished  or  disposed  in  a  "severely  distressed"  project. 
What  is  the  position  of  your  organization  with  regard  to  these  proposals? 
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There  is  no  question  that  current  one-for-one  replacement  laws  have  created  a 
"Catch  22"  problem  in  some  public  housing  communities,  particularly  those 
designated  as  "severely  distressed."  In  many  instances,  PHAs  cannot  demolish 
obsolete  buildings  because  there  is  not  sufficient  money  available  to  replace  lost 
units  with  new  ones.  And,  because  PHAs  must  replace  units  lost  through 
demolition/disposition,  they  are  often  forced  to  rehabilitate  obsolete  or  dilapidated 
apartments  in  undesirable  locales. 

The  other  problem  that  enters  the  picture  is  HUD's  site  and  neighborhood 
standards.  Under  HUD's  rules  which  protect  against  "impaction",  PHAs  cannot 
place  new  housing  communities  in  areas  with  large  numbers  of  low  income 
families.  This  is  true  even  if  the  community  and  the  residents  want  to  locate  the 
housing  at  that  given  site.  At  the  same  time,  land  in  more  appealing  areas  is 
frequently  too  expensive  to  meet  with  HUD's  site  standards.  Thus,  it  too,  often 
caimot  be  used  to  fulfill  replacement  requirements. 

PHADA  has  not  had  sufficient  time  to  consider  the  various  proposals,  which  are 
still  in  the  developmental  state.  We  understand  that  Rep.  Collin  Peterson  will 
soon  introduce  a  bill  abolishing  the  one-for-one  law.  We  plan  to  take  up  this 
proposal  and  other  modifications  under  consideration  at  our  next  full  board 
meeting.  I  should  stress,  however,  that  any  plan  should  be  sufficiently  flexible 
in  its  approach,  with  the  locality  given  maximum  discretion  in  terms  of  the 
replacement  policy.  This  would  ensure  that  each  community 's  unique  needs  could 
be  taken  into  consideration. 
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Mr.  Chairman,  members  of  the  committee,  my  name  is  John  Hiscox.  I  am 
Executive  Director  of  the  Macon  Housing  Authority,  which  administers  2,176  units  of 
public  housing  and  roughly  1,700  Section  8  properties.  Today,  I  am  appearing  on 
behalf  of  the  Georgia  Association  of  Housing  and  Redevelopment  Authorities,  w/hich 
represents  202  Housing  Authorities  administrating  over  58,000  units  of  public  housing. 
In  addition,  our  position  Rent  Reform  legislation,  the  matter  I  v\/ish  to  bring  before  you 
today,  has  been  formally  endorsed  by  Public  Housing  Authorities  Directors  Association, 
tw/o  major  regional  housing  associations  and  more  than  a  dozen  of  our  fellow  state 
organizations. 

On  behalf  of  all  these,  and  the  300,000  low-income  individuals  we  serve,  I  wish 
to  thank  you  for  providing  GAHRA  with  the  opportunity  to  testify  before  the  committee. 
Allow  me  also  to  express  our  gratitude  for  your  continued  support  of  public  housing  and 
your  tireless  efforts  to  improve  the  lives  of  the  people  we  serve  together. 

I  am  accompanied  this  morning  by  Ms.  Cornelia  Blassingame,  a  Resident 
Association  leader  from  Augusta,  Georgia  and  Ms.  Judy  Jackson,  a  Resident 
Association  leader  from  Athens,  Georgia.  These  are  but  two  of  the  forty-two  Public 
Housing  Resident  Association  leaders  from  across  Georgia  who  have  accompanied 
housing  professionals  and  Commissioners  to  Washington  this  week  to  campaign  for 
Public  Housing  Rent  Reform  legislation.  As  we  speak,  their  compatriots  are  on  the  Hill, 
visiting  Senators  and  Representatives. 

This  is  without  precedent;  to  the  best  of  our  knowledge  no  other  housing 
professional  organization  has  ever  undertaken  to  directly  empower  dozens  of  Resident 
Association  representatives,  who  speak  for  thousands  of  their  neighbors,  to  directly 
promote  housing  policy  changes  that  would  benefit  their  neighbors  and  their 
communities.  In  the  event  that  there  are  future  hearings  specifically  on  the  issue  of 
Rent  Reform,  which  we  strongly  recommend,  GAHRA  strongly  believes  that  Resident 
Association  leaders  should  be  consulted.    It  is  because  of  them  that  we  are  here. 

The  remainder  of  my  oral  testimony  is  excerpted  from  Rent  Reform:  The 
Missing  Link  is  Upward  Mobility  for  Public  Housing  Residents,  which  is  attached 
and  submitted  as  our  formal  written  testimony.  I  commend  the  entire  document  to  your 
attention  in  the  belief  that  it  represents  the  most  thorough  documentation  on  this  topic 
to  date.  While  we  do  not  claim  to  have  a  monopoly  on  understanding  this  issue,  I  think 
it  is  important  to  note  that  GAHRA  was  a  pioneer  in  researching  this  area  and  many  of 
the  policy  pronouncements  of  other  housing  groups  and  initiatives  by  HUD  are  in 
response  to  our  initial  efforts. 

GAHRA  is  grateful  that  the  Committee  has  taken  up  consideration  of  many  of 
these  initiatives  in  HR  3838,  the  Housing  and  Community  Development  Act  of  1994, 
and  in  HR  3888  by  Representative  Roukema  and  HR  2957  by  Representative 
Knollenberg.  For  the  last  two  years,  GAHRA  has  made  securing  significant  Rent 
Reform  our  sole  legislative  priority.   We  chose  this  path  and  will  persist  in  it  because 
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we  believe  that  no  single  issue  has  as  much  power  to  improve  the  welfare  of  the 
families  we  serve  and  the  communities  in  which  they  live,  while  favorably  impacting  the 
Federal  Budget.  Mr.  Chairman,  again  we  thank  you  and  the  members  of  the 
Committee  for  your  willingness  to  consider  our  recommendations  on  Rent  Reform. 
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FOREWORD 

The  Public  Housing  Authorities  Directors  Association  (PHADA)  urges  your  attention  to 
the  attached  position  paper  on  rent  reform,  which  we  believe  to  be  the  most  pressing 
legislative  matter  facing  public  housing  at  this  time.  This  paper  was  prepared  with  the 
assistance  of  the  Georgia  Association  of  Housing  Redevelopment  Authorities  (GAHRA), 
an  early  leader  in  this  cause.  PHADA  is  distributing  it  broadly  to  the  housing  industry, 
Congress,  and  other  interested  parties  in  hopes  of  stimulating  debate  and  prompt  action 
on  this  most  important  issue. 

The  position  paper  which  follows  is  a  work  in  progress.  The  PHADA/GAHRA  position 
on  rent  reform  has  been  forged  stronger  by  examination  and  debate.  It  has  maintained 
its  original  principles,  but  has  assimilated  fresh  insights  derived  from  discussion  and 
research.    We  invite  the  reader  to  contribute  to  this  process. 

The  purpose  of  this  foreword  is  to  give  a  sense  of  history  to  both  our  position  and  the 
document  which  follows.  For  several  years  now,  PHADA  and  GAHRA  (and  most  other 
industry  organizations)  have  advocated  that  fundamental  changes  in  the  HUD  rent 
calculation  formula  are  an  absolute  necessity.  We  came  to  this  belief  by  a  first  hand 
observation  of  the  devastating  effects  that  negative  incentives  embedded  in  the  system  have 
on  the  lives  of  our  customers  and  their  neighborhoods. 

Recent  events  have  caused  rent  reform  to  attain  the  critical  mass  needed  to  move  from 
a  nagging  industry  concern  to  a  major  housing  issue.  Like  many  housing  organizations, 
GAHRA  had  for  years  included  rent  reform  as  part  of  its  overall  legislative  agenda.  In 
late  1992,  however,  the  GAHRA  Legislative  Committee  realized  that  a  single-focus  agenda 
would  have  far  greater  impact.  The  term  "rent  reform"  was  coined  and  a  task  force 
appointed   to  conduct  policy  research  and  press  for  action  on  this  issue. 

On  December  15,  1992,  GAHRA  met  with  representatives  from  PHADA,  NAHRO  and 
CLPHA,  along  with  staff  from  the  Senate  Housing  and  Urban  Affairs  Committee  to 
discuss  the  principles  of  rent  reform  and  request  their  assistance.  Following  that  meeting, 
GAHRA  presented  the  issue  to  the  PHADA  Housing  and  Legislative  Committees  in  San 
Diego,  where  it  received  a  strong  endorsement. 

Bolstered  by  the  encouragement  from  these  organizations,  the  GAHRA  task  force 
proceeded  to  conduct  the  basic  research  and  prepare  the  prototype  of  the  position  paper 
which  follows.  This  document  was  presented  to  members  of  Congress,  their  staff  and 
HUD  officials  during  the  GAHRA  Legislative  Conference  in  March  1993.  Immediately 
after  those  meetings,  GAHRA  contracted  with  the  Housing  and  Development  Law 
Instimte  (HDLI)  to  produce  a  draft  federal  statute  on  rent  reform. 

A  copy  of  the  draft  legislation  may  or  may  not  be  attached  to  this  position  paper. 
However,  PHADA  and  GAHRA  will  be  more  than  willing  to  provide  copies  of  the  draft 
or  additional  copies  of  the  position  paper.  Please  call  or  write  anyone  on  the  "Contact 
Sheet"  attached   in  the  Appendix  on  this  paf)er. 

The  PHADA  Board  of  Trustees  formally  endorsed  the  proposed  legislation  at  its 
Legislative  Conference  in  September  1993.  PHADA  members  and  staff  are  currently 
providing  organizational  assistance  and  technical  support.  Rent  reform  is  PHADA's 
highest  priority  housing  policy  initiative. 
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The  results  to  date  have  been  astounding,  as  if  we  had  started  an  avalanche  with  a  single 
snowball.  All  of  the  major  industry  groups  have  appointed  their  own  task  forces  and/or 
performed  rent  reform  research,  culminating  in  policy  pronouncements  and  legislative 
initiatives.  HUD  Secretary  Henry  Cisneros  convened  a  broad  based  meeting  of  housing 
industry  and  advocacy  representatives  to  strategize  about  rent  reform,  following  which 
HUD  began  to  produce  its  own  policy  initiatives. 

More  importantly,  a  grass  roots  movement  in  support  of  rent  reform  has  arisen  within  the 
public  housing  industry.  Dozens  of  state  and  regional  associations  have  formally  endorsed 
the  PHADA/GAHRA  effort.  Many  of  these  were  working  with  third  generation  copies 
of  the  original  position  paper  which  had  been  passed  from  hand  to  hand.  We  have 
received  calls  almost  daily  from  Housing  Authorities  across  the  country  asking  how  they 
can  help.  As  word  spread,  additional  allies  appeared:  home  builder's  associations,  state 
welfare  departments,  private  industry  councils,  public  housing  resident  councils,  etc.  News 
stories  and  positive  editorials  have  appeared    in  news  media  across  the  country. 

To  meet  the  unexpected  demand,  GAHRA  reprinted  and  distributed  more  than  1,000 
copies  of  various  editions  of  the  original  position  paper,  many  to  organizations  who  have 
subsequently  recopied  it.  Now  PHADA  has  responded  to  this  need  by  sponsoring  an 
updated  edition  which  includes  the  most  recent  research  figures  and  changes  in  welfare 
and  tax  policy.  PHADA  is  underwriting  the  production  and  distribution  of  this  document 
to  the  broadest  possible  universe  of  interested   organizations   and  individuals. 

Much  important  work  remains  to  be  done.  There  are  differences  between  the 
PHADA/GAHRA  positions  and  others  emanating  from  the  industry.  But  healthy  debate 
is  underway  and  most  of  the  differences  are  of  a  nature  that  can  be  resolved  during  the 
legislative  process.  In  fact,  it  is  the  nearly  unanimous  agreement  on  the  core  principles 
which  convinces  us  that  the  case  for  rent  reform  has  never  been  stronger.  The  Secretary 
of  HUD,  members  of  Congress,  other  industry  groups,  editorial  writers  and  the  public  have 
joined  our  members  in  supporting  rent  reform.  The  introduction,  analysis  and 
recommendations  which  follow  should  help  explain  why  these  two  simple  words  are  so 
powerful  and  important. 
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RENT  REFORM:  THE  MISSING  LINK  IN  UPWARD 
MOBILITY  FOR  PUBLIC  HOUSING  RESIDENTS 

As  our  principal  housing  policy  initiative  for  1994,  the  Public  Housing  Authorities 
Directors  Association  and  the  Georgia  Association  of  Housing  and  Redevelopment 
Authorities  have  chosen  the  issue  of  rent  reform.  With  so  much  opportunity  for  change 
occasioned  by  a  new  Administration,  why  would  PHADA  and  GAHRA  focus  their  efforts 
so  intensely  on  one  issue?  The  answer  is  simple.  There  is  no  other  issue  which  has  such 
direct  impact  on  the  welfare  of  public  housing  families,  the  neighborhoods  in  which  they 
live,  and  housing  authorities  as  an  institution. 

Our  primary  concern  is  the  economic  and  social  well-being  of  the  low  income  families  we 
serve.     We  have  seen   how  dysfunctional    Federal    rent  policy  decisions   have  created 
powerful  disincentives  to  employment  and  upward  mobility.    The  result  has  transformed 
once  thriving  public  housing  neighborhoods  into  welfare  ghettos  -  its  residents  robbed  of 
oppormnity  and  hope  and  its  social  fabric  rendered  inadequate  to  cope  with  challenges  like 
drugs,  crime,  and  youth  gangs. 

It  is  the  intention  of  PHADA  and  GAHRA  to  do  everything  within  our  collective  power 
to  work  with  the  Administration  and  the  Congress  to  secure  substantive  change  in  Federal 
policy  affecting  the  public  housing  rent  structure.  To  this  end,  we  will  first  identify  the 
flaws  in  the  existing  system  and  demonstrate  how  they  work  to  the  detriment  of  residents 
and  their  neighborhoods.  We  will  then  offer  both  specific  policy  recommendations  and 
discuss  broader  policy  topics  which  we  believe  warrant  further  investigation.  We  intend 
to  address  directly  the  principal  obstacles  to  rent  reform  -  its  anticipated  monetary  cost 
and  the  philosophical  objections  of  some  who  dispute  our  aims.  Finally,  we  will  discuss 
the  benefits  of  rent  reform  to  residents.  Housing  Authorities,  and  the  Federal  government. 

THE  IRON  PENALTY: 
WHY  THE  CURRENT  SYSTEM  FAILS 

For  two-thirds  of  its  fifty-five  year  history,  public  housing  served  as  a  ladder  for  upward 
mobility.  Families  needing  decent  shelter  moved  in,  got  a  break  on  their  rent,  got  on  their 
feet,  and  moved  out.  The  families  who  left  were  usually  better  off  than  when  they  arrived, 
often  moving  to  unsubsidized  private  rental  housing  or  homeownership.  Public  housing 
alumni  include  many  of  the  nation's  most  distinguished  citizens. 

All  of  this  worked  because  these  impoverished  public  housing  residents  had  positive 
incentives  to  work  hard  to  improve  their  lives.  By  the  early  1980s,  however,  important 
changes  in  Federal  law  substituted  negative  incentives  for  positive  incentives.  Minimum 
rents  were  abolished  and  the  rent-to-income  ratio  increased  to  thirty  percent.  Various 
exemptions  and  exclusions  of  earned  income  were  eliminated.  Most  importantly,  ceiling 
rents  were  abolished,  thereby  eliminating  the  adjustment  period  necessary  for  a  family  to 
transition  from  AFDC  to  beginning  employment  to  self-sufficiency. 

The  highest  marginal  "tax"rate  is  not  paid  by  millionaires  but  rather  by  AFDC-dependent, 
public  housing  residents  who  accept  a  full  time,  minimum  wage  job.  Please  refer  to  the 
matrix  on  page  4  which  compares  the  incomes  of  various  types  of  families  common  to 
public  housing  in  Georgia,  Maryland  and  Missouri.  The  purpose  of  this  table  is  to  clearly 
demonstrate  the  method  by  which  public  assistance  policy  and  public  housing  policy 
interact  to  create  powerful  disincentives  to  employment. 
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Minimum  wage  employment  actually  imposes  a  stiff  penalty  on  public  housing  residents. 
Notice  that  Georgia  family  #  3,  whose  head  of  household  works  forty  hours  per  week  at 
minimum  wage,  receives  $148  a  month  less  disposable  income  than  family  #  1  with  AFDC 
income  only.  This  is  the  equivalent  of  being  taxed  at  the  rate  of  120%  of  gross  earnings! 

It  is  worse  when  you  consider  that  these  numbers  make  very  optimistic  assumptions  about 
work  related  expenses.  We  calculated  that  each  working  family  has  deeply  subsidized  child 
care  for  two  of  their  three  children  through  the  Department  of  Family  and  Children's 
Services,  and  that  the  third  child  is  capable  of  self  care.  We  further  assume  that  the 
working  family  pays  no  state  or  Federal  income  taxes  and  pays  only  $5.00 per  day  for  work 
related  expenses  such  as  transportation,  uniforms,  meals,  union  dues,  etc.  (In  most  areas, 
$5.00/day  will  barely  pay  for  round  trip  public  transportation  and  lunch  in  a  subsidized 
cafeteria.)  We  also  assume  that  the  working  family  has  the  good  fortune  to  have  Medicaid 
replaced  by  private  health  insurance  with  the  employer  paying  half  of  the  premium  for 
family  coverage. 

The  working  resident's  situation  does  not  materially  improve  as  earned  income  rises  above 
minimum  wage.  Family  #4,  whose  head  of  household  works  at  $7.35  per  hour  (73%  above 
minimum  wage),  still  has  less  disposable  income  than  family  #1,  with  AFDC  only.  Thus, 
relentless  rent  increases  not  only  discourage  entry  into  employment,  but  also  impose  long 
term  penalties  even  on  those  who  persist  long  enough  to  secure  substantial  improvement 
over  entry  level  wages. 

Because  public  assistance  levels  are  different  in  each  state,  the  details  of  this  analysis  vary 
as  we  look  across  the  country.  The  principles,  however,  remain  the  same.  Please  note  that 
the  negative  incentive  to  minimum  wage  employment  is  $127  per  month  in  Missouri  and 
$256  per  month  in  New  Jersey  and  $270  per  month  in  Maryland.  This  is  the  equivalent 
of  effective  tax  rates  of  117%,  135%  and  137%,  respectively.  Likewise,  note  that  the 
families  who  earn  $7.35  an  hour  are  still  no  better  off  than  they  were  on  AFDC.  This 
pattern  of  strong  negative  incentives  holds  true  in  every  state  we  have  checked  thus  far. 

The  impact  of  these  policies  on  low  income  public  housing  residents  is  devastating.  Public 
Housing  Authorities  can  report  thousands  of  examples  of  families  who  attempt  entry  level 
employment  only  to  quit  when  they  realize  the  effect  that  it  will  have  on  their  rent,  and 
hence  on  their  net  disposable  income.  Since  this  also  discourages  entry  into  the  job 
market  by  young  adults  in  the  household,  young  women  are  more  likely  to  accept 
permanent  AFDC  dependency  and  young  men  to  turn  to  a  life  on  the  streets.  Besides  the 
monetary  cost  in  government  transfer  payments  and  housing  subsidies,  the  cost  in  human 
terms  to  individuals  and  society  is  incalculable. 

As  tragic  as  these  circumstances  are  when  they  affect  an  individual  family,  they  are 
multiplied  thousands  of  times  over  when  they  are  endlessly  repeated  in  the  high  density 
multi-family  environment  of  public  housing.  The  last  decade  has  produced  a  radical  shift 
in  public  housing  demographics,  all  for  the  worse.  The  experience  of  one  medium-large 
PHA  among  our  membership  is  more  or  less  typical.  The  number  of  households  with  at 
least  one  wage  earner  declined  from  slightly  less  than  a  half  of  all  households  to  less  than 
one-sixth.  Two-parent  families  with  children  declined  from  over  25%  to  less  than  1.5% 
of  the  resident  body.  The  number  of  households  receiving  at  least  one  government 
transfer  payment  increased   from  just  under  50%  to  91%. 

Please  note  that  a  significant  number  of  the  households  with  an  employed  individual  also 
receive    government    transfer    payments.      Despite    this,   the    average    total    income    of 
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households  containing  a  wage  earner  is  $7,124/annum,  less  than  full-time,  minimum  wage 
employment.  These  adverse  demographic  trends  occurred  in  spite  of  vigorous  GED, 
scholarship,  job  training,  family  self-sufficiency,  and  resident  entrepreneurship  programs 
which  did  not  exist  in  the  i970s. 

These  are  not  merely  dry  statistics.  These  are  the  declining  vital  signs  of  an  unhealthy 
resident  body.  A  decade  ago,  a  significant  block  of  working  low-income  families  provided 
role  models  and  contributed  to  neighborhood  stability.  Now,  a  teenager  facing  important 
life  choices  may  very  well  reside  in  a  building  without  a  single  resident  who  gets  up  and 
goes  to  work  in  the  morning,  particularly  if  he  or  she  lives  in  an  older,  inner-city 
development. 

By  sheer  concentration,  this  social  milieu  reinforces  negative  social  outcomes  such  as 
welfare  dependency,  low  education  levels,  and  teen  pregnancy.  As  these  become  the  rule 
rather  than  the  exception,  they  feed  on  themselves.  It  goes  without  saying  that  such  a 
population  has  increased  vulnerability  to  such  adverse  influences  as  crime,  drugs,  and  youth 
gangs.  Whether  one  is  concerned  with  the  welfare  of  the  individual  resident  family  or  the 
social  fabric  as  a  whole,  surely  we  can  agree  that  this  was  not  the  intent  of  public  housing. 

BREAKING  THE  CHAINS: 
PHADA/GAHRA  POLICY  RECOMMENDATIONS 

'PHADA  and  GAHRA  strongly  recommend  that  the  appropriate  Congressional  committee 
initiate  a  thorough  policy  review  of  Public  Housing  rent  structure,  with  the  intention  of 
producing  the  statutory  changes  necessary  for  a  functional  system.  Congressional  action 
is  appropriate  and  necessary  since  the  existing  system  is  statutory.  HUD  has  little 
regulatory  latitude  and  the  last  vestiges  of  local  discretion  were  swept  away  more  than  a 
decade  ago. 

Specifically,  PHADA  and  GAHRA  believe  that  a  two  step  process  should  be  utilized  to 
repair  the  existing  system.  First,  Congressional  hearings  should' be  held  on  the  subject  of 
rent  reform.  Second,  legislation  should  be  enacted  which  adheres  to  basic  principles 
discussed  later  in  this  section. 

Confirining  The  Facts 

The  first  step  in  solving  any  problem  is  analysis.  We  recommend  immediate  congressional 
hearings  to  confirm  the  nationwide  effect  of  current  public  housing  rent  regulations.  Any 
congressional  hearings  should  make  use  of  the  following  tactics  and  focus  on  the  followmg 
issues: 

1.  Consult  public  housing  administrators.  Professionals  actively  engaged  in  the  day- 
to-day  administration  of  a  PHA  can  offer  a  realistic  view  of  the  problem.  In 
addition,  PHA  staff  can  provide  insight  into  the  "law  of  unintended  consequences" 
which  seems  to  invariably  affect  the  regulatory  process.  Washington  staff  and 
academics  may  be  technically  proficient  in  the  quantitative  issues  surrounding  rent 
reform.  However,  local  PHA  staff  can  more  accurately  predict  the  practical, 
qualitative  effect  that  policies  will  have  on  the  daily  lives  and  behaviors  of  public 
housing  residents. 
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2.  Public  housing  residents  must  play  a  role  in  the  hearing  process.  There  can  be  no 
better  way  to  determine  the  effect  of  current  policies  on  the  lives  of  public  housing 
residents  than  to  ask  the  customers  themselves.  While  the  input  of  nationally 
known  resident  leaders  is  important,  the  focus  should  be  on  the  average  citizen. 
It  is  their  behavior  and  lives  that  will  be  most  affected  by  any  legislative  change. 

3.  Emphasize  the  long-term  impact  on  Federal  expenditures  when  evaluating  the  cost 
implications  of  Rent  Reform.  Later  we  will  illustrate  how  the  short-term  impact  of 
changes  in  rent  policy  is  often  counter  to  the  longer-term  results.  An  analysis  of  the 
last  major  rent  formula  change  will  dramatically   illustrate  this  fact. 

4.  Examine  the  impact  of  Federal  rent  regulations  on  a  variety  of  resident  groups. 

These  include  two-person  heads  of  household;  families  with  young  first-time  wage 
earners;  families  employed  above  minimum  wage;  and  AFDC-dependent  families 
desiring  employment.  The  participation  rates  of  public  housing  AFDC  recipients 
in  upward  mobility  programs  (such  as  JOBS  programs,  Job  Training  Partnership  Act 
programs  operated  by  Private  Industry  Councils,  and  the  HUD  Family  Self- 
Sufficiency  Program)  should  be  studied  in  comparison  to  the  participation  rates  of 
non-public  housing  AFDC  families.  Similarly,  the  impact  of  excluding  income 
derived  from  such  programs  should  be  examined,  along  with  the  overall  impact  of 
HUD  rent  policy  on  these  programs.  PHADA  and  GAHRA  strongly  believe  that 
an  objective  evaluation  will  document  that  existing  rent  rules  severely  depress 
participation  in  both  upward  mobility  programs  and  gainful  economic 
activity /employment. 

Enacting  A  Solution 

After  confirming  the  negative  effects  of  current  rent  policies.  Congress  should  move  swiftly 
to  enact  legislative  changes.  Failure  to  completely  remove  these  disincentives  will 
squander   scarce  national   resources  without  achieving  the  desired  results. 

The  PHADA/GAHRA  plan  for  reforming  existing  legislation  and  removing  the 
disincentives  for  employment  is  referenced  throughout  this  section.  However,  an  in  depth 
discussion  of  the  draft  legislation  is  not  the  primary  purpose  of  this  paper.  Therefore,  only 
summary  information  will  be  provided.  Precise  details  can  be  obtained  better  by  reading 
the  actual  document. 

To  ensure  success,  PHADA  and  GAHRA  believe  that  legislation  should  be  based,  at  a 
minimum,  upon  the  following  principles: 

1 .  Revise  the  HUD  definition  of  income  to  provide  incentives  for  earned  income  versus 
unearned  income.  The  current  HUD  definition  of  income  makes  no  distinction 
between  unearned  income  and  earned  income.  Both  are,  for  all  practical  purposes, 
taken  at  their  gross.  This  is  despite  the  fact  that  the  recipient  of  unearned  income 
receives  100%  of  their  allocation,  plus  additional  benefits  such  as  food  stamps  and 
Medicaid.  Meanwhile,  the  recipient  of  earned  income  takes  home  significantly  less 
than  their  gross  pay,  after  deduction  of  FICA,  Federal  and  State  taxes  (if  any), 
health  insurance,  and  work  related  expenses  such  as  transportation,  uniforms,  union 
dues,  etc.  The  only  adjustment  to  earned  income  recognized  by  HUD  is  the  out  of 
pocket  cost  of  child  care,  a  deduction  which  should  certainly  be  retained.  The  net 
effect  of  this  policy  is  that  most  of  the  working  poor  who  reside  in  public  housing 
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and  are  paid  on  a  weekly  basis  spend  two  of  their  four  paychecks  each  month  to 
pay  their  public  housing  rent.    This  is  unconscionable. 

It  is  critical  that  the  definition  of  earned  income  be  revised  in  a  manner  which 
realistically  calculates  or  approximates  the  net  cash  proceeds  of  employment  rather 
than  gross  wages.  Most  desirable  would  be  a  percentage  exclusion  from  gross 
income  which  combines  the  actual  standard  deductions  state  by  state  with  a  realistic 
percentage  for  work  related  expenses.  If  it  is  more  politically  feasible,  the  same 
could  be  accomplished  by  a  single  national  percentage  exclusion.  This  type  of 
action  would  provide  equitable  treatment  of  the  two  types  of  income.  Individuals 
should  be  at  least  as  well  off  from  working  as  they  are  from  receiving  public 
assistance,  if  not  better  off.   In  short,  the  playing  field  must  be  leveled. 

However  the  deduction  is  determined,  PHADA  and  GAHRA  believe  that  the  10% 
exclusion  from  earned  income  authorized,  but  not  yet  funded,  in  the  1990  Housing 
Act  is  far  from  adequate.  FICA  alone  is  7.65%,  leaving  virtually  nothing  for  other 
deductions  and  work  related  expenses.  Even  food  stamp  eligibility  computations 
include  all  unearned    income  but  exclude  20%  of  earned   income. 

The  PHADA/GAHRA  draft  legislation  includes  a  specific  re-definition  of  income 
with  proposals  for  earned  income  exclusions.  Each  of  the  principle  issues  discussed 
above  is  addressed.  The  draft  legislation  provides  for  a  20%  exclusion  of  earned 
income.  It  would  also  allow  deduction  of  out  of  pocket  health  insurance  and 
medical  costs  which  exceed  3%  of  income,  which  mirrors  both  IRS  rules  and  HUD 
rent  rules  for  the  elderly.  The  intent  is  to  mitigate  the  loss  of  Medicaid  for  working 
families. 

2.  Coordinate  earned  income  exclusions  and  other  rent  reform  measures  with  welfare 
reform.  As  important  as  it  is  to  adopt  rules  which  realistically  estimate  the  net  cash 
proceeds  of  employment,  we  must  point  out  that  these  would  not  in  themselves 
eliminate  negative  incentives.  Refer  again  to  Georgia  Family  #3  in  the  matrix  on 
page  4,  whose  head  is  employed  40  hours  a  week  at  minimum  wage.  A  20% 
income  exclusion  and  a  25%  rental  rate  applied  to  earned  income  would  indeed 
drop  this  family's  rent  from  $212  to  $141  per  month,  a  savings  of  $71.  Even  under 
this  circumstance,  however,  family  #1  (AFDC  income  only)  still  enjoys  a  higher 
disposable  income.  This  continuing  disparity  demonstrates  the  need  to  coordinate 
specific  rent  reform  actions  with  other  welfare  reform  measures  to  achieve  positive 
economic  incentives. 

PHADA  has  provided  information  on  rent  reform  to  the  White  House  Working 
Group  on  Welfare  Reform.  In  testimony  before  that  body,  PHADA  emphasized 
that  coordination  of  these  two  effons  was  essential,  since  more  than  one  out  of 
every  four  AFDC  recipients  lives  in  subsidized  housing.  In  addition,  we  suggested 
forming  a  special  sub-group  of  the  White  House  Working  Group  to  focus  on 
integrating  both  of  these  reform  efforts.  While  our  draft  legislation  focuses  only  on 
public  housing  rent  structure,  PHADA  and  GAHRA  still  recommend  a  formal 
process  for  coordinating   rent  reform  and  welfare  reform. 

3.  Exclude  a  portion  of  a  secondary  wage  earner's  income.  Until  the  1980s,  local 
Housing  Authorities  had  the  option  of  excluding  a  portion  of  the  income  of  those 
wage  earners  who  were  not  the  head  of  household.  Since  this  has  been  abolished, 
we  frequently  see  families  devastated   by  what  should  be  a  happy  event  -  the  newly 
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graduated  high  school  senior  (age  18  or  above)  securing  his  or  her  first  job.  If  we 
refer  back  to  Georgia  family  ff\  on  the  matrix  and  assume  that  this  family's  oldest 
son  turns  18  and  secures  a  forty  hour  a  week  job  at  minimum  wage,  their  public 
housing  rent  Jumps  from  $108  to  $326.  Since  it's  likely  that  the  new  wage  earner 
takes  home  approximately  $580  per  month  in  new  income  and  his  mother  loses 
$50/month  in  AFDC  benefits,  our  new  wage  earner  would  have  to  voluntarily 
surrender  $268/month  or  46%  of  his  net  income  to  his  parent  as  contribution  to  the 
increased  rent. 

When  the  newly  employed  member  is  unwilling  or  unable  to  do  this,  the  entire 
family  may  be  forced  out.  As  an  alternative,  the  recent  high  school  graduate  can 
leave  his  family  before  financially  ready  or  perhaps  quit  the  job.  In  each  case,  the 
incentive  to  accept  that  all  important  first  job  is  severely  undermined. 

For  this  reason,  the  PHADA/GAHRA  draft  legislation  would  exclude  all  of  the 
earned  income  of  any  formerly  dependent  child.  This  exclusion  would  be  effective 
from  their  18th  birthday  until  the  next  effective  date  of  rent  redetermination  after 
their  21st  birthday,  after  which  it  is  phased  out  over  three  years. 

Create  incentives  for  two-person  heads  of  household.  The  destruction  of  family 
units  by  the  social  welfare  system  is  well  understood  by  public  housing  professionals. 
Regardless  of  one's  belief  about  the  causes  of  our  exploding  single-parent 
population,  it  is  clear  that  this  trend  represents  a  serious  national  problem.  It  is 
recognized  on  the  cover  of  national  news  magazines  and  in  countless  academic 
articles  and  papers.  Later  in  this  paper,  we  will  detail  the  mechanisms  (such  as 
quitting  a  job)  by  which  rent  structure  contributes  to  the  deterioration  of  our 
families. 

There  should  be  no  attempt  to  moralize  when  addressing  this  issue.  Simply,  two 
adults,  regardless  of  the  relationship,  can  provide  a  more  nurturing  environment 
than  one.  This  is  especially  true  when  one  or  both  may  need  to  work  long  hours 
to  achieve  any  measure  of  financial  stability.  In  general,  children  from  single 
parent,  low  income  families  are  at  greater  risk  for  poor  academic  performance, 
criminal  activity,  drug  abuse  and  lower  lifetime  earnings  than  children  growing  up 
with  two  adult  family  members.  If  the  income  tax  laws  of  the  United  States  can 
provide  a  break  for  two  person  heads  of  household,  then  surely  public  housing  rent 
regulations  can  do  the  same. 

The  PHADA/GAHRA     draft  legislation  provides  for  the  possibility  of  a  deliberate 
incentive  for  two-person  families  with  children.    The  Secretary  of  HUD  is  allowed 
to  promulgate   regulations  excluding  up  to  an  additional    10%  of  earned  income  for 
this  group. 

Revise  ceiling  rent  regulations  to  provide  for  retention  of  working  families  until 
they  can  obtain  financial  self-sufficiency.  Until  1982,  PHAs  enjoyed  the  local 
option  of  establishing  ceiling  rents.  These  served  a  vital  function  of  allowing  a  new 
wage  earner  a  reasonable  period  of  time  to  get  on  their  feet  and  make  a  transition 
to  private  housing.  Ceiling  rents,  in  effect,  establish  a  time  and  income  band  in 
which  a  striving  low  income  family  actually  gets  to  keep  most  of  its  additional 
income,  laying  the  ground  work  for  economic  advancement  and,  for  many, 
homeownership.  The  psychological  impact  of  ceiling  rents  on  residents  should  not 
be  underestimated;    the  knowledge  that  you  can  earn  an  extra  dollar,  at  least  for  a 
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time,  without  the  Housing  Authority  grabbing  its  share  has  a  liberating  effect  on  the 
aspirations   and  behavior  of  residents. 

It  is  important  to  point  out  that  HUD's  token  ceiling  rent  policy  is  dysfunctional. 
HUD  allows  PHAs  to  establish  ceiling  rents  based  on  the  sum  of  average  operating 
cost  plus  imputed  debt  service  for  the  development  cost  of  the  project  plus  all 
subsequent  capital  improvements.  This  results  in  ceiling  rents  as  high  as  $400-5500 
for  two  bedroom  public  housing  apartments,  which  far  exceeds  market  value  in 
most  market  areas.  Besides  being  absurd  on  its  face,  these  ceiling  rents  do  not 
work  to  encourage   employment. 

A  workable  ceiling  rent  formula  should  be  flexible  enough  to  allow  for  variations 
in  rental  markets  across  the  country.  For  example,  they  could  be  based  on  the 
"Rent  Reasonableness"  requirement  already  used  in  HUD's  Section  8  Certificate 
Program.  PHAs  should  have  the  option  of  establishing  ceiling  rents  by  project  and 
bedroom  size  based  on  comparability  to  similar  apartments  with  similar  amenities 
in  the  same  general  neighborhood.  This,  or  a  similar  market-based  approach,  is 
absolutely  necessary  for  success.  As  HUD  states  in  the  preamble  to  the  March  15, 
1989  Federal  Register  (24CFR  913.107),  "HUD  believes  that  tenant  families  should 
not  pay  more  in  rent  than  comparable  housing  would  cost  on  the  private  rental 
market".    We  heartily  agree. 

To  that  end,  a  significant  portion  of  the  PHADA/GAHRA  draft  legislation  is 
devoted  to  ceiling  rent  reform.  Three  separate  options  are  authorized  for  use  by 
PHAs.  Option  #1  is  based  on  debt  service  and  operating  expenses.  Option  #2  is 
based  on  the  average  rents  of  families  residing  in  public  housing  prior  to  rent 
reform.  Option  #3  is  based  on  the  fair  market  value  of  comparable  units  in  the 
private  sector.  Each  option  has  its  own  adjustment  mechanisms  and  protections 
from  abuse.  Residents  are  provided  a  three  year  ceiling  rent  with  provisions  for 
extension  due  to  unexpected  loss  of  income.  Complete  details  on  each  option  are 
contained    in  the  draft  legislation  itself. 

6.         Phase  out  rent  exclusions  and  ceiling  rents  rather  than  abruptly  terminating  them. 

People  need  time  to  become  accustomed  to  working  and  to  enjoy  the  fruits  of  their 
labors.  Later,  they  may  engage  in  saving  and  other  positive  economic  behaviors. 
Public  housing  professionals  know  from  past  experience  the  effect  of  abrupt 
termination  of  benefits.  When  rent  skyrockets  back  to  unprotected  levels,  the 
family  may  move  before  they  are  financially  secure  or  quit  their  job.  Either  of 
these  outcomes   is  the  opposite  of  the  intent  of  rent  reform. 

Therefore,  the  PHADA/GAHRA  draft  legislation  proposes  a  three  year  phase- 
down  period  for  almost  all  of  its  incentives.  This  strategy  should  allow  for  a 
workable  transition  to  a  permanently  improved  economic  condition  inside  or 
outside  of  public  housing. 

Throughout  this  section,  reference  has  been  made  to  the  PHADA/GAHRA  draft 
legislation.  This  document  is  very  specific  and  presents  many  strong  positions  on  the  topic 
of  rent  reform.  However,  both  PHADA  and  GAHRA  stand  on  the  principle  that  the 
details  of  any  rent  reform  plan  are  less  important  than  the  results.  Whatever  the  formula 
or  language,  it  must  improve  both  economic  conditions  and  neighborhoods  for  all  public 
housing  residents. 
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so  WHAT'S  THE  PROBLEM: 
DEALING  WITH  OBJECTIONS 

With  all  the  potential  benefits  of  rewarding  positive  economic  behavior,  why  not  take 
action  immediately?  The  two  principal  objections  to  rent  reform  in  public  housing  are 
financial  and  philosophical.  The  first  is  raised  by  some  who  assert  that  the  result  would 
be  an  immediate  and  continued  increase  in  Federal  outlays  for  Performance  Funding 
System  operating  subsidies.  The  second,  often  raised  by  both  conservatives  and  liberals, 
is  based  on  a  belief  that  public  housing  is  and  should  be  the  housing  of  last  resort  for  the 
poorest  of  the  poor. 

We  would  like  to  respond  to  both  of  these  objections,  beginning  with  the  financial.  Major 
changes  in  public  housing  rent  computation  methods  began  with  the  Brooke  Amendment 
in  1968  and  culminated  with  the  abolition  of  ceiling  rents  in  1982.  In  that  year.  Federal 
outlays  for  public  housing  operating  subsidies  totaled  $1,493,459,891.  In  the  following 
decade,  they  grew  to  $2,266,934,000,  an  increase  of  52%.  At  first  glance,  this  would 
appear  to  roughly  parallel  inflation.  The  subsidy  pictore,  however,  was  far  from  static 
during  this  period.  In  1983,  as  the  first  impact  of  ceiling  rent  elimination  and  the  thirty 
percent  rent  to  income  ratio  took  hold,  subsidy  outlays  acmally  dropped  over  22%,  to 
$l,154,366,035as  shown  in  the  graph  below.  For  the  next  three  years,  subsidy  growth  was 
relatively  slow,  averaging  about  2.5%.  To  the  casual  observer,  it  would  appear  that  the 
new  rent  rules  were  succeeding,  at  least  as  fiscal  policy. 

These  figures,  however,  mask  a  dark  undercurrent.  The  imposition  of  the  thirty  percent 
rent  to  income  ratio  was  phased  in  for  families  in  occupancy  so  that  none  experienced 
more  than  a  10%  increase  each  year  for  five  years.  This  meant  a  period  of  slow  growth 
in  operating  subsidies  as  decreases  in  the  number  of  working  families  were  balanced  by 
higher  rents  on  those  who  remained.  Increases  were  further  buffered  by  general  inertia; 
it  took  time  for  established   families  to  move  out  or  change  their  behavior. 
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The  graph  on  the  previous  page  shows  that  by  the  late  1980s,  the  demographic  transition 
within  public  housing  caused  by  these  rules  came  into  full  flower  and  began  feeding  on 
itself.  The  rapid  decline  of  working  families  in  public  housing  began  to  drive  operating 
subsidies  relentlessly  upward.  By  1987,  subsidy  was  $1,460, 071,960approximately  the  same 
as  1982.  Coincidentally,  the  phase-in  period  of  10%  growth  caps  ended  in  1986.  The 
increase  from  1986  through  1992  has  been  an  astonishing  82%,  despite  relatively  low 
inflation. 

According  to  figures  quoted  by  former  HUD  Assistant  Secretary  Schiff  in  the  2-8-93 
PHADA  ADVOCATE,  operating  subsidy  has  increased  46%  in  the  last  four  years, 
approximately  2.2  times  inflation.  Since  operating  subsidy  basically  funds  the  difference 
between  the  allowable  expense  level  (the  growth  of  which  has  approximated  inflation)  and 
housing  authority  rental  income  (which  has  not),  it  is  obvious  that  the  culprit  is  primarily 
rental  income. 

We  can  demonstrate  that  one  of  the  principal  reasons  for  this  increase  in  operating  subsidy 
is  the  removal  of  the  working  poor  from  our  neighborhoods.  The  experience  of  one  of  our 
members  is  more  or  less  typical.  In  1982,  the  Macon  (GA)  Housing  Authority  housed 
almost  1,000  wage  earners  in  its  2, 176  units.  The  average  rent  of  S79.17Per  Unit  Month 
(PUM)  paid  54%  of  the  Housing  Authority's  operational  cost,  the  difference  being  paid 
by  $53.18  per  unit  month  federal  operating  subsidy.  By  1992.  only  380  wage  earners 
remained.  As  a  result,  the  average  rent  of  $106.44  paid  only  44%  of  total  operating  cost, 
the  difference  covered  bv  $132.94  PUM  in  subsidy.  The  increase  in  annual  operating 
subsidy  in  the  ten  year  period  was  $2,127,961.00,over  159%.  The  rental  income  in  the 
same  decade   increased  only  34%. 

This  means  that  average  resident  income  actually  declined  after  inflation,  taking  PHA 
rental  income  down  with  it!  At  the  time  of  their  adoption,  the  abolition  of  ceiling  rents 
and  the  adoption  of  a  30%  rent  to  income  ratio  were  touted  as  a  great  relief  to  the 
Federal   Budget.    It  should  be  patently  obvious  that  the  effect  is  precisely  the  opposite. 

The  mechanism  by  which  this  occurs  is  observed  daily  by  Housing  Authority  staff.  The 
head  of  household' or  other  family  member  goes  to  work  and  dutifully  reports  the  income 
as  the  lease  requires.  Within  a  few  weeks,  the  family  receives  a  rent  increase  effective  the 
first  of  the  following  month.    The  family  responds,  often  within  days,  by  either: 

•  Quitting  the  job.  This  is  particularly  the  case  with  young  adult  members  of  the 
household  accepting  their  first  job  after  graduation  from  high  school.  It  should  go 
without  saying  that"  if  heads  of  household  cannot  afford  for  their  19  year  olds  to 
accept  that  first  entr)'  level  job.  the  young  adult's  chances  of  permanent 
independence  are  drastically  reduced.  For  young  men.  the  alternative  is  usually  the 
street  corners:  for  young  women  it  is  usually  AFDC  dependency. 

•  Moving  out.  If  forty  hours  per  week  employment  at  $5.00 an  hour  were  sufficient 
to  pay  for  decent  but  modest  rental  housing  on  the  open  market,  this  would  be  a 
cause'  of  celebration,  but  it  is  not.  In  the  typical  Georgia  rental  market,  the  family 
moves  back  to  cheap  but  grossly  substandard  housing.  In  a  tight  rental  market,  the 
only  choice  is  unconscionably   high  rent,  whether  in  public  or  private  housing. 
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•     Removing  the  offending  family  member  (i.e.  the  one  with  the  job)  from  the  lease. 

In  almost  every  case,  tlus  involves  young  men  whose  incomes  are  not  sufficient  to 
allow  them  to  live  independently.  They  are  driven  out  of  their  legitimate  home  into 
a  life  on  the  street  and/or  living  temporarily  with  low-income  single  women, 
thereby  contributing  to  the  social  instability  of  the  neighborhood.  In  some  cases, 
they  are  removed  from  the  lease  but  remain  in  the  household,  setting  up  the  family 
for  a  future  fraud  accusation. 

Please  understand  that  these  are  not  "Welfare  Cadillac"  stories  but  standard  patterns  easily 
observed  in  any  PHA.  As  an  example,  consider  the  recent  history  of  Project  GA007003, 
a  128  unit  family  development.  As  the  following  table  shows,  average  rent  remains  more 
or  less  level  untU  April,  the  effective  date  of  annual  reexaminations.  Note  that  there  is  an 
immediate  increase  in  the  average  rent,  representing  the  reported  increases  in  resident 
income.    Notice  also  that  within  90  days  the  average  rent  had  returned  to  "normal". 
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The  average   income   of  families  that   left  during  this  period   due  to  rent   was  $10,600, 
equivalent   to  full  time  employment  at  $5.10/hr.    This  is  only  27%  of  the  area  median 
income  and  just  over  half  of  the  $19,500  threshold   for  "very  low  income"  in  the  Federal 
definition  for  a  family  of  four.  These  families  are  obviously  not  leaving  because  they  have 
"made  it". 

Just  as  there  was  a  short-term  benefit  when  the  federal  rent  rules  were  changed  over  a 
decade  ago,  there  will  be  a  short-term  cost  to  fix  it.  It  is  beyond  the  ability  of  PHADA 
and  GAHRA  to  prepare  an  accurate  estimate  on  a  national  scale,  but  we  believe  that  we 
do  have  enough  data  to  demonstrate  that  the  cost  would  be  small  and  temporary.  One 
Georgia  PHA  which  has  applied  for  a  ceiling  rent  waiver  estimated  the  cost  of  startup  at 
$1.57PUM.  They  further  estimate  the  cost  of  a  20%  earned  income  exclusion  to  be  $5.08 
PUM.  Because  ceiling  rents  apply  primarily  to  wage  earners,  the  total  cost  is  less  than  the 
sum  of  these  two.  Although  it  is  not  statistically  valid  to  extrapolate  the  results  from  one 
PHA  to  the  entire  public  housing  stock,  we  mention  for  point  of  reference  that  doing  this 
would  result  in  an  initial  one  time  cost  of  approximately  $94  million,  or  about  4%  of 
current  operating  subsidy.  We  have  been  told  that  this  is  surprisingly  close  to  HUD's  own 
estimate. 

The  reason  rent  reform  costs  so  much  less  than  the  amounts  "saved"  a  decade  ago  is 
simple.  The  exodus  of  the  working  poor  from  public  housing  means  that  lower  rents  will 
initially  apply  to  a  great  deal  fewer  people,  since  considerably  fewer  current  residents  are 
now  employed. 

While  this  abnormal  scarcity  of  employed  persons  is  true  of  public  housing  families  in 
general,  it  is  even  more  evident  in  two  specific  groups  targeted  by  the  PHADA/GAHRA 
legislation.  Consider  first  the  earned  income  of  formerly  dependent  18  to  23  year  olds. 
One  large  Georgia  PHA  reports  that  out  of  2, 176 apartments,  they  do  indeed  have  171 
residents  in  this  category.  However,  only  26  are  now  employed.  Applying  the  proposed 
exemptions  to  these  households  would  cost  only  $1.46  PUM,  or  less  than  1%  of  current 
operating   subsidy. 

The  number  of  two  parent  families  with  earned  income  is  lower  still.  The  same  PHA 
referenced  above  only  found  13  such  families  out  of  more  than  2,000  units.  Because  they 
are  so  few  in  number,  the  cost  of  implementing  rent  reform  for  this  group  was  only  $4,072 
or  $.16  PUM.  This  is  barely  1/10  of  1  %  of  PFS  operating  subsidy.  If  this  caused  only  two 
resident  fathers  not  currently  on  the  lease  to  report  their  minimum  wage  income,  this 
exemption  would  pay  for  itself! 

As  the  incentives  take  hold  and  more  people  become  employed,  the  net  effect  will  be  to 
the  benefit  of  the  federal  budget.  We  calculate  that  each  family  leaving  AFDC  to  go  to 
minimum  wage  employment  under  reasonable  rent  rules  will  still  pay  enough  additional 
rent  to  offset  the  rent  reductions  for  1.2 to  1.6  working  families  already  in  occupancy.  This 
alone  ensures  that  rent  reform  will  pay  for  itself  in  reduced  operating   subsidy. 

The  cost  benefit  ratio  improves  dramatically  when  FICA  taxes  paid  and  savings  in  AFDC, 
Food  Stamps  and  Medicaid  are  taken  into  account.  Please  refer  to  the  table  on  the 
following  page  for  an  analysis  of  these  savings  under  various  scenarios.  As  you  can  see, 
each  family  choosing  to  go  to  work  will  save  the  federal  government    12  to  18  times  the 
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amount  of  rent  reduction  for  already  working  families.  It  is  clear  that  any  cost  of  rent 
reform  would  be  more  than  offset  by  increased  income  and  savings  to  other  federal 
programs  as  a  result  of  increased  employment.  Therefore,  it  is  difficult  to  see  how  cost 
can  continue  to  be  a  serious  objection. 


FEDERAL  SAVINGS  FROM  RENT  REFORM 


GA.  AFDC  FAMILY  #1* 

accepts  $4.2.S/'hr.  employment 

i.e.  becomes  Family  #3 

GA.  AFDC  FAMILY  #r 

accepts  $7..3.S/hr.  employment 

i.e.  becomes  Family  #4 

$160 

($108) 

$52 

$56 

$57 
$330 
$517 
($211) 
$801 

$204 
$160 
$44 

18.2  TO  1 

$248 
($108) 
$140 

$97 

$174 

$.3.30 

$517 
($148) 
$1110 

$335 
$248 
$87 

12.8  TO  1 

RENT  INCREASE: 

New  Rent  w/  20%  deduct  from  wages 
less  Old  Rent  based  on  AFDC  only 
Net  rent  increase: 

ADD  OTHER  GOVT.  SAVINGS: 

Flea  Paid 

Food  Stamp  Savings 

AFDC  Savings 

Medicaid  Savings" 

Subtract  Earned  Income  Credit  Paid 

TOTAL  GOVERNMENT  SAVINGS; 

for  each  new  worker 

RENT  WINDFALL  (for  current  workers) 

Rent  at  Current  Rules  ( i.e.  no  deductions) 
New  Rent  for  Current  Workers 
LOST  RENT  WINDFALL: 

SAVINGS  TO  WINDFALL  RATIO: 

NOTE: 

•Families  shown  above  refer  10  the  Comparoon  Matrix  on  Pajic  4. 

"Mcdicaidcosl  from  MCrA-2»i2Slalislical  Report  or  Mcilral  Care.  Ci^ls  var^- byregion.  buuavmgs  cntul.ili>d  in|"i'^'f  l""; '"  (iivate  health  insurance. 


Since  we  have  shown  that  cost  does  not  represent  a  significant  obstacle,  this  leads  to  a 
second  category  of  objections  to  rent  reform.  Some  raise  philosophical  objections, 
believing  that  rent  reform  represents  an  attempt  to  convert  low  rent  public  housing  to  a 
program  serving  moderate  or  even  middle  income  families.  This  is  simply  not  the  case. 
As  previously  demonstrated,  most  of  the  families  forced  out  of  public  housing  by  the  rent 
strucnire  are  not  middle  income  but  in  fact  fall  under  the  federal  definition  of  very  low 
income  ($10,600  or  less  than  30%  of  the  median  income  as  previously  cited).  These  are 
the  same  families  whose  low  wage  employment  yields  less  in  net  disposable  income  than 
a  similarly  situated   family  receiving  AFDC. 

The  philosophical  objections  are  not  shared  by  most  other  agencies  involved  in  the  fight 
to  improve  the  upper  mobility  of  our  residents.  The  Georgia  Department  of  Family  and 
Children's  Services,  which  is  concerned  by  lack  of  public  housing  resident  participation  in 
the  PEACH  work  experience  program,  has  offered  its  endorsement  of  rent  reform.  The 
report  of  the  Georgia  Governor's  Task  Force  on  Welfare  Reform  endorses  a  rent  reform 
demonstration.  They  are  joined  in  this  by  Private  Industry  Councils,  who  have  experienced 
first  hand  the  difficulties  of  inducing  public  housing  residents  to  accept  job  training. 
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Lest  anyone  stereotype  public  housing  residents  as  being  uninterested  in  employment,  one 
member  PHA  recently  had  over  100  applicants  for  eight  VISTA  slots  which  pay  only  a 
$580/month  living  allowance.  This  is  equivalent  to  only  about  $3.35/hour,  less  than 
minimum  wage,  but  VISTA  allowances  do  not  count  against  rent! 

Rent  reform  as  envisioned  by  PHADA  and  GAHRA   would  not  adversely  impact  AFDC 
families.   It  contains  no  penalties  for  individuals  who.se  only  source  of  income  is  unearned. 
Rather,    it  focuses  on  providing  positive  incentives  for  those  desiring  to  enter  the  work 
force. 

Even  more  importantly,  rent  reform  will  not  materially  affect  the  supply  of  low  income 
housing  available  to  AFDC  recipients.  This  is  simply  because  the  families  most  affected 
are  already  in  occupancy,  not  new  admissions.  Rent  reform  would  not  change  the  fact  that 
most  new  admissions  would  continue  to  go  to  AFDC  recipients.  What  would  change,  and 
must  change,  is  that  very  low  income  residents  would  no  longer  be  kept  in  permanent, 
welfare/housing  serfdom.  If  society  owes  these  families  anything  above  food  and  shelter, 
it  is  a  reasonable  opportunity  to  work  and  improve  their  own  lives! 

THE  PAYOFF: 
BENEFITS  OF  RENT  REFORM 

What  benefits  do  we  expect  from  rent  reform?  We  have  mentioned  or  alluded  to  many 
already.    However,  we  will  recap  some  of  the  many  benefits  below. 

We  believe  that  we  will  see  more  stable  families.  Two  parent  heads  of  household  will 
increase.  More  families  with  earned  income  will  reside  in  public  housing.  This  will 
include  not  only  employed  heads  of  household,  but  also  younger  family  members  over  the 
age  of  eighteen  who  accept  their  critical  first  employment. 

In  time,  average  family  income  will  rise  and  along  with  it  rental  income,  with  a 
proportionate  savings  in  Federal  operating  subsidy.  A  rarige  of  incomes  will  develop 
instead  of  two-thirds  of  our  families  having  annual  incomes  of  less  than  $6500.  Virtually 
the  entire  residency  will  still  meet  the  Federal  definition  of  very  low  income  (<  50%  of 
the  median),  but  those  at  the  upper  end  of  this  range  (S15.000to  $18,000  a  year,  or  a  $7.35 
an  hour  job)  will  be  able  to  afford  decent  private  rent  housing  or  home  ownership  when 
their  ceiling  rent  time  expires. 

We  expect  participation  in  coordinated  Authority  upward  mobility  programs  to  increase 
as  well  as  greater  participation  in  JTPA  job  training,  vocational  education,  and  JOBS 
programs.  Families  already  employed  but  concealing  income  will  be  more  likely  to  report 
their  employment.  Fraud  prosecutions,  retroactive  rents,  and  evictions  will  decrease  as 
fewer  families  feel  compelled   to  conceal  earned   income. 

For  all  these  reasons,  families  will  not  just  pass  through  public  housing  but  move  up  and 
out.  This  progression  will  be  aided  by  the  example  provided  by  hard  working  residents  to 
their  newer,  lower  income  neighbors.  Those  moving  through  the  system  will  contribute  to 
neighborhood    stability,  which  we  expect  will  result  in  a  healthier   social  climate. 

Perhaps  most  importantly,  more  stable  families  and  healthier  neighborhoods  will  provide 
a  suitable  environment  for  raising  children.  The  positive  effects  of  employment  on  crime, 
drug  use  and  gang  membership   are  clear.    If  we  are  to  restore  hope  and  opportunity   for 

16 


903 


the  people  we  serve,  then  we  must  begin  with  our  youth.  We  can  do  that  by  giving  them 
a  safe  environment  and  a  clear  vision  of  what  it  means  to  be  a  productive  member  of 
society. 

THE  TIME  IS  NOW 

PHADA  and  GAHRA  strongly  believe  that  the  climate  is  right  for  action  on  rent  reform. 
President  Clinton  has  endorsed  welfare  reform.  While  still  a  candidate,  his  endorsement 
appeared  on  the  cover  of  "A  Mandate  for  Change"  issued  by  the  Progressive  Policy 
Institute,  which  identified  the  public  housing  rent  structure  as  a  disincentive  to 
employment.  As  President,  he  has  created  the  White  House  Working  Group  on  Welfare 
Reform,  Family  Support  and  Independence. 

Secretary  of  HUD,  Henry  Cisneros,  has  publicly  commented  en  rent  reform  on  numerous 
occasions.  Shortly  after  Secretary  Cisneros'  confirmation,  he  convened  a  meeting  of  public 
interest  groups  interested  in  rent  reform  and  invited  us  to  set  out  the  case  for  these 
important  changes.  The  Secretary  has  incorporated  rent  reform  concepts  into  HDD's  1994 
Legislative  Proposals.  While  both  HUD  and  industry  professionals  have  admitted  that 
these  are  not  adequate  to  fully  resolve  the  problem,  they  represent  an  important  first  step 
in  the  right  direction. 

The  next  steps  in  the  rent  reform  process  appear  to  belong  to  the  Congress.  Our  nation's 
current  fiscal  crisis  creates  a  climate  for  rent  reform.  Congress  is  faced  with  the  seemingly 
contradictory  twin  mandates  to  minister  to  human  needs  and  slow  a  deficit  hemorrhage. 
In  this  context,  we  strongly  believe  that  there  is  no  single  action  affecting  HUD  programs 
which  could  do  so  much  social  good  and  still  have  a  positive  impact  on  the  deficit. 

In  conclusion,  the  Public  Housing  Authorities  Directors  Association  and  the  Georgia 
Association  of  Housing  and  Redevelopment  Authorities  urge  the  Congress  to  vigorously 
pursue  rent  reform  in  public  housing.  The  existing  public  housing  rent  computation  rules 
are  bad  public  policy  and  they  must  be  changed.  Without  such'change,  all  public  housing 
residents  will  continue  to  be  denied  that  fundamental  right  essential  to  both  economic  and 
social  well  being,  the  right  to  better  oneself  through  one's  own  efforts.  The  need  for 
change  has  never  been  greater... the  time  for  change  is  now. 
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CONTACT  SHEET 


Public  Housing  Authorities  Director's  Association 

511  Capitol  Court,  N.E. 
Washington,  D.  C  20002-4937 
Phone:    (202)546-5445 
FAX:       (202)546-2280 


Jake  Ogles  by,  GAHRA  President 

Executive  Director 
Augusta  Housing  Authority 
1425  Walton  Way 
P.O.  Box  3246 
Augusta,  GA    30914-3246 
Phone:    (706)724-5466 
FAX:       (706)724-2342 


John  Hiscox 

Executive  Director 
Macon  Housing  Authority 
2015  Felton  AVenue 
P.O.  Box  4928 
Macon,  GA    31208 
Phone:    (912)752-5070 
FAX:       (912)752-5199 


Rick  Parker 

Executive  Director 
Athens  Housing  Authority 
259  Waddell  STreet 
PO   Box  1469 
Athens,  GA    30603-1469 
Phone:    (706)548-4446 
FAX:       (706)354-7950 
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Fran  Chai-nnan  Gonzalez 

Additional  Questions  —  Georgia  Association  of  Housing 

And  Redevelopment  Authorities 

(Mr.  John  Hiscox) 

1)  In  your  study  of  public  housing  rent  reform,  you  make  a  number 
of  recommended  changes  to  assist  working  families.  Of  your 
proposals,  what  do  you  believe  is  the  most  critically  needed  change 
in  the  way  public  housing  rent  determinations  are  made? 

2)  In  your  study,  you  recommend  a  three-year  phasing  out  of  any 
work  incentives  for  residents  such  as  income  exclusions  or  ceiling 
rent  adjustments,  rather  than  simply  terminating  the  incentives 
after  a  certain  point.  Why  do  you  believe  such  a  phase-down  period 
is  necessary  for  public  housing  residents? 
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COMMISSIONERS: 

DR  CHARLES  H  ANDREWS 
MRS  BESSIE  A  JENKINS 
MR  JAMES  C  MARSHALL 
DR  JOYCE  R  SCHAFER 
MR  CARTER  M  STOUT 
MRS.  PEARLIE  M  TOLIVER 


2015  FELTON  AVENUE 
P  O.  BOX  4928 

MACON,  GEORGIA  31208 
March    31,    1994 


JOHN  mscox 

EXECl/nvE  DIRErrOR 


(912)752-5000 
TDD  (912)  752-519(1 


Honorable  Henry  Gonzalez 

Chairman;  U.S.  House  of  Representatives 

Washington,  D.C.   20515 


Dear  Representative  Gonzalez: 

Thank  you  for  the  opportunity  to  testify  before  the  housing 
subcominittee  on  March  17th  concerning  Rent  Reform.  I  am  writing  to 
respond  to  the  follow-up  questions  that  you  sent  to  the  Georgia 
Association  of  Housing  and  Redevelopment  Authorities.  Please 
accept  these  as  our  response. 

Question  #1:  In  your  study  of  public  housing  Rent  Reform,  you  make 
a  number  of  recommended  changes  to  assist  working  families.  Of 
your  proposals,  what  do  you  believe  is  the  most  critically  needed 
change  in  the  way  public  housing  rent  determinations  are  made? 

Response  #1:  Clearly,  the  20%  exemption  from  earned  income  is  the 
most  critically  needed  Rent  Reform.  This  change  is  necessary  to 
enable  the  rent  of  a  working  family  to  be  based  on  at  least  a  rough 
approximation  of  their  take  home  pay,  thus  putting  it  on  a  more-or- 
less  level  playing  field  with  unearned  income.  Without  this 
change,  the  principle  negative  incentive  to  employment  will  remain 
in  place. 

Rather  than  the  flat  20%  exemption,  we  have  heard  a  variety  of 
alternative  proposals.  Some  have  suggested  construction  of  a 
formula  that  varied  state  by  state,  taking  into  account  the 
differences  in  state  and  local  taxes.  Others  have  suggested 
individual  computation  of  each  resident's  take  home  pay,  with 
deductions  for  such  items  as  uniforms,  safety  shoes,  etc.  The  flat 
20%  rate,  which  is  coincidentally  the  deduction  used  by  the 
Department  of  Agriculture  in  the  Food  Stamp  program,  offers  ease  of 
computation.  Further,  we  believe  that  the  more  easily  residents 
understand  the  incentive,  the  more  likely  they  are  to  use  it. 

Some  other  proposals  have  stated  that  20%  exemption  is  unnecessary 
if  we  have  either  short  term  exemptions  for  new  wage  earners  or  the 
ceiling  rents.  While  both  of  these  are  important  in  their  own  way, 
we  must  recognize  basic  facts  about  the  actual  incomes  and  rents  of 
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public  housing  residents.  For  starters,  entry  level  employment 
neither  gets  a  family  out  of  poverty  nor  does  it  raise  rents  to  the 
point  that  a  family  would  benefit  from  ceiling  rents.  The  proposed 
18  month  exemption  of  all  earned  income  will  indeed  induce  families 
to  join  the  work  force,  but  most  will  leave  it  or  move  as  soon  as 
the  exemption  expires.  These  same  families  will  then  never  make  it 
to  ceiling  rents,  because  they  would  have  to  persist  in  an 
employment  long  enough  for  their  income  to  at  least  double  minimum 
wage. 

There  will  be  many  families  who  take  advantage  of  Rent  Reform  in 
order  to  begin  their  march  up  and  out.  There  will,  however,  be 
others  who  make  the  transition  to  employment  that  pays  minimum  wage 
or  some  what  above,  but  still  need  public  housing  over  an  extended 
period  of  time.  This  is  not  bad,  for  self  support  it  is  still 
preferable  in  most  ways  to  permanent  welfare  dependency.  The  20% 
exemption  for  earned  income  allows  such  a  family  to  survive  without 
sliding  back  into  welfare. 

We  have  seen  some  proposals  that  recommend  just  implementing  the 
10%  exemption  provided  for  in  the  1990  Act  but  never  funded.  At 
the  same  time,  we  also  seen  proposals  to  immediately  apply  this  to 
Section  8  as  well  as  public  housing.  This  raises  an  immediate 
temptation  to  strike  an  apparently  reasonable  compromise,  namely  to 
provide  half  as  much  Rent  Reform  to  twice  as  many  people.  This 
would  be  a  tragic  mistake!  The  immediate  short  term  cost  would  be 
about  the  same,  but  there  would  be  little  if  any  benefit.  This  is 
because  the  10%,  which  barely  covers  FICA,  is  not  sufficient  to  put 
earned  and  unearned  income  on  a  level  playing  field.  Far  better  to 
enact  meaningful  Rent  Reform  in  public  housing  first,  where 
residents  have  the  additional  handicap  of  physical  and  economic 
ghettoization.  When  we  have  proven  that  it  works  and  will  save 
money,  as  we  are  certain  it  must,  then  apply  it  to  Section  8. 

Last  but  not  least,  I  would  like  to  point  out  that  all  of  the  Rent 
Reform  measures  that  we  propose  work  best  as  an  integrated  whole. 
Temporary  exemptions  from  earned  income,  which  are  not  in  our 
proposal  but  in  the  administrations  Bill,  encourage  quick  entry 
into  the  job  market.  Our  proposed  exemptions  for  formerly 
dependent  adult  children  have  the  same  effect,  encouraging  18  to  21 
year  olds  to  accept  that  critical  first  job.  Once  in  the  job 
market,  the  2  0%  exemption  from  earned  income  helps  to  keep 
residents  employed.  As  their  incomes  grow,  they  benefit  from 
ceiling  rent,  during  which  time  the  family  learns  to  pay  an  amount 
which  approximates  the  rent  of  private  housing  on  the  open  market. 
After  a  reasonable  time  to  adjust  (3  years),  the  ceiling  rent 
phases  out  over  a  three  year  period,  which  encourages  the  family 
which  is  able  to  pay  the  market  price  for  housing  to  move  on  to 
private  rental  or  home  ownership,  freeing  an  assisted  unit  for  a 
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very  low  income  family.  Throughout  this  process,  gainful 
employment  and  neighborhood  stability  are  encouraged,  a  process 
that  is  also  reinforced  by  the  least  expensive  Rent  Reform  of  all, 
the  10%  exemption  of  the  earned  income  of  two  parent  families. 

Can  we  afford  all  of  this?  I  hope  that  during  our  testimony  we 
adequately  documented  the  means  by  which  PFS  operating  subsidy  is 
rising  2.2  times  the  inflation  rate  and  the  mechanisms  by  which 
Rent  Reform  could  reverse  this  trend.  Do  not  take  our  word  for  it; 
new  figures  just  provided  by  HUD  tell  an  amazing  story.  In  1981, 
before  the  last  disastrous  round  of  changes  in  the  federal  rent 
system,  public  housing  residents  averaged  33%  of  the  median  income. 
This  was  very  low  income  to  be  sure,  but  included  a  healthy 
percentage  of  working  families.  By  1993,  the  average  income  of  a 
public  housing  resident  had  declined  to  17%  of  the  median,  mainly 
due  to  the  mass  exodus  of  working  low  income  families.  HUD  now 
calculates  that  if  we  were  serving  the  same  clientele  that  we  were 
serving  in  1981,  the  demand  for  PFS  operating  subsidy  would  have 
declined  from  the  current  level  of  2.53  billion  dollars  to  under 
500  million,  a  reduction  of  over  80%!  From  these  figures  it  is 
obvious  that  even  a  modest  change  in  our  public  housing 
demographics  would  pay  for  Rent  Reform  many  times  over. 

Question  #2:  In  your  study,  you  recommend  a  three  year  phasing  out 
of  any  work  incentives  for  residents  such  as  income  exclusions  or 
ceiling  rent  adjustments,  rather  then  simply  terminating  the 
incentives  after  a  certain  point.  Why  do  you  believe  such  a  phase 
down  period  is  necessary  for  public  housing  residents? 

Response  #2:  Actually,  the  GAHRA  position  does  not  favor  the  phase 
out  of  the  most  important  work  incentive,  namely  the  20%  exclusion 
from  earned  income.  As  explained  above,  this  is  primarily  because 
we  believe  that  some  families  that  enter  the  job  will  remain  at  the 
$4.25  to  $7.50  per  hour  for  an  extended  period  ot  time.  In  this 
situation,  their  incomes  are  still  too  low  to  afford  unsubsidized 
private  rental  housing  or  to  benefit  from  ceiling  rents.  It  would 
be  unwise  to  pull  this  incentive  after  such  a  short  period  of  time, 
only  to  see  the  family  slide  back  into  welfare  dependency. 

GAHRA  does,  however,  propose  a  three  year  phase  out  for  both 
ceiling  rents  and  the  earned  income  exemption  for  formerly 
dependent  children.  In  the  case  of  ceiling  rents,  we  believe  that 
three  years  of  paying  a  rent  comparable  to  private  rental  housing, 
followed  by  an  additional  three  year  phase  out  of  the  benefits  is 
sufficient  time  for  most  families  to  prepare  for  the  transition  to 
the  private  market.  In  considering  the  three  year  phase  out,  we 
were  at  tempting  to  strike  a  fair  balance  between  the  advantages  of 
keeping  the  family  in  residency  as  opposed  to  the  advantages  of 
then  moving  out.   The  former  include  the  family's  stabilizing  Rep. 
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iiifluence  on  the  neighborhood,  their  benefit  from  a  lower  rent,  and 
higher  rental  income  to  the  Housing  Authority,  which  lowers  PFS 
operating  subsidy.  The  later  includes  graduation  of  the  family  to 
independence  and  freeing  their  unit  for  admission  of  a  very  low 
income  family. 

While  we  believe  that  a  three  year  benefit  followed  by  a  three  year 
phase  out  is  a  reasonable  compromise,  we  are  certainly  open  to 
other  recommendations.  We  understand  that  NAHRO  has  originally 
proposed  a  five  year  ceiling  rent  followed  by  a  five  year  phase 
out.  While  this  may  be  more  then  what  we  need  in  much  of  the 
country,  I  could  understand  why  it  would  be  necessary  in  some  tight 
housing  markets  such  as  New  York  City.  We  would  have  no  objection 
to  the  NAHRO  proposal  but  suggest  that  if  it  is  adopted  the 
legislation  might  want  to  allow  Housing  Authorities  to  establish 
shorter  phase  out  periods  by  local  policy  if  they  wish.  After  all, 
all  ceiling  rents  would  be  a  local  option  in  our  proposals. 

Concerning  the  phase  out  of  the  exemption  of  the  earnings  of 
formerly  dependent  children,  we  again  attempted  to  strike  a 
balanced  compromise.  Before  we  discuss  how  to  phase  it  out,  please 
allow  me  a  moment  to  explain  why  it  is  so  important  to  leave  it  in 
the  first  place.  Our  recent  statistics  show  that  unemployment 
among  18  to  21  year  olds  who  are  not  heads  of  households  exceeds 
85%.  On  one  hand  this  is  certainly  a  tragedy,  indicating  that  the 
negative  incentives  built  into  the  current  rent  system  are  leading 
young  women  to  choose  AFDC  and  young  men  to  choose  the  street 
corner.  On  the  other  hand,  this  statistic  shows  a  great 
opportunity;  since  there  are  so  few  currently  employed  residents  in 
this  age  group,  the  cost  of  implementing  the  incentive  is 
negligible. 

But  should  we  encourage  them  to  stay  at  home  and  pay  no  rent  until 
they  are  35  years  old?  We  doubt  it.  Three  years  of  gainful 
employment  at  ages  18,  19  and  20  will  help  establish  work  as  a  life 
long  habit,  while  a  three  year  phase  out  will  encourage  the  young 
adult  to  leave  the  nest  about  the  time  most  are  ready.  If  the 
individual  chooses  to  stay  with  the  family  beyond  the  phase  out,  we 
feel  that  there  is  no  reason  why  he  or  she  should  not  contribute  to 
the  family's  rent  on  the  same  basis  as  any  other  wage  earner. 
Please  do  note,  however,  that  our  proposed  20%  exemption  from 
earned  income  would  still  apply  and  the  family  in  this  position 
would  at  least  not  have  the  incentive  to  abandon  employment  for 
public  assistance. 


Again  the  Georgia  Association  of  Housing  and  Redevelopment 
Authorities  would  like  to  thank  you  for  the  opportunity  to  present 
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Rep.  Gonzalez 
March  31,  1994 
Page  5 


our  views  on  Rent  Reform.  As  your  conunlttee  considers  this 
important  legislation,  we  want  you  to  know  that  we  are  available  to 
your  staff  to  assist  in  any  way  that  we  can.  Please  do  not 
hesitate  to  call  on  us. 


Sincerely, 


lu 


■in  H.  Hiscox 
Executive  Director 
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STATEMENT  OF  THE  NATIONAL  HOUSING  LAW  PROJECT 

The  National  Housing  Law  Project  is  quite  appreciative  of 
this  opportunity  to  present  to  the  Subcommittee  on  Housing  of  the 
House  Committee  on  Banking,  :  nance  and  Urban  Affairs  its  views 
on  the  legislation  that  will  je-authorize  the  federal  housing 
programs  this  year.   For  twenty-five  years  the  project  has  served 
as  a  back-up  center  for  attorneys  around  the  country  who 
represent  low-income  people  on  housing  matters.   It  is  from  that 
experience  and  the  experiences  of  their  clients,  the  intended 
beneficiaries  of  the  federal  government's  housing  programs,  that 
we  derive  the  views  that  we  present  today.  In  addition,  for  the 
"ast  year  we  have  been  working  closely  with  a  group  of  legal 

arvices  attorneys  to  develop  suggestions  for  the  improvement  of 
HUD's  tenant-based  assistance  programs.   Many  of  the  points  we 
make  today  grow  out  of  that  collaboration. 

The  most  important  point  for  this  Committee  and  the  Congress 
as  a  whole  to  address  is  that  there  is  a  desperate  need  for  more 
federal  housing  assistance  for  the  impoverished  and  working  poor 
people  who  live  in  this  country.   The  Department  of  Housing  and 
Urban  Development's  own  study  of  worst  case  housing  needs  shows 
that  there  are  over  5  million  families  who  are  in  dire  need  of 
housing  assistance  but  cannot  get  it  because  of  the  inadequate 
allocation  of  housing  assistance.   Thus  the  most  important  step 
is  to  raise  the  level  federal  housing  assistance  so  that  more 
families  and  no  individuals  are  left  without  a  place  to  live. 

IMPROVING  AND  CONSOLIDATING 
THE  CERTIFICATE  AND  VOUCHER  PROGRAMS 

METROPOLITAN  AND  AREA-WIDE  ADMINISTRATION 

The  federal  housing  programs  should  be  administered  in  a 
manner  that  ensures  that  every  eligible  household  applying  for 
housing  assistance  will  have  equal  access  to  all  of  the  assisted 
housing  programs  serving  the  housing  market  area.   However,  that 
goal  can  never  be  achieved  with  the  current,  balkanized  system 
for  administering  Section  8  assistance  through  thousands  of 
public  housing  agencies  nationwide,  hundreds  of  PHAs  in  some 
housing  market  areas,  and  tens  of  PHAs  in  most. 

The  current  system  is  administratively  complicated  and 
unnecessarily  costly.   HUD  not  only  has  to  divide  up  the  funds 
appropriated  by  Congress  among  the  different  housing  market  areas 
in  the  country.   It  then  has  to  decide  which  PHAs  within  each 
area  it  will  award  funds  to  and  how  much  each  will  get.   With 
tens  and  hundreds  of  PHAs  operating  separate  programs,  economies 
of  scale  are  lost.   When  families  apply  to  more  than  one  PHA,  as 
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they  are  entitled  to  do,  each  PHA  processes  the  application 
separately,  causing  duplicative,  unjustified  administrative 
costs.   When  the  participants  exercise  their  portability  rights, 
inefficient  systems  for  cross-billing  arise. 

The  current  system  also  unfairly  dictates  who  receives  the 
desperately  needed,  but  inadequate,  housing  assistance  that  our 
country  provides.   To  secure  a  fair  shot  at  the  assistance  that 
is  available,  those  seeking  Section  8  must  first  find  the 
multiple  PHAs  in  the  area  and  then  file  applications  with  each. 
The  people  who  have  the  greatest  need  -  homeless  people  and 
people  with  the  lowest  incomes  -  are  the  least  able  to  find  all 
the  PHAs,  get  to  them  and  file  the  multiple  applications.   In 
addition,  the  process  of  allocating  limited  funds  to  the 
different  PHAs  is  so  imperfect,  that  the  amount  of  assistance 
that  each  PHA  receives  is  not  commensurate  with  needs  of  the 
families  within  its  geographical  area. 

More  egregious  than  the  waste  and  inequity  is  the  fact  that 
the  present  system  promotes  residential  segregation  by  race  or  at 
least  allows  to  flourish.   With  separate  PHAs  administering 
Section  8  in  each  city  and  each  of  those  cities'  neighboring 
towns,  applicants  tend  to  apply  to  their  own  PHAs,  not  those  of 
the  cities  from  which  they  have  been  excluded  on  grounds  of  race. 
The  segregative  effects  of  that  tendency  are  compounded  when  the 
PHAs  are  allowed,  as  they  ha"=  been  throughout  the  history  of  the 
program,  to  grant  preference;,  for  applicants  who  already  reside 
in  their  towns.   The  inequity  is  again  compounded  when  the  system 
for  allocating  funds  directs  a  disproportionately  high  share  of 
the  funds  to  the  predominantly  white  towns.   Portability  provides 
a  partial  solution,  at  best,  bee::  ;se  the  complications  in 
administering  it  discourage  tenants  from  exercising  their 
portability  rights  and  PHAs  from  freely  acknowledging  them. 

In  response  to  these  inequities,  legislation  consolidating 
the  tenant-based  programs  should  establish  a  mechanism  for  HUD  to 
have  regional  ("metropolitan"  or  "area-wide")  administrators 
operate  at  least  the  participant  selection  aspects  of  the  Section 
8  tenant-based  program.   The  functions  of  the  metropolitan  or 
area-wide  administrator  would  be  either  to  administer  the  entire 
program  or  to  function  as  a  participant  selection  agency  that 
would  refer  households  selected  for  participation  to  the  PHAs  in 
the  neighborhood  where  they  want  to  live.   The  scope  of  the 
metropolitan  or  area-wide  administrator's  role  should  be 
determined  by  competitive  application.   That  allows  a  high  degree 
of  flexibility  to  address  the  wide  variety  of  subsidy  delivery 
systems  that  are  already  in  place  across  the  country. 
Additionally,  this  approach  allows  flexibility  to  address  the 
variety  of  demographic  and  geographic  issuer  present  in  different 
housing  markets. 

Under  this  system,  HUD  would  save  administrative  resources, 
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because  it  would  only  have  to  allocate  funds  to  the  metropolitan 
wide  areas  and  the  larger  non-metropolitan  regions  and  it  would 
contract  with  many  fewer  PHAs.   The  burdens  on  applicants  would 
be  reduced,  because  they  would  have  to  file  only  one  application 
the  offices  that  receive  applications  could  be  located 
conveniently  throughout  the  administrative  area.   Only  one  agency 
would  have  to  review  the  applications.   There  would  be  no  need 
for  residency  preferences  because  virtually  all  the  applicants 
would  be  residents  of  the  metro  or  area  wide  agency's  geographic 
boundaries.   Nor  would  there  be  much  need  for  portability,  as 
most  of  the  neighborhoods  which  a  participant  might  wish  to  move 
to  would  also  be  within  the  agency's  geographic  boundaries. 

PORTABILITY 

In  the  past,  the  portability  feature  was  added  to  the 
tenant-based  programs  to  give  participants  the  choice  of  moving 
beyond  the  narrow  boundaries  of  the  particular  PHA  from  which 
they  received  their  certificate  or  voucher.   Nonetheless, 
implementation  of  the  portability  feature  has  not  been  without 
administrative  difficulties,  including  delay,  resistance  and 
billing  complications.  If  the  metropolitan  or  area  wide  approach 
described  above  were  implemented,  most  of  the  portability 
problems  would  disappear.   The  boundaries  of  the  administering 
agency  would  be  expanded  to  include  most  of  the  locations  in 
which  the  participants  would  want  to  live  and  thus  there  would  be 
many  fewer  portability  moves. 

Apart  from  the  metropolitan-wide  administration  of  the 
program,  there  are  still  the  problems  created  by  the  twelve  month 
waiting  period  added  by  Section  147  of  the  1992  housing 
legislation.   42  U.S.C.A.  §  1437f(r)(l).   That  provision  requires 
families  to  find  a  place  to  live  within  the  jurisdiction  of  the 
issuing  PHA  for  12  months  before  being  allowed  to  exercise  their 
portability  rights.   It  has  created  sufficient  controversy  and 
unintended  results  to  require  amendment.   At  a  minimum,  it  should 
be  made  optional  with  the  PHA  and  ten  percent  of  the  PHA's 
certificates  should  be  exempt  from  the  restriction,  as  would  be 
the  case  under  H.R.  3838.   In  addition,  waivers  should  be  built 
in  for  families  that  can  not  find  housing  in  the  issuing 
jurisdiction  despite  good  faith  efforts  to  do  so  or  who  have  good 
cause  to  reside  in  another  jurisdiction. 

COUNSELING  AND  ASSISTANCE  IN  FINDING  UNITS 

The  premise  of  the  certificate  and  voucher  programs  has 
always  been  that  the  participating  families  would  have  more 
freedom  to  choose  where  they  would  live  with  tenant-based 
assistance  as  contrasted  with  project-based  assistance.   With 
that  freedom,  they  would  be  able  to  ' ive  in  neighborhoods  that 
were  less  economically  and  racially  concentrated  and  would  have  a 
greater  selection  of  housing  that  is  in  decent  condition.   Even 
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apart  from  those  goals,  for  the  tenant-based  programs  to  be 
effective  and  equitable,  private  market  landlords  must  be  willing 
to  participate  in  the  program  and  all  participants  must  have 
access  to  the  housing  those  landlords  own. 

Little  of  the  potential  of  tenant-based  rental  assistance  to 
promote  housing  choice  has  been  realized.   The  families  often 
have  had  little  choice  among  landlords  who  would  participate  in 
the  programs.   In  many  situations  they  have  had  to  live  in 
substandard  housing  because  the  reluctance  of  PHAs  to  crackdown 
too  sharply  on  the  landlords  for  fear  of  driving  them  out  of  the 
programs.   In  some  jurisdictions,  the  turn-back  rate  of  subsidies 
due  to  families'  inability  to  locate  qualifying  housing  is  as 
high  as  50%  and  is  approximately  25%  on  average. 

Participants  can  have  a  greater  choice  in  neighborhoods  and 
the  turn-back  rate  can  be  drastically  reduced,  if  PHAs 
aggressively  recruit  landlords  to  participate  and  assist  families 
to  locate  a  qualifying  unit  to  rent,  but  such  assistance  is 
rarely  provided  by  public  housing  agencies.   The  statute  should 
be  amended  to  clearly  oblige  the  housing  agencies  to  recruit 
sufficient  participating  landlords  to  enable  all  certificate 
holders  to  locate  suitable  housing  in  a  community  of  their 
choice,  including  communities  in  which  their  racial  or  ethnic 
group  does  not  predominate  and  communities  without  an  undue 
concentration  of  persons  living  in  poverty.  The  airendment  should 
also  oblige  PHAs  to  make  available  counseling  and  housing  search 
assistance  available  to  all  certificate  holders,  directly  or 
through  third  parties. 

DISCRIMINATION  AGAINST  CERTIFICATE  AND  VOUCHER  HOLDERS 

One  of  the  reasons  that  the  tenant-based  programs  have  been 
less  successful  than  they  should  be  is  that  a  large  number  of 
landlords  refuse  to  rent  to  certificate  or  voucher  holders. 
Congress  has  attacked  this  problem  in  a  piece  meal  fashion  over 
the  years.   In  1987,  it  made  it  unlawful  for  most  landlords  who 
participate  in  the  Section  8  program  to  refuse  to  rent  to 
certificate  or  voucher  holders.  42  U.S.C.A.  §  1437f(t). 
Landlords  who  acquire  projects  from  HUD  under  its  multifamily 
property  disposition  program  cannot  refuse  to  accept 
certificates.   12  U.S.C.A.  §  1701z-12  (West  1989).   Rent 
Supplement,  Section  202,  Section  236  and  Section  221(d)(3)  BMIR 
landlords  are  barred  from  discriminating  against  certificate  or 
voucher  holders.   Pub.  L.  No.  100-242,  Section  183,  101  Stat. 
1872  (1987).   Tax  Credi"  landlords  were  added  to  the  list  in  last 
year's  tax  bill.   26  U.S.C.A.  §  42 (h) (6) (B) (iv) . 

One  of  the  problems  with  the  current  approach  of  Section 
3(t)  is  that  it  sometimes  discourages  landlords  from  entering 
into  the  tenant-based  assistance  programs  in  the  first  place, 
because  of  fears  that  doing  so  will  make  them  subject  to  this 
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obligation  not  to  discriminate  against  assisted  tenants  when 
renting  other  apartments.   The  best  way  to  avoid  this  unintended 
side-effect  is  to  prohibit  all  landlords  from  refusing  to  rent  to 
participants  in  the  federal  housing  assistance  programs  because 
they  are  such  participants.   That  would  also  consolidate  and 
simplify  the  law  on  discrimination  against  federally  assisted 
tenants. 

Congress  can  enact  legislation  making  it  unlawful  for  all 
landlords  to  discriminate  against  participants  in  the  federal 
housing  programs,  even  if  those  landlords  have  not  previously 
accepted  federal  subsidies.   Congress  has  the  power  under  the 
commerce  clause  of  the  federal  Constitution  to  prohibit  invidious 
discrimination  that  affects  interstate  commerce.   Heart  of 
Atlanta  Motel.  Inc.  v.  United  States.  379  U.S.  241  (1964).   It 
has  long  been  established  that  the  federal  housing  programs 
affect  interstate  commerce.   Ellis  v.  Department  of  Housing  and 
Urban  Development.  551  F.2d  13,  15-16  (3rd  Cir  1977);  Winninqham 
V.  Department  of  Housing  and  Urban  Development.  512  F.2d  617,  621 
(5th  Cir.  1975) . 

PAYMENTS  ABOVE  3  0  PERCENT  OF  TENANT'S  INCOME 

The  most  significant  statutory  difference  between  the 
certificate  and  voucher  programs  is  that  tenants  in  the  voucher 
program  have  to  pay  more  than  3  0  percent  of  their  incomes  for 
rent  if  the  landlord  charges  more  than  the  payment  standard.   In 
the  certificate  program,  the  landlords  cannot  charge  more  than 
the  FMR  limits  and  thus  the  tenants  cannot  be  required  to  pay 
more  than  3  0  percent. 

In  legislation  submitted  last  year,  the  administration 
proposed  that  Congress  shift  exclusively  to  the  voucher  approach, 
limiting  the  government  subsidy  to  the  difference  between  the 
payment  standard  and  3  0%  of  the  tenants'  incomes  and  allowing  the 
tenants  to  pay  extra  rent  if  the  landlords  want  to  charge  more. 

That  approach  might  save  the  government  money,  but  it  would 
substantially  frustrate  achievement  of  the  program's  goals.   When 
the  subsidy  levels  are  too  low,  the  poorest  voucher  holders  have 
much  more  difficulty  participating  in  the  program.   The  excess 
rent  above  the  payment  standards  charged  by  the  landlords,  which 
the  tenants  have  to  pay,  more  rapidly  increases  their  rent 
burdens  to  levels,  such  as  50%  of  income,  that  neither  they  nor 
prospective  landlords  can  tolerate.   Control  of  the  FMR  level 
must  remain  in  the  hands  of  HUD.   If  the  PHAs  are  given  the 
option  of  setting  a  payment  standard  at  a  lower  level,  they  will 
have  little  incentive  not  to  do  so  and  tenants  will  end  up  paying 
the  additional  rent  out  of  their  own  pockets. 

If  landlords  are  to  be  allowed  to  charge  more  than  the  FMR 
and  tenants  are  to  be  allowed  to  pay  the  extra  out  of  their  own 
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pockets,  the  number  of  participants  doing  that  must  be  limited  to 
10%  of  the  participants  in  the  PHA's  program.   To  ensure  that 
most  participants  will  be  able  to  rent  homes  at  or  below  the  FMR, 
statutory  standards  must  be  prescribed  to  ensure  that  HUD  sets 
the  FMR  at  an  adequate  level.   If  that  is  done,  the  10%  cap  is 
not  likely  to  be  reached.   In  any  case  in  which  more  than  5%  of 
the  participants  are  paying  excess  rents,  PHAs  should  be  required 
to  recruit  landlords  more  aggressively.  If  the  percentage  paying 
excess  rents  reaches  10%,  HUD  should  automatically  review  the 
FMRs  and  readjust  them,  if  necessary. 

To  prevent  landlords  from  getting  a  windfall  in  any  cases 
where  the  FMRs  are  above  the  market  for  the  units  being 
subsidized,  the  PHAs  are  now  obliged  to  make  sure  that  the  rents 
are  reasonable.   In  cases  where  the  tenant  proposes  to  pay  more 
than  3  0%  of  1  come  for  rent,  the  PHA  should  similarly  determine 
that  the  rent  is  reasonable  and  assist  the  tenant  in  negotiating 
with  the  landlord.   There  should  not  be  provisions  that  would 
authorize  a  PHA  to  refuse  to  approve  a  lease  if  the  rent  were  too 
high  a  percentage  of  the  tenant's  income.   Such  a  requirement 
would  only  limit  the  certificate  holder's  chances  of  securing 
housing. 

SETTING  FMRs  AT  THE  40TH  PERCENTILE 

The  Administration's  budget,  as  another  cost  savings 
measure,  proposes  setting  the  FMRs  at  the  4  0th  percentile  of 
rents  paid  by  recent  movers.   That  proposal  parallels  an 
identical  proposal  made  by  the  Reagan  Administration  in  December 
1982.   47  Fed.  Reg.  55764  (December  13,  1982).   In  the  end,  the 
Reagan  administration  rejected  the  40th  percentile  approach  and 
settled  on  the  45th  percentile  standard  currently  being  used.   48 
Fed.  Reg.  43,578  (September  23,  1983).   Prior  to  that  change,  the 
FMRs  had  been  set  at  the  50th  percentile  of  rents  paid  by  recent 
movers. 

There  is  no  sound   .stification  for  this  proposal,  given  the 
fact  that  one  out  of  five  certificate  holders  turn  their 
certificates  back  in,  that  the  turn  back  rate  is  even  higher  in 
many  cities,  that  the  Reagan  administration  decided  that  the  40th 
percentile  would  be  too  low  in  1983,  and  that  prior  to  1982,  the 
50th  percentile  was  the  standard.   The  statute  should  be  amended 
to  prohibit  HUD  from  setting  the  FMR  below  the  45th  percentile. 

LOWER  ANNUAL  ADJUSTMENT  FACTORS  FOR  STAYERS 

Landlords  who  participate  in  the  program  are  allowed  to 
increase  their  rents  annually  by  a  factor,  called  the  annual 
adjustment  factor,  set  by  HUD  to  reflect  rent  increases 
prevailing  in  the  local  market.   The  administration's  budget  also 
proposes  that  the  AAF  for  landlords  whose  tenants  do  not  move  be 
set  one  percentage  point  below  rhe  AAF  available  to  other 
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landlords. 

Historically  we  have  received  substantial  numbers  of  calls 
from  attorneys  representing  tenants  whose  landlords  are  refusing 
to  continue  in  the  program  because  the  rents  they  would  be 
allowed  by  the  AAF  are  too  low.   To  make  this  change  that  HUD 
proposes  would  just  exacerbate  what  is  already  a  desperate 
situation  for  many  tenants. 

PREFERENCES 

To  correct  erroneous  inteirpretations  of  the  statutory 
provisions  regarding  preferences  for  housing  assistance,  two 
minor  changes  should  be  made  in  the  statute.   First,  a  cross- 
reference  should  be  made  to  the  McKinney  Act  definition  of 
homeless  at  42  U.S.C.  §  11302(a).    HUD ' s  regulatory  definition 
excludes  those  without  any  "fixed,  regular  and  adequate  night 
time  residence"  unless  they  are  sleeping  in  a  "shelter,  an 
institution,  or  a  public  or  private  place  not  designed  for  or 
ordinarily  used  as  a  regular  sleeping  accommodation  for  human 
beings."   This  unduly  restrictive  definition,  which  conflicts 
with  the  definition  of  "homeless"  in  the  McKinney  Act,  prevents 
those  families  who  are  moving  among  unstable,  inadequate 
temporary  doubled-up  situations  from  qualifying  for  federal 
preference  in  most  cases.   As  these  are  the  families  most  likely 
to  enter  shelters  according  to  all  available  studies,  HUD's 
restrictive  interpretation  of  the  current  statutory  language 
inhibits  FHAs  from  meeting  homelessness  prevention  goals,  and 
contributes  to  the  continued  escalation  of  the  number  of  families 
in  emergency  shelters  as  well  as  increasing  family  instability. 

Second,  the  statute  should  specify  that  families  living  in 
transitional  housing  are  included  in  the  "substandard  housing" 
category.   Currently,  HUD's  regulatory  definition  of  homeless 
includes  only  individuals  in  transitional  housing  for  the 
mentally  ill.   In  light  of  the  increasing  use  of  transitional 
housing  and  the  lack  of  affordable  permanent  housing  for  those 
who  complete  transitional  programs,  the  federal  preferences 
should  be  clarified  to  include  all  transitional  housing  settings. 

REMEDIES  FOR  VIOLATION  OF  HOUSING  QUALITY  STANDARDS 

Ensuring  that  participating  landlords  maintain  their  units 
in  decent  condition  is  vital  to  the  success  of  the  program. 
Otherwise,  HUD's  housing  assistance  programs  will  just  provide 
the  landlords  more  rental  income  without  providing  the  tenants 
decent  places  to  live.   There  are,  however,  circumstances  where 
PHAs '  practices  regarding  enforcement  of  the  housing  quality 
standards  merely  result  in  the  tenants  losing  their  subsidies 
instead  of  securing  decent  housing.   If  the  PHA  too  rapidly 
terminates  the  landlord's  HAP  contract  when  housing  quality 
standard  violations  are  found,  the  tenant  has  no  option  but  to 
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get  a  new  certificate  or  voucher  and  try  to  find  a  new  place  to 
live.   In  many  tight  housing  markets,  it  is  not  possible  to  find 
another  place  and  the  tenant  ends  up  turning  in  the  certificate 
or  voucher  and  having  no  subsidy  and  no  housing. 

In  these  circumstances  it  is  important  to  ensure  that: 

(1)  all  steps  are  explored  to  get  the  landlord  to  make  the 
repairs; 

(2)  alternative  means  of  securing  the  repairs  are  made 
available,  such  as  authorizing  the  tenants  or  PHAs  to  have  the 
work  done ; 

(3)  the  tenants  are  fully  informed  of  the  actions  that  are 
being  taken  and  of  their  ortions  and  responsibilities; 

(4)  the  tenants  are  not  evicted  by  their  landlords  if  the 
PHA  withholds  the  subsidy  payments  because  of  HSQ  violations;  and 

(4)  the  tenants  are  ensured  adequate  time  and  resources,  if 
they  eventually  have  to  move. 

H.R.  3838  has  provisions  on  this  point  but  could  be 
strengthened  as  far  as  eviction  prevention  is  concerned. 

DENIAL,  REDUCTION  OR  TERMINATION  OF  HOUSING  ASSISTANCE 

Under  the  Constitution  tenants  whose  assistance  is  being 
reduced  or  terminated  and  applicants  who  are  rejected  are 
entitled  to  be  heard  on  their  side  of  the  case.   After  much 
litigation  HUD  finally  recognized  this  longstanding  principle  of 
constitutional  law.   Unfortunately,  too  often  in  practice  the 
hearings  prescribed  by  HUD's  rea-  \ations  are  merely  exercises  in 
which  the  initial  PHA  decisions  -^e  just  rubber-stamped  by 
hearing  officers  who  are  not  impartial. 

HUD's  current  regulations  authorize  "in  house"  review  by 
persons  who  are  employed  by  the  PHA  and  who  have  regular  access 
to  the  participant's  file  and  daily  contact  with  the 
participants'  counselors  who  have  made  the  initial  decisions.  The 
pa-ticipant?  have  only  a  brief  period  in  which  to  request  review 
a;   minimal   ime  to  prepare  for  the  hearing.   The  PH.' 3  place  the 
burden  on  the  participant  to  prove  the  PHA  wrong.   Tha  hearing 
"officer"  is  permitted  to  rely  upon  uncorroborated  hearsay  of 
unidentified  informants.   Participants  are  not  granted  a  right  to 
conduct  discovery  in  advance  of  the  informal  review.   HUD  needs 
to  be  instructed  to  make  sure  that  the  PHAs '  hearing  procedures 
are  truly  an  opportunity  for  the  tenant  to  be  heard  by  an 
impartial  decision-maker. 

EVICTION  NOTICES 
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Because  in  many  states  evictions  are  handled  summarily  once 
they  get  to  court,  tenants  need  time  between  the  eviction  notice 
and  the  filing  of  court  proceedings  to  tender  rent,  defend 
against  arbitrary  eviction  actions,  or  to  find  other  housing  if 
they  are  notified  of  the  landlord's  proposed  action.   H.R.  3838 
would  amend  Section  8  to  require  a  30-day  notice  of  termination 
of  tenancy,  except  in  nonpayment  cases,  in  which  case  a  14-day 
termination  notice  would  be  required.   It  would  also  require 
eviction  notices  to  specify  the  grounds  for  eviction.    Both 
those  changes  are  desirable.   The  bill  would  also  require 
inclusion  of  these  provisions  in  the  lease  to  apprise  tenants  of 
their  rights  and  alert  courts  to  the  special  nature  of  the 
tenancy  and  the  requirements  for  eviction. 

FAMILY  SELF-SUFFICIENCY  PROGRAM 

Under  the  current  law,  a  PHA  is  authorized  to  terminate 
Secti  n  8  assistance  if  a  family  participates  in  the  family  self 
suffi-iency  (FSS)  proar^.m  and  fails  to  comply  with  the  FSS 
contract.   Taking  away  :he  housing  subsidy  that  a  family  needs  to 
secure  a  decent  place  to  live  is  a  severe  and  unnecessary  penalty 
to  impose  on  a  family  that  does  not  succeed  in  its  efforts  to 
become  financially  self-sufficient.   It  also  deters  families  that 
are  already  participating  in  the  Section  8  program  from  signing 
up  for  the  FSS  program.   Thus  that  sanction  should  be  repealed. 

The  FSS  statute  should  also  be  clarified  to  specify  that  a 
family  need  only  be  independent  of  income  assistance  under  the 
AFDC  program  or  state  general  assistance  in  order  to  receive  its 
escrowed  earnings.   That  clarification  is  necessary  because  HUD, 
in  its  FSS  program  rules,  defined  "income  assistance"  to  include 
child  and  health  care  assistance,  SSI,  food  stamps,  etc. 

HOMEOWNERSHIP 

The  Section  8  homeownership  option  should  be  changed  in 
several  respects.   First  the  provision  limiting  eligibility  to 
employed  families  should  be  eliminated.   The  homeownership  option 
should  be  available  to  any  Section  8  recipient.   The  source  of 
the  family's  income  should  not  determine  the  family's 
eligibility.   Second,  FmHA's  Section  502  program  should  not  be 
listed  among  the  programs  that  cannot  be  used  in  conjunction  with 
a  Section  8  Homeownership  program.   That  change  will  put  families 
in  rural  areas  who  qualify  for  Farmers  Home  Administration  loans 
on  a  par  with  non-rural  families  who  qualify  for  FHA-insured 
mortgages. 

The  section  on  reversion  to  rental  status  is  unduly  harsh. 
It  authorizes  a  termination  of  a  family's  Section  8  subsidy  and 
loss  of  the  home  upon  any  default  on  a  government- insured 
mortgage  on  the  property.   The  section  ■ioes  not  recognize  that 
the  default  may  be  a  mistake  or  may  have  been  caused  by 
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circumstances  beyond  the  family's  control.   A  family  with  a 
government- insured  mortgage  who  is  making  payments  on  the 
mortgage  pursuant  to  Section  8  should  be  treated  as  any  other 
family  which  defaults  on  a  mortgage.   The  family  should  not  loose 
the  property  until  foreclosure.   The  better  way  of  dealing  with 
the  issue  of  default  is  to  provide  the  family  with  all  the 
protections  of  mortgage  assignment  or  loan  forbearance  as 
provided  to  other  homeowners  with  government-insured  mortgages. 

The  current  provision  on  reimbursement  of  the  escrow  account 
should  also  be  eliminated.   No  family  should  be  required  to  repay 
the  escrow  account  if  the  default  was  caused  by  circumstances 
beyond  the  family's  control  or  if  deficiency  judgments  are 
precluded  by  state  law  or  if  the  property  is  sold  for  an  amount 
in  excess  of  the  outstanding  mortgage. 

FAMILY  UNIFICATION 

There  is  a  desperate  need  for  housing  assistance  in  this 
country  and  every  effort  must  be  made  to  ensure  that  our  housing 
programs  reach  everyone  who  needs  help.   Until  that  goal  is 
reached,  it  is  important  to  recognize  that  some  categories  of 
people  have  extraordinary  needs  that  should  be  met  first. 
Congress  has  done  that  by  creating  the  family  unification  program 
under  which  Section  8  is  provided  to  families  whose  children  are 
about  to  be  or  have  been  placed  in  foster  care  because  the  family 
cannot  secure  adequate  housing. 

That  program  not  only  works  for  the  families  whom  it 
directly  assists,  but  it  also  builds  bridges  between  agencies  who 
work  to  assist  the  families  and  the  housing  agencies.   Once  those 
agencies  begin  to  work  together  they  find  new  ways  to  address  the 
problems  of  families  that  otherwise  would  be  split  up  because  of 
lack  of  housing.  Programs  like  that,  which  meet  to 
extraordinarily  compelling  needs  of  .amilies  in  special 
situations,  should  be  continued. 

HOMELESS  PEOPLE 

The  Administration's  budget  also  proposes  a  set-aside  of 
tenant-based  assistance  for  15,000  homeless  individuals  or 
families.   That  set-aside  should  be  adopted  because  homeless 
families  need  access  to  permanent  housing  to  achieve  stability 
and  end  their  homelessness.   Tenant-based  assistance  can  provide 
permanent  housing  to  those  families  immediately  and  will  have  a 
demonstrable  impact  on  HUD's  efforts  to  shift  resources  for 
homeless  people  away  from  --nergency  and  temporary  solutions. 
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INCREASING  EMPLOYMENT  OPPORTUNITIES  AND  EMPLOYMENT 
AMONG  PUBLIC  AND  ASSISTED  HOUSING  TENANTS 


DEFERRING  RENT  INCREASES 

It  is  extremely  important  to  modify  the  statutory  provisions 
concerning  rents  paid  by  employed  and  newly  employed  tenants. 
Postponing  the  rent  increase  for  newly  employed  public  housing 
tenants  for  18  months,  as  Section  111  of  H.R.  3838  would  do,  is  a 
wise  policy  and  a  good  first  step.   There  is  no  need  to  include 
the  language  making  that  change  effective  only  if  appropriations 
are  provided  to  cover  additional  costs.   This  amendment  merely 
substitutes  slightly  modified  language  for  a  provision  that  is 
already  in  the  law  and  not  subject  to  appropriations  in  advance. 
Thus  budget  compliance:  does  not  require  advance  appropriations 
for  this  provision. 

The  bill  should  be  extended  to  cover  Section  8,  Section  236 
and  Rent  Supplement  tenants,  not  merely  public  housing  tenants. 
The  oth ^r  tenants'  rents  are  also  based  upon  income  and  they  face 
similr.   adjustment  problems  when  they  shift  from  welfare  to 
earnea  -ncome.   The  bill  should  also  specify  that  the  changes 
become   effective  immediately  upon  enactment.   The  provision  in 
the  1990  Act  which  Section  111  would  replace  has  been  on  the 
books  for  more  than  three  years  now,  but  HUD  has  done  nothing  to 
implement  it.   The  best  way  to  prevent  the  same  thing  from 
happening  with  this  new  provision  is  to  make  it  effective 
immediately. 

The  language  in  the  bill  that  is  intended  to  protect   public 
housing  tenants  from  losing  the  rights  they  already  secured  from 
the  1990  Act  needs  to  be  rewritten.  See  Sec.  111(b).   To 
effectively  protect  public  housing  tenants  to  whom  the  1990  Act 
applies,  the  bill  should  straightforwardly  provide  that  their 
rights  shall  not  be  reduced  or  impaired  by  enactment  of  this 
amendment. 

PREFE?3NCE  FOR  WORKING  PEOPLE 

The  administration's  budget  propost   that  Congress  create  a 
super-preference  for  working  families  for  admission  to  public  and 
assisted  housing.   Although  we  support  changes  that  will  create 
employment  opportunities  for  assisted  housing  tenants  who  are 
poor  and  remove  financial  penalties  imposed  upon  them  if  they 
switch  from  welfare  to  work,  we  cannot  support  an  admission 
preference  for  working  families. 

Among  the  5  million  families  with  no  housing  assistance  and 
worst  case  housing  needs,  there  are  many  for  whom  employment  is 
not  part  of  their  current  lives  nor  likely  to  be  in  the  future, 
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for  reasons  beyond  their  control.   They  are  people  who  are 
elderly  and  people  with  disabilities  and  people  who  take  care  of 
young  children  at  home  and  people  who  are  discriminated  against 
in  the  employment  market  and  people  who  have  been  poorly  educated 
and  for  people  whom  our  economy  does  not  produce  enough  jobs.   If 
a  preference  for  working  people  is  created,  those  people  will 
always  be  skipped  over  in  line  by  applicants  who  have  a  job  and 
will  wait  for  housing  assistance  that  will  never  be  offered  to 
them.   Their  plight  will  continue  forever.  They,  and  their 
children,  will  have  been  written  off  by  HUD,  by  Congress,  by  this 
country.   That  is  not  what  the  1949  housing  goal  was  all  about. 

Creating  a  preference  for  people  who  are  employed  will  also 
undermine  the  family  self-sufficiency  programs  and  the  welfare 
refoi-m  proposals.   The  policy  behind  those  programs  and  proposals 
is  to  open  up  opportunities  for  long-term  unemployed  welfare 
recipients  to  become  employed.  A  decent,  stable  and  affordable 
home  is  crucial  to  the  success  of  those  efforts,  but  such  a  home 
is  beyond  the  reach  of  virtually  all  of  those  families  without 
housing  assistance.   If  applicants  who  already  have  jobs  are 
given  preference  over  those  without  jobs,  long-term  unemployed 
welfare  recipients  will  never  be  admitted  to  public  housing  or 
received  tenant-based  assistance. 

SECTION  3 

Section  3  of  the  Housing  and  Urban  Development  Act  of  1968 
was  intended  to  target  employment,  training  and  contracting 
opportunities  created  by  federal  housing  and  community 
development  funds  to  low  income  residents  of  the  areas  where  the 
funds  were  to  be  spent.   It  was  amended  in  1992  to  strengthen  its 
requirements,  but  one  phrase  was  added  that  may  have  the  effect 
of  completely  frustrating  the  policy  of  the  statute.   That  phrase 
mandates  that  obligations  to  direct  jobs,  contracts  and  training 
may  only  be  imposed  if  they  are  "consistent  with   existing 
Federal,  State  and  local  laws  and  regulations".    HUD  appears  to 
be  ready  to  interpret  that  language  to  mean  that  a  state  or  local 
law  requiring  acceptance  of  the  lowest  bid  could  override  a 
Section  3  requirement  that  a  PHA  award  a  contract  to  a 
construction  firm  that  will  train  and  employ  public  housing 
tenants.   To  prevent  that  from  happening  the  offending  phrase 
should  be  repealed  or,  at  least.,  clarified  to  preempt  any  state 
or  local  laws  that  would  undermine  the  purposes  of  Section  3. 

Originally  Se>_zion  3  was  intended  to  apply  not  only  to 
employment  opportunities  but  also  opportunities  to  supply 
materials  and  services.   In  the  1992  revisions,  the  obligations 
to  prefer  business  concerns  that  provide  economic  opportunities 
low  income  people  were  may  applicable  only  to  "contracts  for 
work."  It  appears  that  HUD's  regulations  will  interpret  contracts 
for  work  to  include  only  contracts  for  jobs  not  contracts  to 
supply  the  materials  that  will  be  used  in  the  work.  For  example, 
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if  a  modernization  contract  involves  replacing  window  screens, 
HUD'S  regulations  would  not  require  the  contractor  to  give 
preference  in  selecting  a  supplier  of  the  screens  to  a  company 
that  employs  or  is  owned  by  tenants  of  the  project.   Therefore, 
Congress  should  clarify  the  applicability  of  the  statute  to 
material  and  supply  contracts,  thus  more  fully  and  reasonably 
extending  the  statute's  benefits  to  the  low  and  very  low  income 
persons  intended  to  be  served. 

HUD  MULTIFAMILY  PROPERTY  DISPOSITION 

Revision  of  the  statute  governing  HUD's  multifamily  property 
disposition  program  has  been  to  subject  of  intensive  legislative 
activity  during  the  past  8  months.   See  H.R.3400  and  S.1299. 
Sections  431-35  of  H.R.  3838  contain  new  provisions  dealing  with 
property  disposition,  although  earlier  legislative  action  may 
render  consideration  of  those  provisions  moot.   Whatever  the 
context  in  which  these  revisions  are  made,  there  are  certain 
facts  that  must  be  considered  and  fundamental  principles  that 
should  be  preserved.   They  are: 

1.  These  properties  provide  homes  for  thousands  of  very 
low  income  families. 

2.  Effective  measures  must  be  included  to  protect  current 
tenants  from  being  displaced  as  a  result  of  HUD's  disposition  of 
the  properties. 

3.  The  number  of  households  in  these  projects  for  whom  the 
government  provided  project-based  assistance  in  the  past  should 
not  be  reduced  as  a  result  of  HUD's  disposition  of  the 
properties. 

4.  When  units  that  otherwise  would  receive  project-based 
subsidies  are  traded  for  other  units,  the  substitute  units  must 
receive  project-based  subsidies. 

5.  If  alternative  uses  are  to  be  permitted  for  some  of  the 
projects  sold  by  HUD,  strict  limits  must  be  set  on  the  number  of 
units  dedicated  to  alternative  uses. 

6.  If  tenant-based  subsidies  are  to  be  substituted  for 
project-based  subsidies  in  some  cases,  the  "soft  market"  test  for 
determining  whether  that  can  be  done  must  carefully  guarantee 
that  families  that  would  have  been  served  by  the  project-based 
subsidies  will  be  able  to  use  the  tenant-based  subsidies.   In 
addition  HUD  must  be  required  to  ensure  that  the  portable 
subsidies  are  successfully  used. 

7 .  Measures  should  be  included  to  protect  this  stock  as  a 
resource  for  future  low-income  use  by  imposing  low  and  very  low 
income  occupancy  requirements,  and  flat  rent  restrictions  for  all 
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units  that  do  not  receive  project-based  Section  8  subsidies. 

8.    Purchasers  must  be  obligated  to  repair  the  properties 
and  maintain  them  in  decent,  safe  and  sanitary  condition  and  HUD 
must  be  obligated  to  ensure  that  the  purchasers  perform. 

There  should  also  be  an  independent  evaluation  of  the 
program  and  a  sunset  provision  on  the  changes  to  permit 
reevaluation  of  them  in  light  of  experience. 

We  thank  you  for  the  opportunity  to  present  this  statement 
and  we  hope  that  it  will  be  helpful  in  your  deliberations. 


14 


926 


Additional  Questions 
Hearing  —  March  17,  1994 

frcm  Chairman  Gonzalez  to 
David  Bryaon,  Deputy  Director 
National  Housing  Law  Project 

1)  One  of  the  central  provisions  of  the  proposed  merger  of  the 
Section  8  certificate  and  voucher  programs  contained  in  H.R.  3838 
is  the  retention  of  the  certificate  program  provision  limiting  a 
low  income  tenant's  rent  to  no  more  than  3  0  percent  of  their 
adjusted  income.  This  provision  is  retained  in  H.R.  3838  because 
of  concerns  about  the  rent  burdens  that  might  otherwise  be  faced  by 
low  income  tenants.  However,  I  am  also  concerned  about  the  housing 
choice  of  low  income  tenants  —  providing  low  income  tenants  with 
an  adequate  range  of  decent  and  safe  housing  to  rent. 

—  In  order  to  provide  tenants  with  adequate  housing  choice, 
while  at  the  same  time  protecting  against  excessive  rent 
burdens,  how  high  would  you  set  the  rent  to  income  ratio  for 
low  income  tenants,  and  in  what  manner? 

2)  The  FY  1995  proposed  HUD  budget  would  reduce  the  percentile  of 
local  market  rents  at  which  Section  8  fair  market  rents  are  set. 
FMRs  are  currently  set  at  45  percent  of  local  market  rents.  What 
potential  impact  would  such  a  reduction  have  on  housing  choice  of 
low-income  tenants  assisted  under  the  Section  8  program? 

3)  The  FY  1995  proposed  HUD  budget  provides  for  a  reduction  in 
administrative  fees  under  the  Section  8  program.  What  impact  would 
a  reduction  in  administrative  fees  have  on  the  administration  of 
the  section  8  program? 

4)  One  criticism  of  the  fair  market  rent  system  under  the  Section 
8  program  is  that  it  inhibits  tenant  mobility  because  it  is  based 
on  a  metropolitan  area  wide  basis,  and  does  not  reflect  variations 
among  submarket  areas.  Should  the  fair  market  rent  system  be 
adjusted  to  better  reflect  variances  in  market  rents  within 
submarket  areas? 

5)  Do  you  have  any  observations  on  the  recently  released  study  by 
Abt  Associates  entitled  "Final  Report  on  Recommendations  on  Ways  to 
Make  the  Section  8  Program  More  Acceptable  in  the  Private  Rental 
Market"  commissioned  by  the  National  Multi  Housing  Council  and  the 
National  Apartment  Association? 
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Responses  from  Mr.  David  B.  Bryson  to 
Chairman  Gonzalez '  Questions 
(3/17/94) 


1)    One  of  the  central  provisions  of  the  proposed  merger  of  the 
Section  8  certificate  and  voucher  programs  contained  in  H.R.  3838 
is  the  retention  of  the  certificate  program  provision  limiting  a 
low  income  tenant's  rent  to  no  more  than  30  percent  of  their 
adjusted  income.   This  provision  is  retained  in  H.R.  3838  because 
of  concerns  about  the  rent  burdens  that  might  otherwise  be  faced 
by  low  income  tenants.   However,  I  am  also  concerned  about  the 
housing  choice  of  low  income  tenants  —  providing  low  income 
tenants  with  an  adequate  range  of  decent  and  safe  housing  for 
rent. 

In  order  to  provide  tenants  with  adequate  housing 
choice,  while  at  the  same  time  protecting  against  excessive 
rent  burdens,  how  high  would  you  set  the  rent  to  income 
ratio  for  low  income  tenants,  and  in  what  manner? 

Reply: 

It  is  possible  to  provide  tenants  with  adequate  housing 
choice  without  requiring  them  to  pay  more  than  30  percent  of 
their  incomes  for  rent  except  in  very  limited  situations.   To 
achieve  that  goal,  the  program  must  have  the  following  five  basic 
features: 

First,  Fair  Market  Rents  (FMRs)  must  be  set  at  adequate 
levels,  which  requires  that  control  of  the  FMR  level  must  remain 
in  the  hands  of  HUD.   The  PHAs  must  not  be  given  the  option  of 
setting  a  payment  standard  at  a  lower  level,  as  they  were  under 
the  voucher  program. 

Second,  statutory  standards  must  be  prescribed  to  ensure 
that  HUD  sets  the  FMR  at  an  adequate  level  so  that  most 
participants  will  be  able  to  rent  homes  at  or  below  the  FMR. 

Third,  there  can  be  limited  circumstances  in  which  tenants 
pay  more  than  30  percent  of  their  incomes  for  rent,  but  there 
must  be  safeguards  to  prevent  an  excessive  number  of  participants 
from  paying  more  than  an  affordable  share  of  their  incomes  for 
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rent.  The  best  safeguard  is  to  require  aggressive  recruitment  of 
landlords  and  assistance  to  families  and  an  automatic  review  and 
readjustment,  if  necessary,  of  the  FMR  when  the  percentage  of 
tenants  paying  more  than  30%  exceeds  a  certain  percentage  of  the 
units  administered  by  the  PHA.   We  propose  5  percent.   In 
addition,  there  should  be  a  limit  on  the  number  of  participants 
in  the  PHA's  program  who  pay  more  than  30%.   We  propose  10 
percent.   There  also  should  be  reporting  requirements,  with 
public  disclosure,  that  will  uncover  malfunctions  as  they  arise. 

Fourth,  the  changed  system  must  require  the  PHA  to  assist 
the  tenant  in  negotiating  with  the  landlord,  if  the  landlord 
wishes  to  charge  more  than  the  FMR.   That  would  help  protect 
against  gouging  by  unscrupulous  landlords. 

Fifth,  there  should  not  be  provisions  that  would  authorize  a 
PHA  to  refuse  to  approve  a  lease  if  the  rent  were  too  high  a 
percentage  of  the  tenant's  income  or  were  considered  by  the  PHA 
to  be  excessive.   Such  a  requirement  would  only  limit  the 
certificate  holder's  chances  of  securing  housing. 

2)    The  FY  1995  proposed  HUD  budget  would  reduce  the  percentile 
of  local  market  rents  at  which  Section  8  fair  market  rents  are 
set.   FMRs  are  currently  set  at  45  percent  of  local  market  rents. 
What  potential  impact  would  such  a  reduction  have  on  housing 
choice  of  low-income  tenants  assisted  under  the  Section  8 
program? 

Reply: 

Reducing  the  level  at  which  FMR's  are  set  from  the  45th 
percentile  to  the  40th  would  drastically  limit  the  number  of 
units  available  to  certificate  holders.   By  definition,  an 
additional  5%  of  the  units  in  the  market  would  become  off  limits 
for  them,  and  those  would  be  the  ones  with  the  highest  rents,  in 
the  best  physical  condition  in  the  better  served  neighborhoods. 
Looking  at  it  another  way,  certificate  holders  have  12%  more 
units  to  choose  from  at  the  45th  percentile  than  at  the  40th 
percentile. 

Even  in  the  current  housing  markets,  when  vacancy  rates  have 
been  higher  than  usual  in  many  places,  one  in  five  families  that 
receive  certificates  cannot  find  units  within  the  FMR,  when  it 
has  been  set  at  the  45th  percentile.   Reducing  that  level  to  the 
4  0th  percentile  will  reduce  the  success  rate  even  more.   And  as 
the  rental  markets  tighten  up,  as  they  are  doing,  even  more 
families  would  be  unable  to  find  units  within  the  FMR. 

Reducing  the  FMR's  would  create  additional  problems  if  the 
tenants'  rents  were  to  be  set  as  they  are  in  the  voucher  program, 
which  the  Administration  proposed  last  Fall,  or  if  an  exception 
to  the  30%  rent-to-income  ratio  limit  were  created,  as  suggested 


929 


above.   The  only  way  to  ensure  that  tenants  have  an  adequate 
subsidy  under  a  full-blown  or  limited  voucher  system  is  to 
guarantee  that  the  FMR's  (and  PHA-set  payment  standards  if  they 
are  used)  are  high  enough.   If  they  are  not,  nearly  all  the 
tenants  would  have  to  pay  the  extra  rent  above  the  FMR  out  of 
their  own  pockets.   For  tenants  with  higher  incomes  that  would 
create  a  severe  financial  burden.   For  tenants  with  the  lowest 
incomes,  that  would  make  the  program  unworkable.   Their  rent  to 
income  ratios  would  rise  to  levels,  such  as  40  and  50  percent,  at 
which  landlords  with  housing  that  meets  the  HSQ's  will  not  rent 
to  them. 

3)  The  FY  1995  proposed  HUD  budget  provides  for  a  reduction  in 
administrative  fees  under  the  Section  8  program.   What  impact 
would  a  reduction  in  administrative  fees  have  on  the 
administration  of  the  section  8  program? 

Reply: 

Our  experience,  and  the  experience  revealed  by  Abt 
Associates'  FINAL  REPORT  ON  RECOMMENDATIONS  ON  WAYS  TO  MAKE  THE 
SECTION  8  PROGRAM  MORE  ACCEPTABLE  IN  THE  PRIVATE  RENTAL  MARKET  is 
that  some  housing  authorities  do  not  adequately  perform  a  number 
of  functions  that  are  essential  to  the  success  of  the  programs. 
They  include  recruiting  landlords  to  participate  in  the  program, 
educating  them  about  the  way  the  program  works,  providing  tenants 
assistance  in  locating  landlords  who  are  willing  to  participate, 
performing  inspections  in  a  timely  fashion,  training  inspectors 
to  produce  rational  and  consistent  results,  making  HAP  payments 
on  time  and  handling  landlords'  damage  claims  fairly  and 
expeditiously . 

Those  functions  are  essential  if  the  program  is  to  achieve 
its  goal.   Adequate  administrative  fees  are  one  necessary 
condition  to  the  successful  performance  of  those  functions.   Well 
trained  PHA  staff  members  are  another.   Clearly,  fees  should  not 
be  cut  in  the  face  of  what  is  already  inadequate  performance  at 
some  PHAs. 

4)  One  criticism  of  the  fair  market  rent  system  under  the 
section  8  program  is  that  it  inhibits  tenant  mobility  because  it 
is  based  on  a  metropolitan  area  wide  basis,  and  does  not  reflect 
variations  among  submarket  areas.   Should  the  fair  market  rent 
system  be  adjusted  to  better  reflect  variances  in  market  rents 
within  submarket  areas? 

Reply: 

There  is  some  flexibility  in  the  current  FMR  system  to  reach 
housing  with  higher  rents  in  better  served  neighborhoods.   Under 
the  current  exception  rent  regulations,  PHAs  may,  with  HUD 
permission,  approve  rents  for  units  that  exceed  the  FMR  by  up  to 
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20  percent,  if  they  are  located  in  a  neighborhood,  municipality, 
county  or  similar  locality  where  the  rents  are  higher  because  of 
special  circumstances  and  units  cannot  be  rented  for  less.   24 
C.F.R.  §  882.106(a) (3)&(4)  (1993). 

Those  regulations  have  not  always  been  adequate,  because 
they  depend  upon  the  PHA's  asking  for  permission  to  approve  the 
higher  rentals  and  the  local  HUD  office's  granting  that 
permission.   In  addition,  in  February  1993,  HUD  proposed  to  make 
the  exception  rent  rules  even  more  restrictive  than  they  are  now. 
58  Fed.  Reg.  11,292  (February  24,  1993).   One  can  hope  that  upon 
reflection  HUD  will  not  narrow  the  rules  in  the  proposed  fashion, 
but  instead  will  redesign  them  to  better  reflect  variances  in 
market  rents  within  submarket  areas. 

5)    Do  you  have  any  observations  on  the  recently  released  study 
by  Abt  Associates  entitled  "Final  Report  on  Recommendations  on 
Ways  to  Make  the  Section  8  Program  More  Acceptable  in  the  Private 
Rental  Market"  commissioned  by  the  National  Multi  Housing  Council 
and  the  National  Apartment  Association? 

Reply: 

The  stated  goal  of  the  Abt/  Multi  Housing  Council/  National 
Apartment  Association  project  was  make  the  program  more  accepted 
by  owners  in  low-poverty  areas  without  compromising  program  goals 
of  providing  low-income  households  good  quality  affordable 
housing  in  the  private  market.   Abt,  FINAL  REPORT  ON 
RECOMMENDATIONS  ON  WAYS  TO  MAKE  THE  SECTION  8  PROGRAM  MORE 
ACCEPTABLE  IN  THE  PRIVATE  RENTAL  MARKET  (March  1994),  p.  3.  Its 
recommendations  can  be  summarized  as  follows: 

1.  Tenant  screening  should  be  the  right  and  responsibility 
of  the  owners  and  that  should  repeatedly  be  made  very 
clear  to  them. 

2.  Congress  should  repeal  the  statute  that  prohibits 
landlords  who  already  participate  in  the  Section  8 
program  from  discriminating  against  applicants  with 
certificates  or  vouchers. 

3 .  Congress  should  repeal  the  statute  that  requires  one 
year  leases  and  bars  landlords  from  evicting  a  tenant 
without  good  cause. 

4.  Landlords  should  be  allowed  to  use  their  regular  leases 
and  any  addenda  used  to  meet  the  requirements  of  the 
Section  8  program  should  be  narrowly  tailored. 

5.  Section  8  payments  should  be  made  with  two-party  checks 
requiring  endorsement  by  both  the  landlord  and  the 
tenant . 
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6.  Housing  Quality  Standard  enforcement  should  be 
improved : 

*  by  increased  training  of  inspectors  to  increase 
consistency; 

*  by  authorizing  conditional  approvals  and  modifying 
the  scoring  so  that  violations  that  do  not 
threaten  health  and  safety  would  not  lead 
automatically  to  rejection;  and 

*  by  authorizing  building-wide  certifications  and 
imposing  time  limits  on  inspectors  to  overcome 
delays  in  securing  approval  for  apartments. 

7.  Abatement  of  payments  for  housing  quality  standard 
violations  during  the  lease  term  should  be  prohibited 
and  inspections  should  be  performed  sufficiently  in 
advance  of  lease  anniversary  dates  to  allow  landlords 
to  make  repairs  or  drop  out  of  the  program. 

8.  Time  limits  should  be  placed  on  PHAs '  making 
inspections  in  response  to  landlord's  damage  claims 
submitted  when  tenants  move  out. 

Final  Report,  pp.  22-34. 

The  recommendations  provoke  a  variety  of  responses.   Some  of 
them  are  quite  sound  and  most  likely  would  be  supported  by 
participating  tenants  as  well  as  the  landlords.   They  include 
making  it  clear  that  tenant  screening  is  the  owner's,  not  the 
PHA's,  responsibility,  speeding  up  the  inspection  process  and 
reducing  the  rejection  of  units  for  minor  violations,  and 
instituting  a  two-party  check  system.   Others  are  less  necessary, 
but  not  likely  to  evoke  strenuous  opposition.   They  are  the 
proposal  to  allow  landlords  to  use  their  own  leases,  with  addenda 
to  incorporate  the  Section  8  requirements,  and  the  time  limits 
for  handling  inspections  related  to  landlord  damage  claims. 

None  of  these  five  non-controversial  recommendations  would 
require  any  statutory  changes.   At  this  stage,  it  would  be  better 
if  HUD  were  given  a  chance  to  consider  the  recommendations  and 
decide  whether  to  adopt  them  administratively,  instead  of 
Congress'  enacting  them  today.   In  fact,  the  Report  suggests  that 
the  recommendations  be  tried  by  HUD  on  an  experimental  basis  at 
first  and  not  be  adopted  program  wide  until  after  an  evaluation. 
Only  if  HUD  were  to  arbitrarily  refuse  to  consider  implementing 
them,  would  there  be  a  need  for  Congress  to  amend  the  statute  to 
require  such  changes. 

Three  recommendations,  however,  are  quite  controversial  and 
would  significantly  compromise  fundamental  principles  that  have 
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governed  the  Section  8  program.   They  are  the  proposal  to  repeal 
the  ban  against  discrimination  against  certificate  and  voucher 
holders,  the  recommended  repeal  of  the  bar  against  evictions 
without  good  cause  and  the  proposed  prohibition  against  abatement 
of  assistance  payments  for  HSQ  violations  during  the  term  of  the 
lease. 

In  analyzing  the  worth  of  these  three  recommendations,  it  is 
important  to  keep  in  mind  the  nature  of  the  research  undertaken 
and  the  analysis  that  was  done.   First,  the  study  was  limited  to 
ways  to  make  the  program  more  acceptable  to  the  landlords.   The 
primary  aim  was  not  to  make  the  program  more  acceptable  to  the 
certificate  or  voucher  holders,  the  PHAs,  HUD  or  the  public. 
Thus  the  focus  groups  only  contained  landlords,  not  tenants,  PHA 
staff,  HUD  staff  or  members  of  the  general  public.   In  lieu  of 
soliciting  the  views  of  those  other  affected  parties,  Abt 
Associates  took  upon  itself  the  responsibility  of  recommending 
only  changes  that  would  not  compromise  the  program's  goals. 
Final  Report,  pp.  3-4  &  7-8.   That,  of  course,  left  open  the  risk 
that  Abt  Associates  might  either  fail  to  understand  fully  the 
basic  goals  of  the  prograun  or  misjudge  whether  particular  changes 
would  compromise  those  goals. 

Discrimination  Against  Certificate  Holders 

Some  landlords  participating  in  focus  groups  objected  to 
Section  8(t)  (42  U.S.C.A.  §  1437f(t)  (West  Supp.  1993))  which 
prohibits  landlords  who  have  signed  one  Section  8  contract  from 
refusing  to  accept  another  Section  8  assisted  tenant  because  that 
second  applicant  participates  in  the  Section  8  program.   The 
claim  is  that  the  non-discrimination  provision  itself  makes 
landlords  reluctant  to  try  out  the  Section  8  program.   Final 
Report,  p.  10.   If  that  statute  were  repealed,  which  the  Report 
recommends  (Final  Report,  pp.  22-23),  allegedly  more  landlords 
would  accept  Section  8  applicants  because  they  would  not  feel 
that  they  would  have  to  accept  every  Section  8  applicant  who 
comes  to  them. 

To  analyze  this  point  it  is  first  necessary  to  be  clear 
about  what  the  non-discrimination  provision  actually  does.   It 
does  not  prohibit  landlords  who  accept  a  Section  8  applicant  from 
screening  future  Section  8  applicants.   It  appeared  from  the  Abt 
focus  groups  that  many  landlords  did  not  understand  that.   Final 
Report .  pp.  10-11  &  12.  It  also  does  not  require  those  landlords 
to  rent  units  to  Section  8  applicants  if  they  have  a  non-Section 
8  applicant  that  they  prefer  or  if  they  can  get  more  rent  from 
unassisted  tenants.   42  U.S.C.A.  §  1437f(t)  (West  Supp.  1993). 
It  merely  prohibits  the  landlords  from  relying  on  the  fact  that 
the  applicants  are  Section  8  participants  as  the  reason  for 
rejecting  them. 

Repeal  of  the  provision  would  mean  that  Congress  would  be 
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authorizing  all  landlords,  even  landlords  who  are  taking  the 

benefit  of  Section  8  in  some  of  their  properties,  to  refuse  to 

rent  to  applicants  who  have  certificates  or  vouchers  for  the  very 

reason  that  they  have  such  assistance.   That  certainly  runs 

counter  to  the  principle  that  certificate  and  voucher  holders 

ought  to  be  able  to  participate  in  the  private  market  just  like 

other  unsubsidized  tenants.   It  also  offends  against  the  moral 

principle  that  people  should  not  be  treated  arbitrarily,  i.e.,  be 

discriminated  against  for  reasons  beyond  their  control,  namely 

their  inability  to  afford  even  a  decent  home  without  housing  assistance. 

To  the  extent  that  the  non-discrimination  provision  as 
presently  structured  discourages  some  landlords  from  accepting 
any  Section  8  applicants,  there  is  a  solution  that  does  not 
require  jettisoning  these  principles  of  fundamental  fairness. 
The  Abt  Report  notes  that  in  those  states  and  localities  where 
all  landlords  are  prohibited  from  rejecting  an  applicant  on  the 
basis  of  the  source  of  their  income  or  their  receipt  of  housing 
subsidies,  this  problem  of  landlords  being  afraid  to  accept  any 
Section  8  tenants  does  not  arise.   Final  Report,  p.  23,  n.  14. 
Because  they  are  already  barred  from  discriminating,  taking  a 
Section  8  applicant  does  not  subject  them  to  any  greater 
liability  or  duty.   Similarly,  if  the  federal  law  banning 
discrimination  against  applicants  who  participate  in  Section  8 
were  extended  to  all  landlords,  the  problem  of  which  the  Report 
complains  would  also  disappear.   Such  an  amendment  is  discussed 
in  my  prepared  statement  at  pages  4-5. 

Allowing  Landlords  to  Evict  Without  Good  Cause 

The  Report's  second  controversial  recommendation  is  that 
landlords  be  allowed  to  use  short  term  leases,  at  least  as  short 
as  90  days  and  possibly  month  to  month,  and  that  they  be  allowed 
to  evict  the  tenants  at  the  end  of  the  lease  without  good  cause. 
Final  Report,  p.  24.   This  recommendation  would  entail  repealing 
the  present  statutory  provisions,  and  implementing  regulations, 
that  require  a  landlord  to  have  good  cause  to  terminate  a  Section 
8  tenancy.   42  U.S.C.A.  §  1437f (d) (1) (B)  (West  Supp.  1993);  24 
C.F.R.  §  882.215  (1993).   The  supporting  argument  is  that  the 
statute  makes  it  harder  to  get  rid  of  a  tenant  the  landlord 
considers  disruptive  and,  as  a  result,  good  landlords  are 
reluctant  to  rent  to  Section  8  applicants.   Final  Report,  p.  24. 

The  good  cause  requirement  was  added  to  the  statute  in  1981. 
It  was  added  to  the  certificate  program  for  the  same  reason  that 
it  has  become  a  part  of  all  other  federal  housing  programs, 
namely,  to  protect  families  from  being  arbitrarily  evicted  from 
their  homes.   That  protection  against  losing  one's  home  for  no 
fault  of  one's  own  is  guaranteed  to  all  the  families  in  the 
country  who  own  their  homes,  to  all  the  residents  of  the  cities 
that  prohibit  eviction  without  good  cause,  to  all  the  renters  in 
the  state  of  New  Jersey  and  to  all  the  families  who  participate 
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in  the  other  federal  housing  programs.   There  would  have  to  be  a 
very  sound  reason  to  take  it  away  from  the  families  who 
participate  in  the  Section  8  program. 

The  Abt/Multi  Housing  Council  Report  does  not  present  such  a 
case,  for  a  number  of  reasons.   First,  the  Report's  case  rests  in 
part  on  a  misunderstanding  of  the  exact  nature  of  the  eviction 
rules.   At  least  four  times,  the  Report  mistakenly  states  that 
Section  8  landlords  cannot  evict  tenants  without  securing  the 
approval  of  the  PHA.   Final  Report,  pp.  4,  9,  12,  &  20.   That  is 
not  true.   The  statutory  requirement  that  the  landlords  secure 
the  approval  of  the  PHA  was  repealed  in  1981  (Pub.  L.  No.  97-35, 
§326(e)(l),  95  Stat.  402,  407  (1981))  and  the  regulations  were 
changed  in  1982.   47  Fed.  Reg.  33,497  (August  3,  1982).   Thus  PHA 
approval  has  not  been  a  requirement  for  nearly  12  years.   To  the 
extent  that  Abt's  analysis  rests  on  a  mistaken  understanding  of 
the  eviction  rules,  it  is  seriously  undermined. 

Second,  the  report  repeatedly  suggests  that  Section  8 
landlords  are  not  allowed  to  use  the  same  eviction  procedures  as 
ordinary  private  landlords.   Final  Report,  pp.  5,  11-12,  20,  22, 
24,  &  25.   The  suggestion  is  that  ordinary  landlords  do  not  have 
to  go  to  court  to  evict  tenants,  and  Section  8  landlords  do. 
That  suggestion  also  overstates  the  case.   In  almost  all  states, 
self-help  evictions  are  prohibited.   That  means  that  ordinary 
landlords  have  to  go  to  court  if  a  tenant  refuses  to  move  after 
the  landlord  terminates  the  lease  or  the  lease  expires. 
Similarly,  Section  8  landlords  have  to  go  to  court  if  a  tenant 
refuses  to  move.   In  addition,  some  Section  8  tenants  will  move 
voluntarily  when  they  receive  a  notice  from  their  landlord 
terminating  their  tenancies,  just  as  some  unsubsidized  tenants 
do.  Thus  for  Section  8  landlords  there  is  the  possibility  that  an 
undesired  tenant  will  move  out  voluntarily,  just  as  there  is  with 
ordinary  landlords.   Although  that  probably  does  not  happen  as 
often  with  Section  8  tenants,  it  is  important  not  to 
underestimate  that  possibility  nor  to  ignore  the  fact  that  not 
all  disruptive  tenants  leave  unsubsidized  housing  voluntarily. 

The  major  difference  between  Section  8  tenants  and  other 
tenants  is  that  if  they  refuse  to  move  and  the  landlord  goes  to 
court,  he  will  have  to  prove  that  the  Section  8  tenant  has 
breached  the  lease  or  that  there  is  other  good  cause  for  the 
eviction.   Except  in  cases  where  the  tenant  has  a  lease,  ordinary 
landlords  can  have  courts  evict  tenants  merely  by  proving  that 
they  have  given  the  tenant  a  required  notice  to  move  out.   They 
do  not  have  to  prove  the  reason  why  they  gave  the  notice. 

But  this  difference  is  not  as  great  as  the  Report  makes  out. 
The  Section  8  landlord  is  still  free  to  evict  a  tenant  who  is 
disruptive,  because  disrupting  other  tenants'  quiet  enjoyment  of 
the  premises  is  good  cause  for  eviction.   24  C.F.R.  § 
882.215(c)(2)  (1993).   The  landlord  is  also  free  to  evict  a 
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tenant  for  any  other  breaches  of  the  lease,  including  nonpayment 
of  rent  and  damaging  the  premises,  with  which  the  Abt  landlords 
were  concerned.   24  C.F.R.  §  882.215(c)(1)  (1993).   Section  8 
landlords,  unlike  landlords  participating  in  all  the  other 
federal  programs,  are  also  free  to  evict  tenants  for  business  or 
other  reasons,  such  as  a  desire  get  more  rent,  or  to  sell  the 
property,  or  to  renovate  it,  or  to  convert  it  to  nonresidential 
uses,  or  to  move  in  family  members  or  to  use  it  as  his  or  her  own 
home.   24  C.F.R.  §  882.215(c)(2)  (1993).   What  the  Section  8 
landlord  cannot  do  is  evict  the  family  from  its  home  for  no 
reason  at  all.   Even  if  that  limited  restraint  on  a  landlord's 
prerogatives  deters  some  "good"  landlords  from  participating  in 
the  program,  it  is  not  worth  sacrificing  this  fundamental 
protection  to  get  them  to  participate. 

Remedies  for  Housing  Quality  Standards  Violations. 

The  research  uncovered  some  landlord  dissatisfaction  with 
PHA's  enforcement  of  the  Housing  Quality  Standards.   Primarily 
the  complaints  were  that  the  inspectors  were  sometimes  too  picky, 
were  often  inconsistent  and  were  slow  in  conducting  follow-up 
inspections  to  confirm  that  repairs  had  been  made.   The  results, 
they  alleged,  were  that  they  lost  rent  because  payments  were 
abated  too  hastily  and  resumed  too  slowly.  In  addition,  in  some 
cases  the  tenant  caused  the  damage  that  created  the  HSQ  violation 
and  the  PHAs  abated  the  payments  even  though  the  landlords  were 
not  at  fault.   Final  Report,  pp.  14-17  &  18-19. 

For  the  most  part,  the  Report  recommends  changes  in  training 
and  scoring  to  solve  the  problems,  especially  the  problems  of  too 
hasty  abatement  and  too  slow  resumption.   Those  recommendations 
are  not  controversial.   However,  there  is  one  additional 
recommendation  that  is  controversial,  namely  that  PHAs  be  barred 
from  abating  payments  during  the  leage  term.   Final  Report,  p. 
32-33.   That  recommendation  compromises  a  fundamental  purpose  of 
the  program,  i.e.,  that  the  tenants  be  assured  decent  safe  and 
sanitary  housing  in  which  to  live.   When  a  landlord  refuses  to 
correct  a  violation  of  the  Housing  Quality  Standards,  after 
having  been  given  notice  and  a  reasonable  opportunity  to  make 
repairs,  the  PHAs  must  have  the  power  to  abate  payments. 
Otherwise  substandard  housing  will  be  subsidized  for  the 
remainder  of  the  term  or  the  PHA  will  have  to  terminate  the 
contract  mid-term,  forcing  the  tenant  to  seek  alternative  housing 
which  is  difficult  to  do  in  tight  markets. 

Withholding  the  power  to  abate  payments  during  the  lease 
term,  as  the  Report  recommends,  cannot  be  justified  as  necessary 
to  correct  sloppy  or  abusive  practices  of  PHAs.   The  Report 
itself  recommends  alternative  changes  that  will  effectively  solve 
the  problems  of  delay,  pickiness  and  inconsistency.   In  addition, 
the  Report  does  not  analyze  closely  the  current  HUD  Handbook 
provisions,  but  instead  creates  the  impression  that  they  require 
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abatement  even  if  there  has  not  been  a  reasonable  opportunity  to 
repair  and  prohibit  retroactive  reinstatement  when  repairs  have 
been  made.  In  fact,  under  the  Handbook,  the  landlord  (1)  can  get 
30  days  to  repair  violations  that  do  not  present  an  immediate 
danger  to  the  health  and  safety  of  the  family,   (2)  can  get  an 
extension  depending  upon  the  nature  of  the  work  to  be  completed 
and  what  a  reasonable  deadline  would  be,  (3)  must  get  advance 
notice  before  the  PHA  can  stop  the  HAP  payments,  and,  (4)  once 
the  repairs  have  been  completed,  can  get  a  prorated  payment  for 
the  days  between  the  day  the  corrections  are  made  and  the  end  of 
the  month,  even  if  the  inspection  is  not  completed  until  later. 
HUD  Handbook  7420.7,  fl  5-9  &  5-10  (CHG.  3,  1983).   If  the 
discretion  granted  the  PHAs  in  applying  those  rules  is  determined 
to  be  unfair  to  the  landlords,  the  solution  is  not  to  take  away 
the  abatement  option,  but  to  train  the  PHAs  better  or  to  reduce 
the  PHAs  discretion. 

In  analyzing  how  to  solve  this  problem,  it  is  important  to 
recognize  what  and  whom  we  are  dealing  with.   If  the  rules  on 
abatement  are  tightened  up,  and  the  PHA  staffs  are  trained 
better,  abatement  will  only  arise  in  situations  where  landlords 
have  been  given  reasonable  time  to  make  repairs  and  adequate 
notice  of  impending  abatement  and  have  failed  to  do  so.   Once  the 
repairs  are  made,  the  payments  will  be  re-instituted,  even 
retroactively  to  the  date  of  completion.   Landlords  who  are  able 
and  willing  to  provide  good  quality  housing  are  not  going  to  be 
subjected  to  abatement.   It  is  the  landlords  who  want  to  stretch 
the  limits  as  far  as  they  can  or  outright  abuse  the  program  who 
will  get  caught.   For  them,  PHAs  need  the  power  of  abatement  to 
ensure  compliance  with  the  basic  program  goal  of  providing 
housing  that  is  decent. 

Possibly  in  silent  recognition  of  this  analysis,  the  Report 
proffers  an  alternative  justification  for  banning  abatement 
during  the  term  of  the  lease,  namely  to  solve  the  problem  of 
abatement  when  the  tenant's  actions  have  caused  the  condition 
that  violates  the  HSQ.   Final  Report,  p.  32-33.   The  Report 
begins  with  the  complaint  that  landlords  should  not  lose  rent 
when  the  tenant  has  caused  the  damage.   The  proposed  solution  is 
to  ban  abatement  of  HAP  payments  before  the  end  of  the  lease  and 
at  the  end  of  the  lease  allow  the  landlord  to  terminate  the 
tenancy  if  the  tenant  will  not  pay  for  the  repairs.   That  way, 
the  landlords  will  be  protected  against  a  loss  of  rent,  because 
they  will  be  free  to  evict  the  tenant  at  the  end  of  the  lease  and 
in  the  interim  they  will  be  guaranteed  receipt  of  the  HAP 
payments. 

This  solution  presents  a  case  of  throwing  out  the  baby  with 
the  bath  water.   To  solve  one  problem,  landlords  facing  abatement 
for  tenant-caused  damages,  the  scope  of  which  is  undetermined, 
the  Report  would  take  away  another  remedy  needed  to  solve  a  much 
greater  problem,  the  failure  of  a  significant  number  of  landlords 
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to  comply  with  the  HSQs.   The  history  of  the  program  has 
demonstrated  such  non-compliance  to  be  substantial.   Abatement 
during  the  term  of  the  lease  is  needed  to  increase  compliance 
without  forcing  the  tenants  to  move  elsewhere. 

Allowing  the  landlord  to  terminate  the  tenancy  at  the  end  of 
the  lease  term  without  good  cause  will  also  compound  the  problem 
of  securing  HSQ  compliance  and  minimizing  unnecessary 
displacement  of  the  tenants.   In  situations  where  the  landlord 
has  caused  the  violation,  the  power  to  evict  the  tenant  and  to 
replace  the  tenant  with  another  will  create  enormous  leverage  for 
abusive  landlords  to  force  tenants  to  pay  for  damages  they  have 
not  caused.   It  also  leaves  them  free  to  walk  away  from  the 
program,  instead  of  having  to  make  repairs  to  avoid  a  loss  of 
income. 

The  current  rules  provide  landlords  adequate  protections  in 
situations  where  tenant  damages  have  created  the  HSQ  violation. 
First,  tenant  damage  is  grounds  to  pursue  an  eviction  (24  C.F.R. 
§  882.215(c)(2)),  so  the  landlord  can  avoid  a  loss  of  income  by 
evicting  the  tenant.   Second,  the  tenant  has  a  duty  under  the 
lease  to  reimburse  the  landlord  for  the  cost  of  repairing  damages 
caused  by  the  tenant,  beyond  ordinary  wear  and  tear.   Thus,  if 
the  landlord  makes  the  repairs  to  avoid  abatement,  the  landlord 
has  some  chance  for  reimbursement.   That  chance  is  increased 
because  nonpayment  would  be  grounds  to  evict.   Third,  HUD's 
Handbook  only  authorizes  the  PHA  to  abate  payments  in  these  cases 
if  the  landlord  does  not  take  appropriate  steps  to  evict  the 
family  after  it  refuses  to  pay  for  the  damages.   HUD  Handbook 
7420.7,  1  5-9(d)  (CHG.  3,  1983). 
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Good  morning,  Mr.  Chairman  and  members  of  the  subcommittee. 
I  am  Vice  President  of  the  National  Capital  Corporation  and 
President  of  the  National  Leased  Housing  Association,  on  whose 
behalf  I  testify  today. 

By  way  of  background,  the  National  Leased  Housing  Association 
for  over  twenty  years  has  represented  the  interests  of  developers, 
owners,  financiers,  public  housing  authorities,  state  housing 
agencies,  and  others  involved  in  the  Section  8  program. 
Accordingly,  NLHA's  private  members  own  or  manage  a  large  number  of 
the  Section  8  new  construction/substantial  rehabilitation 
properties  in  this  country  while  our  public  members  administer  the 
lion's  share  of  Section  8  certificates  and  vouchers. 

Mr.  Chairman,  NLHA  would  like  to  take  this  opportunity  to 
commend  you  for  introducing  H.R.  3838.  By  doing  so,  you  have  sent 
a  clear  message  to  the  Administration  that  "robbing  Peter  to  pay 
Paul"  will  not  solve  this  nation's  housing  problems. 

Today,  NLHA's  testimony  will  be  limited  to  a  general 
discussion  of  the  proposed  merger  of  the  certificate  and  voucher 
programs  and  the  expiration  of  project-based  Section  8  Housing 
Assistance  Payment  contracts.  We  will  be  submitting  comments  on 
other  provisions  of  H.R.  3838  in  the  coming  weeks. 

Merger  of  the  Certificate  and  Voucher  Program 

NLHA  applauds  the  efforts  of  the  subcommittee  to  consolidate 
the  certificate  and  voucher  programs.   Over  the  years,  our  members 
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have  not  always  agreed  among  themselves  about  what  form  a  merged 
program  should  take,  but  they  have  always  been  in  full  accord  that 
two  separate  tenant-based  programs  were  unnecessary. 

In  formulating  our  position  on  a  merged  program,  one  of  the 
biggest  challenges  for  NLHA's  members  involves  the  30  percent  of 
income  for  rent  limitation.  For  many  years,  NLHA  held  the  view 
that  tenants  should  never  pay  more  than  30  percent  of  income  for 
rent.  Recently,  we  have  modified  that  position  to  reflect  our 
concern  about  families'  limited  housing  opportunities. 

In  many  communities,  the  fair  market  rent  is  simply  not 
reflective  of  the  area's  true  rents  despite  this  body's  efforts  to 
encourage  HUD  to  establish  sub-FMR  areas,  simplify  the  FMR  appeal 
process,  etc.  Therefore,  families  looking  for  apartments  in  this 
environment  are  forced  to  either  relinquish  the  rental  assistance 
and  stay  in  substandard  or  unaffordable  housing  or  are  forced  to 
move  to  a  less  desirable  location. 

One  solution  would  be  to  give  PHAs  the  unlimited  discretion  to 
increase  the  subsidy  cap  to  allow  exception  rents  of  120  or  130 
percent  of  FMR.  However,  such  a  move  would  ultimately  mean  fewer 
families  will  receive  subsidy. 

Therefore,  in  order  to  maximize  a  family's  choice  for 
affordable  rental  units,  NLHA  proposes  that  tenants  pay  30  percent 
of  their  adjusted  monthly  income  for  rents  up  to  110  percent  of  the 
FMR,  and  in  those  limited  circumstances  where  tenants  choose  to 
rent  units  over  110  percent  of  the  FMR,  that  the  family  would 
assume  responsibility  for  any  amount  between  110  percent  and  120 
percent  of  the  FMR.  PHAs  would  be  required  to  perform  rent 
reasonableness  analysis  on  these  rents  and  could  approve  no  more 
than  10  percent  of  its  annual  subsidy  allocation  for  such  rents. 
In  no  event  would  a  tenant  be  permitted  to  pay  more  than  4  5  percent 
of  income  for  rent. 

To  increase  landlord  participation  in  a  merged  program,  NLHA 
strongly  supports  the  provision  in  H.R.  3838  which  would  require 
the  lease  to  contain  specific  terms  and  conditions  including 
termination  dates.  We  believe  that  written  notices  concerning  the 
termination  of  tenancy  should  be  required  for  both  landlords  and 
tenants  and  should  be  consistent  with  State  or  local  ordinances 
that  govern  those  requirements. 

Project-Based  Certificates 

The  Association  strongly  supports  the  provision  in  H.R.  3838 
to  eliminate  the  current  law  limitation  that  PHAs  can  only  use  15 
perent  of  their  rental  assistance  as  project-based  subsidy.  We 
would  recommend  that  Congress  require  HUD  to  streamline  its 
application  review  process.   Long  processing  delays  have  killed  a 
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number  of  pending  projects  under  this  program  and  made  many 
developers,  both  for-profit  and  non-profit  wary  of  participating. 

We  would  also  like  to  state  our  support  for  the  Pension  Fund 
Demonstration  program  which  was  proposed  in  the  Administration ' s 
FY95  budget. 

Administrative  Fees 

NLHA  believes  that  the  current  method  of  calculating  the 
administrative  fee  each  year  based  on  the  two  bedroom  Fair  Market 
Rent  is  inappropriate  and  ineffectual  as  this  method  fails  to  take 
into  account  the  true  costs  of  administration.  Furthermore,  every 
ten  years,  the  use  of  new  census  data  causes  unreasonable  sharp 
declines  in  the  fees  to  reductions  or  rebenchmarking  of  the  Fair 
Market  Rents.  This  rebenchmarking  has  little  or  no  relation  to  the 
cost  of  administration  and  simply  puts  PHA  programs  at  risk.  We 
strongly  support  a  comprehensive  and  detailed  study  of  the  costs  of 
administering  the  Section  8  program  today.  We  believe  that  such  a 
study  is  necessary  to  arrive  at  a  methodology  that  will  help 
determine  what  fees  are  appropriate  for  PHAs,  be  they  large  urban, 
small  rural,  or  midsize  PHAs,  as  well  as  taking  other  pertinent 
facts  into  consideration. 

Portability 

NLHA  supports  the  provision  in  H.R.  3838  which  gives  PHAs  the 
discretion  to  implement  a  twelve-month  residency  requirement.  We 
do  recommend  however,  that  the  ten  percent  exemption  requirement  be 
clarified  for  State  or  Regional  Housing  Authorities  to  ensure  that 
it  applies  to  each  separate  jurisdictional  allocation  rather  than 
on  the  entire  State  or  Regional  allocation. 

We  also  support  the  provision  of  additional  assistance  funds 
to  PHAs  who  have  issued  a  certificate/voucher  to  families  from 
other  jurisdictions. 

Expiring  Section  8  Contracts 

As  you  are  well  aware  Mr.  Chairman,  the  Section  8  housing 
program  is  approaching  a  crossroads  which  may  result  in  the  loss  of 
valuable  low-income  housing  stock. 

The  first  of  the  Housing  Assistance  Payment  (HAP)  contracts 
(representing  nearly  840,000  units)  entered  into  under  the  New 
Construction  and  Substantial  Rehabilitation  Section  8  programs  will 
expire  in  1995.  Through  the  remainder  of  the  decade  and  into  the 
early  part  of  the  next  millennium,  the  remaining  contracts  will 
expire. 
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Accordingly,  Congress  faces  the  issue  of  whether  to  renew  the 
HAP  contracts  upon  expiration  and  if  so,  how  such  renewals  should 
be  structured.  Although  H.R.  3838  addresses  the  issue  of  expiring 
contracts  by  authorizing  whatever  sums  may  be  necessary  in  FY95  and 
FY96,  it  does  not  include  any  provisions  for  structuring  the  new 
contracts.  To  this  end,  NLHA  has  formulated  a  comprehensive 
proposal  which  we  have  attached  for  the  record. 

NLHA's  position  represents  the  considered  view  of  a  broad- 
section  of  project  owners.  Over  70  of  our  member  organizations 
participated  in  the  effort  to  formulate  a  proposal  which  attempts 
to  preserve  the  Section  8  housing  stock  while  ensuring  rents  which 
will  allow  the  properties  to  meet  their  operating  needs. 

NLHA's  position  paper  is  bottomed  on  three  premises: 

1)  .  That  as  many  Section  8  units  as  possible  should  be 
preserved  for  low  income  occupancy; 

2) .  That  renewal  rents  should  be  no  higher  than  comparable 
market  rents,  designated  as  "Street  Rents,"  with  adjustments 
for  additional  expenses  that  the  owner  faces  due  to  the  fact 
that  the  housing  is  federally  regulated,  except  in  those 
instances  where  the  budgeted  historic  costs  of  the  project 
drive  the  rents  over  street  rents;  and 

3)  That  the  program  should  be  as  administratively  simple  as 
possible  with  a  minimum  of  HUD  involvement. 

Program  Mechanism 

We  have  based  our  proposal  on  the  premise  that  renewal  should 
be  for  a  five-year  term  at  the  owner's  option.  We  firmly  believe 
that  this  approach  will  result  in  the  maximum  amount  of  units  being 
preserved  for  low  income  use  in  that  HUD  would  have  no  right  to 
preclude  such  further  use  if  the  owner  so  chooses. 

While  we  would  prefer  a  longer  renewal  term,  we  chose  five- 
years  to  mitigate  the  impact  on  HUD's  budget  authority.  NLHA's 
members  believe  that  once  an  owner  determines  to  renew  at  all,  it 
has  made  the  decision  to  maintain  the  property  as  low-income  for 
the  foreseeable  future. 

In  the  event  an  owner  chooses  not  to  renew,  we  propose  the 
allocation  of  vouchers/certificates  with  the  caveat  that  the 
subsidy  cap  be  increased  to  permit  the  residents  to  remain  in  their 
units  or  rent  elsewhere  in  the  immediate  market  area. 
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Establishing  Initial  Rents 

As  I  stated  earlier,  NLHA  believes  that  Section  8  rents  should 
not  exceed  "street"  rents  with  adjustments  for  the  regulated  nature 
of  the  housing. 

Our  members  have  proposed  three  methodologies  for  setting  the 
renewal  rents  1)  status  quo;  2)  market  rate;  and  3)  budget-based. 
An  owner  would  have  the  option  to  utilize  any  one  of  these 
approaches. 

1) .  Under  the  status  quo  method,  if  the  current  contract  rent 
is  equal  to  or  less  than  125  percent  of  the  50th  percentile  of  the 
rents  paid  by  recent  movers,  current  rents  would  be  the  initial 
rents  under  the  new  contract.  The  data  on  rents  paid  by  recent 
movers  is  readily  available  from  HUD  as  the  Department  uses  the 
45th  percentile  of  rents  paid  by  recent  movers  when  determining  the 
existing  2-bedroom  Fair  Market  Rents.  We  chose  the  50th  percentile 
to  take  into  account  the  better  quality  of  Section  8  housing  than 
the  average  existing  rental  unit.  The  25  percent  addition  reflects 
the  additional  costs  of  operating  a  HUD  project. 

2)  .  If  an  owner  chooses  the  market  rate  or  "street  rent" 
methodology,  it  would  prepare  a  survey  of  comparable  rents  taking 
into  account  differences  in  amenities.  The  comparable  rents  should 
be  adjusted  by  an  additional  20  percent  to  account  for  the  costs 
which  occur  in  operating  a  HUD  regulated  project.  We  chose  twenty 
percent  because  when  the  initial  rents  were  set  under  the  Section 
8  new  construction/substantial  rehabilitation  program,  an  "initial 
difference"  of  20  percent  was  included.  This  differential 
represented  additional  costs  associated  with  HUD  projects  including 
Davis-Bacon  requirements,  higher  interest  rates,  increased 
paperwork,  maintenance  and  accounting  costs,  etc.  Historically, 
HUD  originally  added  20  percent  to  comparable  rents  in  most  cases 
to  compensate  for  those  factors.  This  "initial  difference"  was 
recognized  in  the  applicable  regulations  and  HAP  contracts. 

3)  To  address  the  projects  which  cannot  operate  at  current 
market  rates  due  to  high  historic  costs  experienced  by  the  project, 
either  through  high  amortization  costs  or  increased  operating 
expenses  due  to  the  cost  of  extraordinary  maintenance,  security, 
etc.  ,  we  would  recommend  the  use  of  the  budget-approach.  HUD 
already  has  procedures  in  place  to  accomplish  budget-based  rent 
setting. 

Instead  of  the  LIHPRHA-type  appraisal  approach  to  determine 
the  amount  of  the  owner's  equity  and  the  return  thereon,  we  propose 
that  the  owner  receive  a  return  budgeted  as  10  percent  of  rental 
income  including  utilities.  However,  in  calculating  the  return, 
the  rental  income  would  not  exceed  the  FMR  plus  utilities  so  that 
the  owner  would  not  benefit  from  rents  above  the  FMRs,  no  matter 
how  the  budget  is  justified. 
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Rent  Adjustments 

NLHA  proposes  the  continued  use  of  the  Annual  Adjustment 
Factors  to  process  future  rent  increases  for  owners  who  have  chosen 
the  "status  quo"  and  "street  rent"  methodologies. 

For  budget-based  projects,  we  recommend  that  HUD  establish  an 
operating  adjustment  factor  (as  being  put  in  use  under  LIHPRHA) . 
This  would  relieve  HUD  from  the  administrative  burden  of  reviewing 
a  project's  budget  every  year.  HUD  would  have  the  option  to  cause 
a  budget  review  every  two  years  if  it  believes  that  the  OCAF 
increases  are  out  of  line. 

We  have  discussed  the  proposal  with  your  colleague, 
Representative  Kennedy  who  has  expressed  an  interest  in  this 
concept  and  we  have  also  presented  this  proposal  to  your  able 
committee  staff. 

Thank  you  for  allowing  us  the  opportunity  to  present  our 
views.  NLHA  looks  forward  to  working  with  this  subcommittee  on 
these  very  important  issues.  If  time  permits,  I  will  be  happy  to 
answer  any  questions. 
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Additional  Questions 
frcm  (Zhairman  Gonzalez  to 
Mr.  Neil  Chvircbill 
President,  National  Leased  Housing  Association 

1)  One  of  the  central  provisions  of  the  proposed  merger  of  the 
Section  8  certificate  and  voucher  programs  contained  in  H.R.  3838 
is  the  retention  of  the  certificate  program  provision  limiting  a 
low  income  tenant's  rent  to  no  more  than  3  0  percent  of  their 
adjusted  income.  This  provision  is  retained  in  H.R.  3838  because 
of  concerns  about  the  rent  burdens  that  might  otherwise  be  faced  by 
low  income  tenants.  However,  I  am  also  concerned  about  the  housing 
choice  of  low  income  tenants  —  providing  low  income  tenants  with 
an  adequate  range  of  decent  and  safe  housing  to  rent. 

—  In  order  to  provide  tenants  with  adequate  housing  choice, 
while  at  the  same  time  protecting  against  excessive  rent 
burdens,  how  high  would  you  set  the  rent  to  income  ratio  for 
low  income  tenants,  and  in  what  manner? 

2)  What  in  your  view  are  the  most  significant  problems  facing  low 
income  tenants  currently  in  the  Section  8  program? 

3)  The  FY  1995  proposed  HUD  budget  would  reduce  the  percentile  of 
local  market  rents  at  which  Section  8  fair  market  rents  are  set. 
FMRs  are  currently  set  at  45  percent  of  local  market  rents.  What 
potential  impact  would  such  a  reduction  have  on  housing  choice  of 
low-income  tenants  assisted  under  the  Section  8  program? 

4)  The  FY  1995  proposed  HUD  budget  provides  for  a  reduction  in 
administrative  fees  under  the  Section  8  program.  What  impact  would 
a  reduction  in  administrative  fees  have  on  the  administration  of 
the  section  8  program? 

5)  One  criticism  of  the  fair  market  rent  system  under  the  Section 
8  program  is  that  it  inhibits  tenant  mobility  because  it  is  based 
on  a  metropolitan  area  wide  basis,  and  does  not  reflect  variations 
among  submarket  areas.  Should  the  fair  market  rent  system  be 
adjusted  to  better  reflect  variances  in  market  rents  within 
submarket  areas? 
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(3/17/94) 

Response  to  Additional  Questions 
from  Chairman  Gonzalez 
Neil  Churchill 
President,  National  Leased  Housing  Association 

H.R.  3838 

Question 

1)  .  One  of  the  central  provisions  of  the  proposed  merger  of  the 
Section  8  certificate  and  voucher  programs  contained  in  H.R.  3838 
is  the  retention  of  the  certificate  program  provision  limiting  a 
low  income  tenant's  rent  to  no  more  than  30  percent  of  their 
adjusted  inccme.  This  provision  is  retained  in  H.R.  3838  because 
of  concerns  about  the  rent  burdens  that  might  otherwise  be  faced  by 
low  income  tenants.  However,  I  am  also  concerned  about  the  housing 
choice  of  low  income  tenants  -  -  providing  low  income  tenants  with 
an  adequate  range  of  decent  and  safe  housing  to  rent. 

-  -  In  order  to  provide  tenants  with  adequate  housing  choice, 
while  at  the  same  time  protecting  against  excessive  rent  burdens, 
how  high  would  you  set  the  rent  to  income  ratio  for  low  income 
tenants,  and  in  what  manner? 

NLHA  Response 

As  we  outlined  in  our  testimony,  NLHA  has,  for  many  years, 
held  the  view  that  tenants  should  never  pay  more  than  3  0  percent  of 
income  for  rent.  Recently,  we  have  modified  that  position  to 
reflect  our  concern  about  families'  limited  housing  opportunities. 

In  many  communities,  the  fair  market  rent  is  simply  not 
reflective  of  the  area's  true  rents  despite  Congressional  and 
industry  efforts  to  encourage  HUD  to  establish  sub-FMR  areas, 
simplify  the  FMR  appeal  process,  etc.  Therefore,  families  looking 
for  apartments  in  this  environment  are  forced  to  either  relinquish 
the  rental  assistance  and  stay  in  substandard  or  unaffordable 
housing  or  are  forced  to  move  to  a  less  desirable  location. 

The  ideal  solution  would  be  to  correct  the  deficiencies  in  the 
fair  market  rent  process.  Given  accurate  FMRS,  the  30  percent 
income  cap  would  work  for  all  areas.  HUD  should  be  encouraged  to 
move  in  this  direction.  However,  this  will  take  time  and  an 
interim  solutions  should  be  instituted.  One  such  interim  solution 
would  be  to  give  PHAs  the  unlimited  discretion  to  increase  the 
subsidy  cap  to  allow  exception  rents  of  120  or  130  percent  of  FMR. 
However,  such  a  move  would  ultimately  mean  fewer  families  will 
receive  subsidy. 

Therefore,  as  an  interim  compromise  and  in  order  to  maximize 
a  family's  choice  for  affordable  rental  units,  NLHA  proposes  that 
tenants  pay  30  percent  of  their  adjusted  monthly  income  for  rents 
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up  to  110  percent  of  the  FMR,  and  in  those  limited  circumstances 
where  tenants  choose  to  rent  units  over  110  percent  of  the  FMR, 
that  the  family  would  assume  responsibility  for  any  amount  between 
110  percent  and  120  percent  of  the  FMR.  PHAs  would  be  required  to 
perform  rent  reasonableness  analysis  on  these  rents  and  could 
approve  no  more  than  10  percent  of  its  annual  subsidy  allocation 
for  such  rents.  In  no  event  would  a  tenant  be  permitted  to  pay 
more  than  45  percent  of  income  for  rent. 

Question 

2)  What  in  your  view  are  the  most  significant  problems  facing  low 
income  tenants  currently  in  the  Section  8  program? 

NUIA  Response 

2)  Inadequate  landlord  participation  is  one  of  the  most  serious 
problems  facing  low-income  tenants  who  are  looking  to  lease  a  unit 
with  a  certificate  or  voucher.  Inadequate  rents,  excessive 
restrictions,  lack  of  a  lease  termination  date,  etc.  are  among  the 
reasons  that  landlords  do  not  jump  at  the  chance  to  participate  in 
the  program.  In  addition,  a  major  disincentive  to  landlord 
participation  is  the  current  law  which  prohibits  landlords  from 
refusing  to  rent  units  to  Section  8  applicants,  solely  on  the  basis 
of  their  status  as  a  Section  8  recipient,  once  that  landlord  has 
accepted  one  Section  8  tenant. 

For  families  who  are  currently  receiving  assistance,  the  biggest 
challenge  is  overcoming  the  programs'  inherent  disincentive  to  seek 
and  retain  employment.  The  problems  that  public  housing  residents 
face  in  this  regard  is  not  any  different  for  the  Section  8  family  - 
disposable  income  drops  when  a  family  trades  a  welfare  check  for  a 
paycheck. 

A  number  of  thoughtful  suggestions  were  forwarded  by  GAHRO,  NAHRO 
and  others.  NLHA  supports  the  concepts  they  have  outlined  and 
would  welcome  the  opportunity  to  provide  further  assistance  and 
input  as  the  subcommittee  develops  a  legislative  remedy. 

In  general,  many  of  the  problems  with  the  Section  8  program  could 
be  resolved  if  PHAs  were  allowed  the  flexibility  to  address  the 
needs  of  the  locality  (i.e.  choosing  project-based  assistance  over 
tenant-based,  increasing  or  decreasing  the  FMRs,  etc.). 

Question 

3)  The  FY95  proposed  HUD  budget  would  reduce  the  percentile  of 
local  market  rents  at  which  Section  8  fair  market  rents  are  set. 
FMRs  are  currently  set  at  45  percent  of  local  market  rents.  What 
potential  impact  would  such  a  reduction  have  on  housing  choice  for 
low-income  tenants  assisted  under  the  Section  8  program? 
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NLHA  Response 

3)  As  the  National  Housing  Law  Project  has  stated  in  its  testimony, 
one  out  of  five  certificate  holders  turn  their  certificates  back  in 
because  the  rents  being  charged  in  the  market  exceed  HUD's  FMRs. 
Lowering  the  FMRs  in  this  fashion  will  simply  exacerbate  this 
problem,  particularly  in  tight  rental  markets. 

In  addition,  reducing  the  FMRs  will  seriously  erode  any  efforts  to 
accomplish  "spatial  deconcentration. "  In  fact,  such  a  move  will 
result  in  increased  segregation  of  low-income  families, 

HUD's  proposal  to  reduce  the  percentile  of  local  market  rents  at 
which  Section  8  FMRs  are  set  is  nothing  more  than  a  politically 
based  attempt  to  tout  budgetary  savings  for  reasons  which  have  no 
basis  in  reality.    We  vigorously  oppose  such  a  maneuver. 

Question 

4)  The  FY  1995  proposed  HUD  budget  provides  for  a  reduction  in 
administrative  fees  under  the  Section  8  program.  What  impact  would 
a  reduction  in  administrative  fees  have  on  the  administration  of 
the  Section  8  program? 

NLHA  Response 

4)  NLHA  agrees  that  the  current  method  of  calculating  the  PHA 
administrative  fee  based  on  the  two  bedroom  FMR  is  inappropriate 
and  ineffectual  as  this  method  fails  to  take  into  account  the  true 
costs  of  program  administration.  We  believe  that  a  new  methodology 
should  be  developed  to  determine  administrative  fees,  after  a 
comprehensive  study  is  conducted  and  completed  to  determine  the 
true  costs  of  administering  the  Section  8  programs  today.  Only 
upon  identifying  the  actual  costs  incurred  by  large  urban,  small 
rural  or  midsize  PHAs  can  an  accurate  methodology  be  developed. 

HUD's  insistence  that  the  administrative  fees  are  too  high  are 
groundless.   Fee  reductions  simply  put  PHA  programs  at  risk. 

Question 

5)  Qne  criticism  of  the  fair  market  rent  system  under  the  Section 
8  program  is  that  it  inhibits  tenant  mobility  because  it  is  based 
on  a  metropolitan  area  wide  basis,  and  does  not  reflect  variations 
among  submarket  areas.  Should  the  fair  market  rent  system  be 
adjusted  to  better  reflect  variances  in  market  rents  within 
submarket  areas? 
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NLHA  Response 

5)  Accurate  FMRs  are  critical  to  the  success  of  the  Section  8 
program.  The  House-Senate  Conference  for  the  Housing  and  Community 
Development  Act  of  1974  stated,  in  fact,  that  "The  conferees 
believe  that  the  establishment  of  realistic  fair  market  rentals 
will  be  a  prime  factor  in  the  success  or  failure  of  the  new  housing 
assistance  program  (i.e.  Section  8  Existing  Housing) .  One  in  five 
certificate  holders  turning  in  their  certificates  because  of  the 
inability  to  find  approvable  housing  does  not  constitute  success. 

As  mentioned  earlier,  inaccurate  FMRS  result  in:  the  exclusion  of 
a  major  portion  of  the  rental  market  from  the  Section  8  program; 
create  or  reinforce  existing  patterns  of  racial  and  economic 
segregation  in  center  cities  and  effectively  limit  available 
housing  to  deteriorating  or  obsolescent  neighborhoods  metropolitan- 
wide;  increase  the  number  of  marginal  properties  involved  in  the 
program;  and  reduce  the  success  of  those  most  difficult  to  house 
(e.g.,  large  families)  in  finding  suitable  units. 

NLHA  has  long  advocated  the  development  of  submarket  FMRs  to 
address  the  problem  of  HUD's  inability  to  formulate  FMRs  which  are 
reflective  of  local  market  conditions.  The  development  of  such 
submarket  rents  should  be  accomplished  by  the  use  of  local  rent 
surveys  and  the  input  of  the  local  housing  agencies. 

Furthermore,  the  process  for  appealing  FMRs  must  be  changed.  If  a 
PHA  believes  that  FMRs  are  deemed  inaccurate  there  is  virtually  no 
cost  effective  way  to  challenge  the  inaccuracies  of  the  numbers 
proposed  by  HUD.  HUD  promotes  the  use  of  the  Random  Digit  Dialing 
(RDD)  system  to  appeal  their  numbers.  However,  we  believe  the  RDD 
system  to  be  flawed.  In  addition,  the  costs  for  a  PHA  conducting 
an  RDD  study  are  prohibitive  as  studies  range  from  $15,000  to 
$30,000  and  more.  While  HUD  claims  that  it  will  accept  non-RDD 
studies,  it  typically  rejects  such  studies  as  statistically 
invalid. 
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Mr.  Chairman,  thank  you  very  much  for  inviting  me  to  discuss  ways  to 
improve  Section  8  tenant-based  rental  assistance  so  it  can  provide  low-income 
families  with  the  broadest  possible  access  to  well-designed,  well-managed, 
affordable  housing. 

Mr.  Chairman,  as  a  life-long  resident  of  your  home  town,  I  want  to  begin  by 
saying  I  am  very  proud  of  the  leadership  you  have  long  given  to  affordable 
housing  for  low-income  families  across  our  nation.  I  am  enthusiastic  about 
what  we  could  achieve  by  working  together  in  the  months  ahead. 

My  comments  today  will  focus  on  tenant-based  rental  assistance. 
Improvements  in  that  program  could  be  the  most  important  single  thing 
Congress  can  do  this  year  to  improve  housing  opportimities  for  large  numbers 
of  needy  families. 

Unfortunately,  the  voucher-certificate  program  has  serious  flaws  that  sharply 
reduce  participation  by  owners  of  competitive,  well  managed,  well-located 
housing.  As  a  result,  Section  8  limits  a  renter's  housing  choices  generally  to 
poorer  neighborhoods  and  to  less  desirable  housing. 

It  is  not  supposed  to  work  that  way.  But  problems  are  caused  by  program 
practices  that  rim  counter  to  how  the  private  housing  market  really  works. 
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Ironically,  the  problem  is  also  caused  by  well-intentioned  policies  that  were 
originally  intended  to  fielp  tenants,  but  that  ultimately  end  up  harming 
them. 

It  does  not  have  to  work  that  way.  Several  thoughtful  changes  in  the  tenant- 
based  assistance  program  could  significantly  expand  the  housing  choices  of 
Section  8  renters.  Those  changes  should  do  the  following: 

*■        Make  an  owner's  decision  to  participate  in  Section  8  more  like  a  normal 
business  decision,  not  one  that  is  extremely  difficult  and  costly  to 
reverse; 

►  Enable  an  owner  to  deal  with  Section  8  renters  on  the  same  basis  as 
other  renters; 

►  Streamline  inspection  and  other  Section  8  requirements  so  that  they  fit 
in  as  much  as  possible  with  normal  management  activities;  and 

►  Ensure  that  participation  in  Section  8  does  not  expose  the  owner  to 
unusual  losses  and  uncertainties  in  the  receipt  of  revenues. 

The  changes  I  recommend  would  not  cost  money.  They  would  be  in  the 
interest  not  only  of  owners  of  well-managed  housing.  These  changes  would 
also  be  in  the  interests  of  renters,  local  public  housing  agencies,  and  the 
federal  government  as  well. 
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Christina  Garcia.  Mr.  Chairman,  I  have  over  13  years  of  experience  in  the 
management  of  multifamHy  housing.  I  have  worked  closely  with  Section  8 
rental  assistance  both  as  a  private  sector  housing  professional  and  as  a  pubUc 
official. 

I  have  worked  with  two  fee  management  companies  and  one  real  estate 
development  company.  I  am  Vice  President  of  Operations  with  the  Wildwood 
Management  Group,  a  fee-based  property  management  company  specializing 
in  multifamily  management.  I  am  responsible  for  the  overall  operation  of  a 
diversified  portfolio  of  about  2,100  multifamily  units  located  mostly  in  San 
Antonio.  Our  clients  include  not  only  individual  owners  and  private 
insurance  companies,  but  also  the  RTC  and  FDIC.  Half  of  this  portfolio 
consists  of  units  occupied  by  Section  8  renters. 

I  served  as  the  1991  President  of  the  San  Antonio  Apartment  Association, 
which  represents  owners  and  managers  of  more  than  86,000  multifamily 
units  in  San  Antonio.  I  am  a  member  of  the  Texas  Apartment  Association's 
Board  of  Directors  and  also  serve  as  chair  of  the  association's  Affordable 
Housing  Task  Force. 

I  currently  serve  as  Chairman  on  the  Board  of  Commissioners  of  the  San 
Antonio  Housing  Authority. 
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Organizations  Represented.  I  am  here  today  on  behalf  of  the  National 
Multi  Housing  Council  and  the  National  Apartment  Association,  two 
important  organizations  that  work  together  for  an  economic  environment  and 
public  policies  that  support  quality,  accessible  and  affordable  rental  housing. 
Members  of  these  two  associations  own  and  manage  a  large  portion  of  the 
nation's  24  million  rental  housing  units. 

The  National  Apartment  Association  (NAA)  brings  together  state  and  local 
associations  of  owners,  builders,  investors,  developers  and  managers  of 
multifamily  properties  into  the  nation's  largest  multifamily  housing 
association.  NAA  represents  more  than  200,000  mtdtifamily  professionals 
who  own  or  manage  over  3.5  million  apartments  nationwide. 

The  National  Multi  Housing  Council  (NMHC)  represents  the  country's  larger 
and  most  respected  multifamily  housing  firms.  They  are  sophisticated 
corporations,  many  of  which  own  and  manage  many  thousands  of  rental  units 
in  a  number  of  states.    Member  firms  are  engaged  in  all  aspects  of  rental 
housing  including  the  ownership,  construction,  financing,  and  management  of 
such  properties. 

The  need  to  improve  tenant-based  rental  assistance. 

Mr.  Chairman,  certain  statistics  may  tend  to  hide  the  problems  with  the 
current  voucher  and  certificate  programs  and  make  it  seem  like  the  programs 
are  working  well.  For  example,  the  "success  rates"  of  voucher  and  certificate 
holders  has  increased  in  recent  years.  In  the  late  1980's,  about  73  percent  of 
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those  receiving  a  voucher  or  certificate  were  able  to  lease  an  eligible  unit.  In 
New  York  City,  the  figure  was  only  33  percent.  In  recent  years,  the  success 
rates  have  increased  to  over  50  percent  in  New  York  City  and  over  85  percent 
in  the  rest  of  the  country. 

But  those  figures  probably  tell  more  about  the  recession's  impact  than  about 
the  success  of  vouchers  and  certificates.  Obviously,  it  is  easier  to  find 
available  housing  when  a  local  rental  market  collapses  and  vacancy  rates 
soar.  That  happened  in  many  local  markets  when  the  unprecedented 
building  boom  of  the  mid-1980s  was  followed  by  deep  recession.  Nationally, 
apartment  vacancies  remain  high  as  low  mortgage  interest  rates  help  middle- 
income  renters  move  to  homeownership. 

But  those  conditions  won't  continue.  Local  economies  are  recovering. 
Employment  is  picking  up.  And  long  pent-up  demand  for  apartments  is 
coming  into  a  market  where  the  supply  of  apartment  units  is  actually  falling. 
Multifamily  housing  starts  feU  fi-om  a  high  of  150,000  imits  per  quarter  in  the 
summer  of  1985  to  below  25,000  units  per  quarter  in  1993.  That  is  below  the 
rate  at  which  apartments  are  being  lost  from  the  stock. 

As  rental  markets  tighten,  flaws  in  the  voucher/certificate  program  can  no 
longer  be  easily  masked.  Even  under  favorable  conditions,  the  programs  have 
tended  to  concentrate  low-income  families  in  high  poverty  areas.  They  have 
tended  not  to  open  opportunities  for  better  housing  in  better  neighborhoods. 
If  the  programs  are  not  improved,  the  current  weaknesses  will  become  more 
obvious  and  harmful. 
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On  the  basis  of  current  data,  HUD  can  not  say  with  certainty  where  voucher 
and  certificate  holders  are  living.  But  rental  housing  professionals  know  the 
problems  from  direct  experience  with  Section  8  and  with  the  market 
pressures  under  which  housing  providers  must  operate. 

I  have  talked  to  many  experienced  professionals  in  the  industry  about  this 
issue.  Virtually  every  one  agrees  that  a  private  owner  can  be  expected  to 
participate  in  Section  8  as  it  now  exists  only  if  the  owner  has  no  economic 
alternative  --  that  is,  only  if  the  owner's  property  would  otherwise  be  in  deep 
financial  trouble.  The  reason  is  that  some  key  elements  of  Section  8  are  in 
direct  conflict  with  sound  management  practices  that  are  well-established  in 
the  private  sector. 

Some  may  want  to  overlook  flaws  in  Section  8.  Some  may  believe  that  an 
owner's  decision  not  to  participate  in  Section  8  us  just  a  decision  to 
discriminate  against  Section  8  recipients.  Those  notions  may  lead  to 
proposals  to  make  Section  8  participation  mandatory  in  some  way. 

I  sincerely  hope  Congress  will  not  fall  into  that  trap.  It  would  make  the 
problems  much  worse.  It  would  have  the  opposite  effect  of  what  is  intended. 
A  legal  mandate  to  participate  is  more  likely,  in  practice,  to  generate 
litigation  than  to  open  housing  opportvuiities  for  people. 

Owners,  after  all,  are  under  intense  market  pressures.  Their  asset  typically 
is  worth  millions  of  doUars,  it  is  highly  leveraged  asset,  and  it  is  very 
vulnerable  to  weak  management  practices.  They  will  strongly  resist  a 
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mandate  that  they  participate  in  a  flawed  program  that  conflicts  with  sound 
management. 

That  reaction  is  not  necessary,  since  some  thoughtful  improvements  in 
Section  8  would  significantly  increase  participation  by  owners  of  well- 
managed,  high  quality  housing. 

Response  to  Los  Angeles  earthquake.  Recent  events  in  Los  Angeles  show 
what  can  be  achieved  by  removing  some  of  the  problems  that  make  Section  8 
unacceptable  to  many  owners. 

Right  after  the  earthquake,  HUD  announced  that  more  than  18,000 
certificates  would  be  available  for  people  who  were  left  homeless  after  the 
disaster.  When  HUD  discovered  that  apartment  owners  were  refusing  to 
accept  the  certificates,  an  initial  reaction  was  to  think  the  problem  was  just 
"old  fashioned  discrimination." 

But  when  Secretary  Cisneros  called  a  meeting  of  local  owners,  hundreds  more 
owners  showed  up  than  were  expected.  Many  owners  pointed  out  practical 
problems  they  had  with  Section  8.  Some  misunderstandings  were  cleared  up, 
but  some  very  real  problems  with  the  voucher  and  certificate  program  were 
also  identified. 

The  Secretary  listened  and  responded  by  making  some  important  changes 
with  respect  to  the  earthquake  certificates.  Owners  now  are  able  to 
terminate  the  tenancy  of  disruptive  Section  8  renters  in  the  same  way  they 
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can  for  other  tenants.  Owners  can  agree  to  take  a  certain  number  of  Section 
8  renters  without  therefore  being  forced  to  take  more.  Leases  can  be  on  a 
short-term  basis  as  is  the  case  with  other  renters,  so  the  owners  would  not  be 
locked  into  an  endless  contract. 

On  the  basis  of  our  conversations  with  people  in  Los  Angeles,  it  is  clear  that 
owners  quickly  responded  to  those  program  changes  with  a  dramatic  increase 
in  their  wilUngness  to  accept  the  special  earthquake  certificates.  About  800 
new  owners  quickly  agreed  to  accept  certificates  under  the  new  conditions.  I 
understand  that  HUD's  most  recent  data  indicate  that  more  than  10,900 
renters  have  already  requested  lease  approval,  and  more  than  5,700  families 
are  now  in  housing.  Some  observers  believe  that  these  numbers  would  be 
much  higher,  except  that  many  certificate  holders  are  still  doubling  up  with 
family  and  finends  on  an  emergency  basis. 

We  can  expect  a  similar  change  in  owner  response  to  the  whole  tenant-based 
assistance  program  if  similar  reforms  are  made  in  the  Section  8  statute  and 
regulations. 

Abt  Associates  study. 

The  National  Apartment  Association  and  the  Nationail  Multi  Housing  Council 
are  convinced  that  problems  with  Section  8  can  be  corrected  in  ways  that 
advance  the  public  purpose  of  the  program  and  are  compatible  with  the 
legitimate  interests  of  Section  8  recipients. 
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To  get  the  most  useful  suggestions  on  the  table,  we  asked  the  nationally- 
recognized  research  firm  Abt  Associates  to  prepare  a  report  with  their 
recommendations  for  making  Section  8  more  acceptable  to  property  owners 
without  sacrificing  the  program's  public  purposes.  Abt  Associates  has  been  a 
leader  in  rental  assistance  research  for  many  years.  The  principal 
investigator  for  the  research  was  Dr.  Meryl  Finkel,  who  has  been  the  project 
director  or  principal  analyst  on  a  series  of  research  projects  on  the  Section  8 
program  which  Abt  has  conducted  for  the  Department  of  Housing  and  Urban 
Development. 

The  study  gathered  information  fi-om  four  "focus  groups"  that  included 
experienced  owners  and  managers.  Two  sessions  were  held  in  Washington 
and  two  in  Dallas.  Abt  Associates  also  drew  upon  other  research  that  takes 
account  of  observations  by  residents  and  public  housing  authorities. 

The  Abt  Associates  report^  has  just  been  completed.  Their  analysis  and 
recommendations  should  be  very  useful  as  Congress  considers  revisions  to 
Section  8  tenant-based  rental  assistance.  I  ask  that  a  copy  of  the  report  be 
included  in  the  record  at  the  conclusion  of  my  remarks. 


'  "Final  Report  on  Recommendations  on  Ways  to  Make  the  Section  8 
Program  More  Acceptable  in  the  Private  Rental  Market,"    Abt  Associates, 
Cambridge,  MA,  March  1994. 
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Private  market  resistance  to  participation  in  Section  8 

As  an  experienced  multifamily  housing  professional,  I  am  keenly  aware  that 
the  program's  purpose  can  only  be  achieved  if  vouchers  or  certificates  are 
made  acceptable  to  owners  and  managers  in  the  private  market  as  elements 
of  normal  business  practice. 

That  becomes  especially  important  if  Section  8  is  to  help  low-income  families 
to  afford  decent  housing  outside  of  neighborhoods  with  high  concentrations  of 
poverty.  Congress  and  the  Administration  will  have  to  take  seriously  the 
need  to  remove  barriers  to  participation  by  owners  of  good  housing  in  good 
neighborhoods. 

Needed  changes  in  legislation. 

Not  all  improvements  to  tenant-based  assistance  require  legislation.  But  I  believe  several  key 
legislative  changes  are  necessary  to  provide  a  workable  statutory  framework  for  the  program. 
The  amendments  should  be  included  when  Congress  considers  a  merger  of  the  certificate  and 
voucher  programs. 

The  changes  in  legislation  that  I  recommend  would  meet  three  tests.  They 
would  bring  tenant-based  assistance  in  line  with  normal  operations  of  well- 
managed  rental  housing  in  the  private  market.  They  would  permit  an  owner 
to  deal  with  Section  8  tenants  like  any  other  tenants,  with  the  same  rights 
and  responsibilities  on  both  sides.  And  they  would  not  compromise  other 
Section  8  program  goeds. 
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In  addition  to  these  legislative  reforms  to  Section  8  tenant-based  assistance, 
careful  regulatory  refinements  and  operational  improvements  should  also  be 
made.  I  am  sure  that  these  improvements  can  be  achieved  through 
cooperation  among  HUD,  public  housing  agencies,  private  sector 
professionals,  and  tenant  groups. 

I  believe  seven  specific  changes  in  the  statute  are  needed. 

1.  Eliminate  90-day  notice  to  HUD. 

Under  current  law,  an  owner  must  to  provide  HUD  and  the  tenant  with 
written  notice  at  least  one  year  prior  to  terminating  a  Section  8  project-based 
contract  (or  90  days  prior  to  terminating  a  tenant-based  contract).  HUD  is 
required  to  take  a  number  of  actions  after  receiving  such  a  notice.  This 
requirement  makes  sense  for  project-based  assistance,  but  not  for  tenant- 
based  assistance. 

Two  key  conditions  apply  to  project-based  assistance.  First,  under  project- 
based  assistance  the  owner  agrees  in  advance  to  administer  a  property  under 
non-market  conditions  in  exchange  for  subsidies  needed  to  make  the  property 
economically  viable.  Second,  termination  of  tenancy  involves  termination  of 
the  tenant's  rental  assistance.  Neither  circumstance  applies  to  tenant-based 
assistance  in  property  that  is  already  economically  viable. 
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Congress  should  repeal  the  HUD  notice  requirement  in  Section  8(cX9)  with 
respect  to  a  Section  8  tenant-based  contract.  I  understand  the 
Adnunistration  reportedly  supports  this  change. 

This  amendment  would  free  HUD  from  an  administrative  burden  it  is  ill- 
equipped  to  handle.  HUD  should  not  be  expected  to  intervene  separately  in 
private  market  relationships  among  numerous  owners,  tenants,  and  public 
housing  agencies.  Those  relationships  are  adready  too  cumbersome  under 
Section  8.  In  practice,  HUD  has  generally  not  implemented  this  provision 
with  respect  to  tenant-based  rental  assistance. 

The  amendment  would  also  improve  owner  participation  in  Section  8  by 
making  the  decision  to  participate  less  difficult  to  reverse  and  therefore  less 
risky. 

2.  Conform  to  generally  accepted  leasing  practices. 

Congress  should  amend  Section  8(d)(1)  with  the  following  provisions. 

The  amendment  should  permit  a  PHA  to  approve  an  initial  Section  8  lease  for 
a  term  of  less  than  one  year,  if  the  PHA  determines  that  the  shorter  lease 
term  will  improve  the  tenant's  housing  opportunities.  An  initial  trial  period 
would  be  helpful  especially  to  Section  8  applicants  who  can't  otherwise  show 
that  they  can  establish  a  good  rental  history. 
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The  amendment  should  clarify  that  an  owner  can  use  a  standard  lease  with 
the  same  terms  and  conditions  that  apply  generally  to  other  tenants.  The 
Secretary  should,  of  course,  be  able  to  require  an  addendum  that  includes 
provisions  required  by  the  Section  8  statute.  This  change  in  law  would 
recognize  that  professionally  managed  housing  requires  procedural 
consistency  when  deading  with  all  tenants  of  a  property. 

The  amendment  should  clarify  that  court  action  would  only  be  required  if 
tenancy  is  terminated  during  the  term  of  the  lease.  "Good  cause"  would  be 
determined  on  the  same  basis  as  would  apply  to  any  non-Section  8  tenant  in 
the  property. 

This  amendment  should  specify  that  any  activity  that  threatens  another 
tenant's  health,  safety,  or  right  to  peaceful  enjoyment  of  the  property  would 
be  considered  "good  cause"  for  terminating  a  tenancy.  Most  owners  will 
strongly  resist  participation  in  a  program  that  allows  them  to  protect  other 
tenants  from  intolerable  activity  only  if  the  activity  is  of  a  criminal  nature. 

The  amendment  should  clarify  that  a  Section  8  tenant  would  have  access  to 
remedies  under  state  and  local  law,  on  the  same  basis  as  any  other  tenant. 

These  changes  would  correct  a  major  problem  with  the  current  Section  8 
regulations  (24  CFR  882.215),  which  state  that  the  lease  of  a 
voucher/certificate  renter  shall  continue  until  termination  of  the  tenancy  in 
one  of  several  specified  ways.  HUD  rules  prevent  an  owner  from  terminating 
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a  Section  8  voucher/certificate  tenancy  unless  the  owner  institutes  court 
action. 

The  "endless  lease"  requirement  is  alien  to  normal  market  practice.  The 
requirement  makes  it  much  more  difficult  and  costly  for  an  owner  to  correct  a 
mistake  in  selecting  a  Section  8  applicant  than  is  the  case  with  other 
applicants. 

Owners  of  professionally  managed  apartments  in  the  private  market 
normally  use  a  standard  lease  for  all  units  within  a  property.  Lease  terms 
are  carefully  crafted  to  reflect  the  law  and  sound  business  practices  in  the 
locality.  Leases  are  for  a  specified  period  of  time,  typically  six  months  to  one 
year,  and  renewable  by  mutual  agreement  between  the  owner  and  tenant. 

This  generally  accepted  practice  provides  both  tenants  and  owners  with  well- 
established  rights  and  responsibilities. 

It  assures  a  tenant  of  housing  on  acceptable  terms  for  an  agreed-upon  period 
of  time.  Tenant's  rights  and  responsibilities  are  well-defined  for  each  locality 
in  State  and  local  law. 

It  enables  an  owner  to  fulfill  two  vital  responsibilities:  ensuring  the  economic 
viability  of  the  housing  and  protecting  the  rights  of  other  tenants  to  a  safe 
and  desirable  living  environment. 
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Responsible  owners  must  defend  their  ability  to  deal  quickly  with  behavior 
that  interferes  with  the  rights  of  other  tenants,  otherwise  grave  damage  can 
be  done  to  the  marketability  of  the  housing  asset.  Although  different  state 
and  local  laws  apply,  owners  usually  deal  with  chronically  unacceptable 
behavior  by  not  renewing  a  tenant's  lease  when  it  expires.  Eviction 
procedures  are  usually  reserved  for  extreme  cases  because  they  are  costly  and 
disruptive. 

The  "endless  lease "  problem  was  not  explicitly  created  in  statute.  Current 
regulations  reflect  a  Reagan  Administration  appointee's  opinion  that  the 
statutory  language  implies  that  a  "termination  for  cause"  requirement 
survives  after  expiration  of  the  lease.  That  interpretation  reportedly  was  not 
unanimously  shared  within  the  Department  at  the  time. 

Congress  should  correct  that  problem. 

3.  Streamline  inspection  for  housing  quality. 

Congress  should  amend  Section  8(oX7)  to  allow  Section  8  applicants  to  move 
in  and  occupy  a  unit  in  good  housing  generally  on  the  same  basis  as  other 
applicants. 

A  reasonable  amendment  would  permit  a  public  housing  agency  to  streamline 
its  inspection  with  respect  to  properties  that  maintain  a  consistent  record  of 
high  quality.  The  agency  should  have  the  ability  to  inspect  a  property  as  a 
whole  once  every  year,  for  example,  by  using  appropriate  random  sampling 
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methods  approved  by  the  Secretary.  On  the  basis  of  that  inspection,  the 
agency  could  certify  that  there  is  adequate  assurance  the  units  will  meet  or 
exceed  HUD's  housing  quality  standards  during  the  ensuing  12  month  period. 
Section  8  applicants  would  then  be  able  to  move  into  a  certified  property,  as 
would  any  other  applicant,  without  waiting  for  an  individual  unit  to  be 
inspected.  Annual  reinspections  would  be  conducted  for  each  unit  occupied  by 
a  Section  8  tenant.  The  agency  could  reinstate  unit-by-unit  inspection  at  any 
time. 

The  amendment  should  permit  the  inspection  to  be  done  by  another  agency  of 
state  or  local  government  according  to  standards  that  meet  or  exceed  the 
requirements  of  this  section.  A  growing  number  of  localities  require  regular 
inspections  of  rental  housing.  The  Section  8  inspections  are  viewed  as  a 
redundant  administrative  burden  by  owners  of  well-managed  housing. 

The  amendment  should  require  a  public  housing  agency  to  specify  in  writing 
the  reasons  for  failing  a  unit  and  any  reinspection  should  focus  on  making 
sure  the  specified  problem  is  corrected.  Owners  should  not  be  exposed  to 
continuing  delays  that  can  occur  under  current  practice,  when  a  reinspection 
is  done  by  a  different  inspector  who  applies  different  standards  and  identifies 
different  problems. 

The  amendment  should  permit  a  public  housing  agency  to  approve  a  unit 
conditionally  if  any  required  correction  is  only  minor,  the  owner  gives 
adequate  assurance  that  the  correction  will  be  made  promptly,  and  the 
agency  determines  that  conditional  approval  would  improve  the  tenant's 
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housing  opportunities.  That  would  permit  timely  occupancy  when  it  is  in  the 
tenant's  interest. 

4.  Repeal  the  "take  one,  take  all"  provision 

Under  Section  8(t)  of  current  law  it  is  unlawful  for  an  owner  who  accepts  one 
Section  8  tenant  to  refuse  to  lease  any  of  the  owner's  other  qualifying  units  to 
Section  8  applicants,  on  the  basis  of  their  status  as  a  Section  8  recipient. 
Therefore,  acceptance  of  the  first  Section  8  applicant  significantly  alters  the 
owner's  liability  and  exposure  to  htigation  related  to  tenant  screening  and 
selection.  This  provision,  which  was  intended  to  expand  housing 
opportunities  for  Section  8  applicants,  has  had  the  opposite  effect  of 
dissuading  many  owners  from  accepting  any  Section  8  applicants. 

Congress  should  repeal  Section  8(t),  significantly  improving  the  atmosphere 
in  which  owners  could  consider  participation  in  the  program.  I  understand 
the  Administration  supports  this  repeal. 

5.  Make  inspection  and  other  procedures  more  workable 

Many  barriers  to  owner  participation  in  Section  8  stem  fi-om  improper  and 
inconsistent  program  implementation  fi-om  one  locality  to  another.  From  my 
own  experience  in  public  housing  administration,  I  know  that  some  of  those 
problems  result  firom  an  understandable  response  by  pubUc  housing  agencies 
to  the  fact  that  they  can  be  criticized  severely  by  administrative  auditors  for 
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procedural  infractions,  but  receive  little  recognition  for  actions  that  make  the 
program  work  in  the  market. 

Congress  should  add  a  new  subsection  to  the  statute  that  directing  the 
Secretary  of  HUD  to  establish  procedural  guidelines  and  performance 
standards  to  help  make  the  implementation  of  property  inspections  and  other 
Section  8  activities  more  in  keeping  with  the  efficient  operation  of  the  private 
housing  market.  Such  guidelines  and  standards  should  be  flexible  and 
recognize  differences  among  local  laws  and  public  housing  agencies.  The 
standards  should  give  pubUc  housing  agencies  clear  incentives  to  improve 
program  acceptance  and  workability  in  the  market. 

6.  Timely  payment 

Many  owners  participating  in  the  Section  8  tenant-based  assistance  program 
find  that  some  public  housing  agencies  are  chronically  late  in  making 
payments  and  that  some  agencies  arbitrarily  abate  rent  or  other  payments  for 
reasons  that  are  out  of  the  owner's  control.  Where  that  occurs,  Section  8 
participation  directly  conflicts  with  basic  economic  factors  that  drive  private 
rental  housing  management. 

Congress  should  make  it  clear  it  is  federal  policy  to  make  timely  payment  of 
amounts  due  an  owner.  Any  late  payment  penalties  should  be  paid  in 
accordance  with  generally  accepted  practices  that  apply  to  non-Section  8 
tenants. 
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Moreover,  paymenta  to  an  owner  should  not  be  abated  as  the  result  of  damage 
or  other  conditions  caused  by  the  tenant,  or  because  of  delays  by  the  public 
housing  agency. 


7.  Alternative  payment  methods 

Congress  should  make  sure  the  Secretary  has  full  authority  to  implement 
payment  methods  that  will  foster  efficient  program  administration  and 
improve  the  housing  opportunities  of  Section  8  tenants. 

Amounts  due  an  owner  under  the  Section  8  tenant-based  program  now  come 
through  two  separate  payments:  one  from  the  tenant  and  one  from  the  public 
housing  agency.  This  adds  uncertainty  and  legal  complexity  to  revenue 
receipts  related  to  a  Section  8  tenant.  More  efficient  payment  procedures 
have  been  suggested. 

The  Abt  Associates  report,  for  instance,  notes  it  might  be  beneficial  to  have 
payment  made  through  a  two-party  check  that  would  have  to  be  signed  by  the 
tenant  and  the  owner.  That  could  place  more  influence  in  the  hands  of  the 
tenant  and  reduce  the  public  housing  agency's  involvement  in  the 
tenant/owner  relationship.  It  could  make  owner  interactions  with  Section  8 
tenants  more  similar  to  those  with  other  tenants. 

Specific  changes  in  payment  practices  should  not  be  enacted  in  law,  but  the 
Secretary  should  have  the  flexibility  to  explore  ways  to  do  things  better. 
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Conclusion 

Mr.  Chairman,  as  you  continue  your  fight  for  better  housing,  I  know  you  have 
an  even  more  difficult  task  this  year  than  ever  before. 

I  believe  the  program  reforms  I  am  recommending  are  made  especially  useful 
in  light  of  the  budgetary  and  other  constraints  on  federal  housing  policy. 
These  changes  would  provide  better  housing  not  by  spending  more  money, 
but  by  working  with  housing  market  forces  rather  than  against  them.  These 
changes  would  help  government  and  the  private  sector  join  forces  in  the 
public  interest. 

Thank  you  for  inviting  me  to  be  here  this  morning.  I  look  forward  to  working 
with  you  and  the  Committee  to  achieve  a  tenant-based  assistance  program 
that  opens  more  opportunities  for  low-income  families. 
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Chapter  1 
INTRODUCTION' 


1.1  Report  Framework  and  Background 

This  report  on  potential  improvements  to  the  Section  8  program  should  be  viewed  in 
light  of  several  recent  trends  in  the  housing  market  in  general  and  in  the  U.S.  Department  of 
Housing  and  Urban  Development  (HUD)  in  particular: 

•  There  is  some  evidence  that  housing  markets  in  some  areas  around  the  country  are 
beginning  to  tighten,  which  may  lead  to  reduced  owner  acceptance  of  Section  8 
unless  actions  are  taken  to  address  owner  concerns. 

•  Housing  assistance  needs  have  been  growing  at  a  faster  rate  than  assistance 
budgets,  meaning  that  all  recommendations  must  take  budget  constraints  into 
account. 

•  There  is  a  strong  push  in  HUD  to  create  new  opportunities  for  people  living  in 
very  poor  areas  to  move  to  higher  income  areas,  promoting  greater  economic 
integration.  One  such  initiative,  the  HUD  Moving  to  Opportunity  program,  relies 
on  Section  8  Vouchers  and  Certificates  as  the  tool  through  which  low-income 
households  will  move  to  higher  income  areas. 

•  HUD  is  trying  to  move  away  from  being  process-driven  to  becoming  more 
outcome-oriented. 

The  Section  8  Existing  Housing  programs  were  designed  for  the  purpose  "of  aiding  low- 
income  families  in  obtaining  a  decent  place  to  live  and  of  promoting  economically  mixed 
housing."^  The  programs  have  been  successful.  There  are  currently  over  one  million 
households  receiving  assistance  through  Section  8  Rental  Voucher  and  Certificate  programs 
administered  by  public  housing  agencies  (PHAs)  throughout  the  country.  Recent  reports  indicate 
that  the  quality  of  housing  provided  in  the  Section  8  programs  is  generally  good,  and  rent 


1 .  The  author  would  like  to  acknowledge  the  valuable  input  of  several  groups  and  individuals.  The  property 
owners  and  managers  who  participated  in  the  focus  groups,  gave  generously  of  their  time  to  provide  their 
perspectives  on  the  Section  8  program.  Stephen  D.  Kennedy  of  Abt  contributed  extensively  to  all  stages  of 
the  research  and  analysis.  James  E.  Wallace,  Judith  D.  Feins  and  William  (Chris)  Hamilton,  all  of  Abt 
Associates,  provided  valuable  comments  on  early  drafts.  Finally,  the  persistence  and  anention  of  W.  Donald 
Campbell  of  the  National  Multi  Housing  Council/National  Apartment  Association  made  this  project  happen. 

2.  See  the  authorization  for  assistance  payments  in  42  U.S.C.  Sec.  1437f(a). 
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burdens  are  in  the  vicinity  of  30  percent  of  income.-'  Early  evaluations  of  the  Section  8 
programs  also  confirmed  that  the  Section  8  rental  programs  were  able  to  provide  comparable 
units  at  substantially  lower  cost  than  new  construction  programs.'* 

At  the  same  time,  there  have  been  concerns  that  Section  8  units  may  be  concentrated 
in  certain  geographic  and  economic  submarkets.  Recent  initiatives,  such  as  the  Moving  to 
Oppormnity  demonstration,  refocus  attention  on  the  role  of  Section  8  in  promoting  economically 
mixed  housing  and  assisting  low-income  residents  to  rent  housing  in  higher  income  neighbor- 
hoods.^ However,  some  owners  of  good  quality  units  in  such  neighborhoods  are  reluctant  to 
rent  their  units  under  Section  8.^  It  appears  that  many  owners  feel  that  participation  in  Section 
8  is  more  time-consuming  and  costly  than  renting  their  units  in  the  private  rental  market,  so  that 
owners  who  have  alternative  rental  options  may  often  prefer  to  rent  in  the  conventional  market 
and  not  to  rent  their  units  under  Section  8.    If  the  Section  8  program  is  to  achieve  its  goal  in 


3.  See  Characteristics  of  HUD-Assisted  Renters  and  Their  Units  in  1989,  U.S.  Department  of  Housing  and 
Urban  Development,  Office  of  Policy  Development  and  Research,  March  1992.  Also  S.  Kennedy  and  M. 
Leger,  Firuil  Comprehensive  Report  of  the  Freestanding  Housing  Voucher  Demonstration,  U.S  Department 
of  Housing  and  Urban  Development,  May  1990. 

4.  See  Wallace  James  et  al..  Participation  and  Benefits  in  the  Urban  Section  8  Program:  New  Construction 
and  Existing  Housing,  Abt  Associates,  Inc.  Cambridge  MA,  1981;  Mayo,  S.K.,  Mansfield  S.,  Warner  D., 
and  Zwitchkenboum  R.:  Housing  Allowances  Programs— A  Comparison  Based  on  the  Housing  Allowance 
Demand  Experiment,  Pan  I:  Participation,  Housing  Consumption.  Location  arui  Satisfaction.  Part  2:  Costs 
and  Efficiency,  Abt  Associates  Inc,  Cambridge  MA.  1980;  Schnare  A.B.  Moss  W.B.,  Pedone  C.I.,  Heintz 
K.G.,  and  Wiley  B.P.,  The  Costs  of  HUD  Multifamily  Housing  Programs:  An  Analysis  of  Development, 
Financing,  and  Subsidy  Expenditures,  Urban  Systems  Research  and  Engineering,  Cambridge  MA,  1982; 
Sumka  H.J.  and  Stegman  M.A.,  "An  Economic  Analysis  of  Public  Housing  in  Small  Cities,"  Journal  of 
Regional  Science  18(3),  1978,  pp.  395-410. 

5.  This  goal  is  explicitly  stated  in  the  Section  8  program  regulations  at  24  CFR  882.103  (c):  "PHAs  are 
encouraged  to  promote  greater  choice  of  housing  opportunities  by:  (1)  Seeking  participation  of  owners  in  any 
areas  in  which  the  PHA  has  determined  that  it  is  not  legally  barred  from  entering  into  Contracts...."  The 
authorizing  legislation  for  Moving  To  Opportunity,  in  42  U.S.C.  Sec.  1437f  states  that  the  demonstration  goal 
is  to  help  participants  "...to  move  out  of  areas  with  high  concentrations  of  persons  living  in  poverty  to  areas 
with  low  concentrations  of  such  persons..." 

6.  Owner  interest  in  the  Gautreaux  program  among  suburban  owners  was  reportedly  quite  low.  See  Leonard 
S.  Rubinowitz,  "Metropolitan  Public  Housing  Desegregation  Remedies;  Chicago's  Privatization  Program" 
Northern  Illinois  University  Law  Review  12(3),  Summer  1992,  p.  655.  Focus  group  discussions  with 
unsuccessful  searchers  which  were  conducted  by  Abt  Associates  as  part  of  the  reconnaissance  for  the  Section 
8  Utilization  study  revealed  that  unsuccessful  enrollees  were  more  likely  to  search  for  housing  in  iow-poverty 
areas.  These  searchers  often  reported  encountering  owners  who  were  unfamiliar  with  Section  8  and  who 
refused  to  participate.  See  DeMarco  et  al.,  Reconnaissance  Report  for  a  Study  of  Section  8  Rental  Voucher 
and  Certificate  Utilization,  Abt  Associates,  Cambridge  MA,  November  1991. 
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promoting  economically  mixed  housing,  several  changes  should  be  made  to  program  and  the 
way  it  is  implemented.  The  objective  should  be  to  make  the  program  more  accepted  by  owners 
in  low-poverty  areas  but  without  compromising  program  goals  of  providing  low-income 
households  good  quality  affordable  housing  in  the  private  market.  We  feel  that  the  key  to 
making  the  program  more  attractive  to  these  owners  is  to  make  Section  8  operate  as  much  like 
the  unassisted  market  as  possible. 

The  National  Multi  Housing  Council  and  National  Apartment  Association  contracted 
with  Abt  Associates  to  conduct  this  study  of  potential  areas  of  improvement  in  the  Section  8 
program.  These  organizations  represent  primarily  large  property  owners  and  managers,  who 
together  own  and  manage  a  substantial  portion  of  the  nation's  multifamily  rental  housing  stock. 
Many  members  of  these  organizations  have  been  reluctant  to  participate  in  Section  8,  because 
they  feel  that  the  program  imposes  undue  time  and  cost  burdens.  Recently  members  have 
become  concerned  that  nonparticipation  has  been  wrongly  construed  as  discrimination  in  some 
instances.  They,  therefore,  have  a  heightened  interest  in  making  the  Section  8  program  more 
compatible  with  nonnal  private  market  operations. 

Abt  Associates  is  a  social  policy  research  firm  based  in  Cambridge,  Massachusetts.  Our 
interest  in  this  research  stems  from  the  company's  long  history  of  involvement  in  the 
implementation  and  evaluation  of  housing  allowance  programs  for  HUD.  This  experience 
includes  but  is  not  limited  to: 

•  Conducting  and  analyzing  two  of  the  three  initial  experiments  to  test  housing 
allowances  (the  Demand  Experiment  and  the  Administrative  Agency  Experiment). 
The  results,  in  part,  led  to  the  actual  adoption  of  the  Section  8  program; 

•  An  early,  national  evaluation  of  the  Section  8  program; 

•  Implementation  and  evaluation  of  the  Housing  Voucher  Demonstration; 

•  A  smdy,  currently  under  way  for  HUD,  of  enroUee  success  in  utilizing  Section  8 
Vouchers  and  Certificates;  and 

•  Also  currently  under  way  for  HUD,  a  study  to  assist  in  the  design,  implementation, 
and  early  assessment  of  the  Moving  to  Opportunity  demonstration. 

The  purpose  of  this  report  is  to  make  recommendations  on  ways  in  which  the  Section 
8  program  can  be  made  more  attractive  to  property  owners  in  the  private  rental  market,  while 
not  compromising  program  goals  of  providing  good  quality,  affordable  housing  to  low-income 
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families  in  the  private  market.  The  recommendations  in  this  report  reflect  the  opinions  of  Abt 
Associates  based  on  past  and  current  research,  and  do  not  necessarily  reflect  the  opinions  of 
the  National  Multi  Housing  Council  or  the  National  Apartment  Association. 

Our  discussions  of  areas  of  concern  and  recommendations  for  the  Section  8  program 
are  organized  along  the  continuum  of  activities  associated  with  administration  of  Section  8: 
tenant  selection,  issues  relating  to  new  leases,  payments  and  Public  Housing  Agency  (PHA) 
relations,  and  lease  renewals.  Section  1.2  summarizes  our  recommendations  in  each  activity 
area  followed  by  a  description  of  the  study's  research  methodology  in  Section  1.3.  Chapter  2 
provides  an  in-depth  discussion  of  the  issues  raised  by  owners  relating  to  each  of  the  program 
activity  areas.    Chapter  3  describes  Abt's  recommendations  in  detail. 

1.2         Summary  of  Recommendations 

The  main  difference  between  a  Section  8  lease  agreement  and  an  unassisted  rental 
agreement  is  the  fact  that  in  Section  8  there  is  a  three-way  relationship  among  the  owner,  the 
renter,  and  the  housing  agency,  in  which  each  of  the  parties  affects  or  is  affected  by  the 
relationship  between  the  other  two  parties.  For  example,  the  initial  inspection  is  an  interaction 
between  the  owner  and  the  housing  agency  whereby  the  housing  agency  makes  certain  that  it  is 
only  paying  for  good  quality  housing.  However,  until  the  unit  passes  the  inspection,  the  Section 
8  Voucher  or  Certificate  holder  carmot  receive  assistance  for  the  unit.  Similarly,  if  the  unit  fails 
the  annual  reinspection,  even  if  the  failure  is  due  to  resident-caused  damage,  rent  payments  by 
the  PHA  to  the  owner  are  abated.  Termination  of  a  lease,  which  is  an  agreement  between  the 
owner  and  the  renter,  must  be  approved  by  the  PHA.  This  three-way  relationship  makes  every 
interaction  more  time-consuming  and  costly  compared  with  an  unassisted  resident.  Many  owners 
of  good  quality  properties  who  have  alternative  rental  options  prefer  not  to  incur  these  additional 
burdens  and,  therefore,  choose  not  to  participate  in  Section  8. 

In  the  early  experiments  to  test  rental  assistance  programs  this  three-way  relationship 
did  not  occur.  Households  received  subsidies  directly  and  were  responsible  for  all  relations  with 
the  owner.  The  three-way  relationship  may  have  originated  from  later  attempts  to  protect 
owners  (to  assure  them  of  receiving  at  least  partial  payment  every  month),  residents  (to  assure 
them  that  their  rights  would  be  protected),  or  government  interests  (to  assure  that  govenunent 
subsidies  were  being  spent  only  on  good  quality  housing).    However,  these  attempts  to  protect 
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each  of  the  parties  may  have  had  the  opposite  effect  in  some  ways.  Instead  of  increasing  owner 
participation  by  guaranteeing  a  portion  of  the  rent,  the  program's  restrictions  may  discourage 
owner  participation.  Similarly,  the  attempts  to  protect  residents  may  in  fact  limit  the  choice  of 
units  available.  Finally,  some  of  the  methods  used  to  protect  the  public  interest  may  in  fact  add 
unnecessary  administrative  costs  for  the  system  as  a  whole. 

Our  recommendations  center  on  the  idea  that  the  Section  8  program  should  operate  as 
much  like  the  regular  market  as  possible  while  recognizing  that  in  some  areas  it  is  impossible, 
and  probably  unwise,  to  remove  all  government  involvement.  Our  recommended  approach 
would  increase  the  accountability  and  responsibility  of  each  of  the  parties  involved— the  housing 
authorities  that  administer  the  program,  the  owners  who  rent  units  under  the  program,  and  the 
residents  who  live  in  Section  8  units— but  still  maintain  program  goals  of  providing  affordable, 
good  quality  housing  to  low-income  families.  The  goal  in  each  recommendation  is  to  focus  on 
the  two  parties  essential  to  the  relationship.  Rather  than  addressing  concerns  through  added 
involvement  of  housing  authorities  or  increased  regulations  aimed  at  specific  areas,  we  propose 
reducing  the  involvement  of  the  third  party  to  the  extent  possible. 


Resident  Selection  Reconunendations 

•  Outreach  to  owners  should  reiterate  that  tenant  selection  and  screening  are  the 
responsibility  of  property  owners  and  managers. 

•  The  program  should  be  changed  to  allow  owners  to  terminate  Section  8  tenancy  in 
the  same  way  unassisted  leases  are  terminated.  This  would  include  having  the  right 
to  limit  the  initial  lease  term,  to  decide  whether  or  not  to  renew  a  lease,  and  to 
undertake  evictions  based  on  local  law. 

•  The  program  should  be  changed  to  allow  owners  to  change  their  mind  about 
accepting  Section  8,  whether  in  a  given  property  or  overall. 


Lease  Recommendations 

•  The  owner-resident  lease  should  define  the  rights,  responsibilities,  and  appropriate 
remedies  of  the  two  parties,  without  PHA  involvement  in  the  owner-resident 
relationship.  The  HUD  Secretary  could  still  maintain  the  right  to  require  inclusion 
of  certain  terms  in  the  lease,  but  housing  agencies  should  have  no  further  role  in 
owner- resident  relations. 
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Inspections/Quality  Standards  Recommendations 

•  Steps  should  be  taken  to  make  the  implementation  of  Section  8  Housing  Quality 
Standards  (HQS)  more  flexible  and  reflective  of  the  goal  of  providing  good  quality 
housing,  rather  than  housing  that  includes  a  specific  set  of  feamres. 

•  The  program  should  change  to  allow  certification  of  a  property  instead  of  each 
individual  unit,  should  be  considered.  This  could  substantially  reduce  vacancy 
times  between  rentals. 

•  An  outcome  scoring  policy,  with  a  possibility  for  "conditional  approval"  of  a  unit 
that  requires  only  minor  repairs  should  be  considered.  This  approach  would 
decrease  vacancy  times  and  allow  more  flexibility  in  approving  units,  without 
compromising  quality,  because  all  units  would  still  need  to  be  brought  up  to 
standard  and  reinspected. 

•  Steps  should  be  taken  to  improve  the  consistency  and  timeliness  of  inspections. 


Payments  Recommendations 

•  Public  housing  agencies  should  be  required  to  make  payments  on  time,  and  be 
subject  to  standard  market  penalties  if  they  are  late. 

•  Security  deposits  could  remain  at  their  below  market  level,  but  the  process  for 
collecting  for  damages  should  be  improved  so  that  it  does  not  interfere  with  normal 
market  operations. 

•  Rent  payments  to  owners  should  not  be  abated  during  the  lease  term,  except  at  the 
discretion  of  the  resident,  based  on  whatever  normal  rent-withholding  procedures 
are  allowed  by  the  local  jurisdiction. 

•  Consideration  should  be  given  to  changing  the  payment  mechanism  so  as  to  end  the 
current  three-party  system.  This  could  be  done  by  shifting  to  a  two-party  check 
that  would  have  to  be  endorsed  by  both  the  renter  and  the  owner.  In  this  way, 
responsibility  for  payment  could  be  fully  vested  in  the  renter,  while  assuring  that 
the  Section  8  payment  was,  in  fact,  used  to  pay  the  owner  for  rent. 


Lease  Renewal  Recommendations 

•  The  program  should  be  changed  to  give  both  parties  to  the  lease  agreement  (the 
owner  and  the  resident)  the  right  to  renew  or  terminate  the  lease  at  the  end  of  its 
term,  with  appropriate  notice,  as  well  as  the  right  to  set  lease  terms. 

•  Annual  inspections  should  be  scheduled  so  that  there  is  enough  time  for  an  owner 
to  make  required  repairs  and  have  the  unit  reinspected  prior  to  any  lease  renewal 
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date.    Deficiencies  found  should  not  occasion  rent  abatement  during  the  original 
lease  term. 

The  series  of  recommendations  presented  above  are  aimed  at  making  the  Section  8 
program  more  attractive  to  owners  of  good-quality  properties  in  the  private  rental  market.  The 
way  this  should  be  accomplished  is  by  making  the  Section  8  process  as  similar  to  regular  market 
operations  as  possible.  We  recommend  that  implementation  of  these  recommendations  should 
be  done  through  demonstration  programs  prior  to  full  implementation  in  order  to  examine  the 
effects  of  these  changes  on  the  parties  involved.  This  can  most  effectively  be  done  by  requiring 
HUD  to  implement  the  changes  initially  in  a  probability  sample  of  PHAs  and  to  evaluate  the 
effects  of  the  changes  by  comparison  with  program  and  recipient  outcomes  in  a  probability 
sample  of  PHAs  operating  under  current  procedures.^ 

1.3         Research  Methodology 

This  report  relies  on  a  range  of  data  sources,  including  information  collected  and 
assembled  by  Abt  Associates  and  others  for  previous  research  efforts,  and  new  information 
collected  specifically  for  this  study. 

For  this  project,  a  series  of  four  focus  group  discussions  were  conducted  during  the  first 
week  of  December  1993  in  two  locations:  Alexandria,  Virginia  and  Dallas,  Texas.  Each  of  the 
groups  was  composed  of  four  to  five  rental  property  owners  and/or  managers  with  experience 
participating  in  the  Section  8  program.  In  addition,  one  group  in  Dallas  also  included  three 
nonparticipating  owners.  The  focus  groups  were  led  by  a  professional  focus  group  moderator 
from  Abt  Associates,  who  also  led  some  of  the  earlier  focus  groups  that  were  conducted  for 
Abt's  study  of  enrollee  success  in  utilizing  of  Section  8  Vouchers  and  Certificates.  Participants 
for  the  groups  were  recruited  by  the  focus  group  facilities  from  lists  of  member  organizations 
that  were  provided  by  the  National  Multi  Housing  Council  and  the  Texas  Apartment  Association. 
Specific  participants  were  selected  based  on  knowledge  of  and  experience  with  the  Section  8 
program. 


7.  We  understand  that  the  emergency  certificates  issued  in  Los  Angeles  as  a  result  of  the  earthquake  include 
several  features  designed  to  remove  the  riskiness  of  accepting  a  Section  8  renter.  In  particular,  owners  can 
offer  month-to-month  leases,  the  proportion  of  units  in  a  property  leased  under  Section  8  can  be  limited,  and 
eviction  procedures  are  those  set  by  state  law.  Follow-up  on  landlord  acceptance  of  these  certificates  might 
be  useful. 
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Focus  groups  have  long  played  a  central  role  in  private  business  research,  and  have 
more  recently  come  to  be  used  in  public  policy  research  as  well.  These  discussions  with  small 
groups  of  individuals  provide  the  opportunity  for  in-depth  discussion  and  probing,  so  that  a  full 
understanding  of  issues  and  concerns  can  be  obtained.  Focus  group  research  is  an  ideal  tool  for 
understanding  owner  concerns  regarding  Section  8.  Because  the  range  of  concerns  is  broad  and 
the  issues  are  often  complex  and  interlinked,  a  group  discussion  helps  owners  clarify  and 
pinpoint  the  key  issues.  The  concerns  raised  by  the  focus  group  participants,  including  those 
who  participate  in  Section  8  and  those  who  do  not,  were  fairly  consistent  and  were  similar  to 
the  concerns  expressed  in  earlier  focus  groups  with  participating  Section  8  owners  (including 
both  large  and  small  owners  and  managers)  that  Abt  Associates  conducted  for  HUD.  Thus,  we 
feel  that  the  groups  served  their  purpose  of  helping  us  understand  the  full  range  of  owner 
concerns. 

The  informal  conversations  among  the  participants  in  each  group  consisted  of  a 
discussion  of  three  specific  areas  of  potential  concern:  tenant  selection  and  screening,  rent  levels 
and  compensation  issues,  and  relations  with  the  local  PHAs.  In  each  of  these  topic  areas  we 
explored  owners'  experience  with  unassisted  rentals  and  with  Section  8  rentals  (or  perceptions 
regarding  Section  8  for  nonparticipating  owners).  Owners  were  asked  about  their  concerns  about 
the  program  and  their  recommendations  for  changes  and  improvements. 

The  purpose  of  the  focus  groups  was  to  help  us  identify  the  primary  areas  of  concern 
to  property  owners  from  among  the  large  array  of  potential  concerns  and  to  hear  a  range  of 
opinions  from  a  variety  of  perspectives.  Actual  recommendations  on  ways  to  address  owner 
concerns  were  developed  by  Abt  Associates  based  on  our  experience  with  all  aspects  of  the 
Section  8  program. 
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Chapter  2 
OWNER  CONCERNS  REGARDING  PARTICIPATION  IN  SECTION  8 

The  main  difference  between  renting  a  unit  in  the  Section  8  program  and  renting  in  the 
private  market  is  the  fact  that  participation  in  Section  8  requires  a  three-way  relationship  between 
the  PHA,  the  owner,  and  the  resident,  rather  than  the  usual  two-way  resident/owner  relationship 
in  the  private  market.  The  resident  and  the  PHA  are  related  through  the  certificate  or  voucher; 
the  owner  signs  both  a  lease  with  the  resident  and  a  Housing  Assistance  Payment  (HAP)  contract 
with  the  public  housing  agency.  In  each  of  the  two-way  relationships  defined,  the  third  party 
either  affects  or  is  affected  by  the  other  two.  The  three-way  relationship  makes  every 
transaction  more  burdensome  to  owners,  in  terms  of  both  time  required  and  money.  For 
example,  leasing  a  unit  requires  approval  both  by  the  resident  and  the  public  housing  agency; 
getting  paid  involves  two  separate  payment  streams;  and  ending  a  lease,  which  is  an  owner- 
renter  agreement,  requires  third-party  notification  and  approval  by  the  PHA. 


PHA 


^ 


\ 


OWNER 


Lease 


RESIDENT 


Three-way  relationship  in  Section  8 


OWNER 


Lease 


RESIDENT 


Two-way  relationship  in 
unassisted  market 


From  an  owner's  perspective,  this  three-way  relationship  adds  uncompensated  monetary 
and  time  burdens  in  comparison  with  renting  to  an  unassisted  household.  This  puts  the  Section 
8  Certificate  or  Voucher  holder  at  a  disadvantage  in  seeking  housing.  What  we  heard  from 
owners  was  that  Section  8  renters  were  not  necessarily  worse  residents  than  other  renters,  but 
that  the  three-way  relationship  made  dealing  with  any  problems  more  difficult,  because  each 
event  required  two  separate  interactions  instead  of  the  usual  owner/resident  interaction. 
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This  chapter  describes  owner  concerns  with  each  aspect  of  program  participation. 
Recommendations  on  ways  to  address  these  concerns  are  presented  in  Chapter  3  below. 

2.1         Applicant  Screening 

Owners  typically  have  three  concerns  regarding  residents  in  their  properties:  that  they 
pay  their  rent  on  time,  that  they  maintain  the  unit  and  the  property,  and  that  they  behave  in  a 
way  that  does  not  disturb  other  residents.  In  the  unassisted  rental  market,  propert>'  owners 
reduce  the  riskiness  of  tenant  selection  two  ways.  First,  they  screen  applicants,  with  the  goal 
of  weeding  out  applicants  who  are  likely  to  be  delinquent  with  payments,  cause  damage,  or  be 
disruptive.  This  is  accomplished  through  credit  screening,  employment  and  income  history 
verifications,  personal  interviews,  and  reference  checks  with  previous  landlords.  Second, 
owners  have  the  ability  to  remove  problem  residents  by  not  renewing  their  lease,  or  in  extreme 
cases,  through  eviction. 

Both  methods  of  reducing  risk  are  less  available  in  Section  8  than  in  the  unassisted 
market.  Tenant  screening  is  more  difficult  because  less  information  is  available  about  Section 
8  applicants.  The  ability  to  remove  a  problem  resident  is  also  more  difficult,  whether  at  the  end 
of  a  lease  or  through  eviction. 

An  additional  concern  is  that  under  current  law,  once  an  owner  accepts  one  Section  8 
resident  in  any  property,  no  other  Section  8  applicants  can  be  turned  down  either  in  that  property 
or  in  any  other  property  merely  because  they  have  a  Section  8  Voucher  or  Certificate  .^  The 
legislation  was  enacted  in  order  to  reduce  the  ability  of  owners  to  segregate  Section  8  renters 
from  other  renters  by  restricting  Section  8  to  specific  properties.  However,  it  appears  to  have 
the  unintended  result  of  reducing  an  owner's  willingness  to  try  the  program.  Under  the  rule, 
an  owner  cannot  "try  out"  Section  8,  because  taking  the  furst  Section  8  renter  dramatically 
changes  as  owner's  legal  exposure  when  considering  all  other  Section  8  applicants.  Owners 
therefore  feel  that  they  lose  control  over  the  screening  process.  This  restriction  greatly  increases 
the  riskiness  of  accepting  a  Section  8  resident  for  the  fu-st  time,  because  an  owner  cannot  change 
his  or  her  mind  after  accepting  even  one  Section  8  resident. 


8.  42  U.S.C.  Sec.  1437f(t)(l)  states  that  "No  owner  who  has  entered  into  a  contract  for  housing  assistance 
payments  under  this  section  on  behalf  of  any  tenant  in  a  multifamily  project  shall  refuse  to  lease  any  available 
dwelling  unit  in  any  multi-family  housing  project....  to  a  holder  of  a  Certificate...."  In  some  PHAs  this 
restriction  has  been  incorporated  into  PHA  practices,  while  in  others  it  is  not  yet. 
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This  is  the  key  point,  it  is  on  the  books,  that  if  you  take  a  Section  8  resident  then  you 
have  got  to  continue  to  take  Section  8  residents.' 


Applicant  Screening 

Owners  pointed  out  that  Section  8  applicants  often  look  riskier  than  other  applicants, 
because  there  is  less  favorable  information  available  about  Section  8  residents.  Many  have  no 
employment  history  and  either  have  no  credit  history  or  a  bad  credit  history— both  of  which  are 
key  factors  used  in  the  tenant  selection  process.  This  situation  makes  taking  a  Section  8  resident 
more  risky  than  taking  a  market  rate  resident,  about  whom  employment,  credit,  and  rental 
history  are  more  readily  available.  Although  the  Section  8  program  guarantee  of  at  least  partial 
payment  reduces  the  risk  of  nonpayment  of  rent,  the  risk  of  renting  to  a  disruptive  tenant  is  still 
higher. 

Many  Section  8  applicants  don't  have  any  credit.  We  find  probably  sixty  to  seventy 
percent  have  no  credit.  And  that  makes  it  difficult.  Typically,  I  would  say  maybe 
twenty,  twenty-five  percent  had  jobs,  but  seventy-five  percent  don't,  so  there's  no  job 
history.    And  rental  history  is  a  very  hard  thing  to  get. 

Inability  to  Remove  Problem  Residents 

Tenant  selection  and  screening  problems  are  compounded  by  the  fact  that  ending  a 
Section  8  tenancy  is  much  more  difficult  than  ending  a  regular  market  tenancy.  Typically,  for 
an  unassisted  tenant,  the  eviction  process  is  difficult  and  rarely  used.  Owners  more  often  end 
the  tenancy  of  problem  residents  by  simply  not  renewing  their  leases  at  the  end  of  the  lease 
term.  In  some  markets,  risk  is  further  reduced  because  owners  set  short  initial  lease  terms  (such 
as  90  days  at  a  time).  In  a  Section  8  rental,  the  situation  is  different.  The  initial  lease  term  is 
one  year,  and  owners  are  required  to  offer  new  leases  at  the  end  of  the  lease  term.  This  means 
that  even  at  the  end  of  the  lease,  an  owner  cannot  end  the  tenancy  without  going  to  court  to 
prove  good  cause.    This  adds  substantially  to  the  time  it  takes  to  remove  a  disruptive  resi- 


9.  Tlie  report  includes  comments  from  the  four  focus  groups  which  are  used  to  illustrate  group  responses. 
We  have  edited  the  comments  to  remove  redundancies  and  pauses  associated  with  spoken  comments,  but  have 
not  altered  their  content. 

Prepared  by  Abt  Associates  Inc.  1 1 


983 


Chapter  2:   On'ner  Concerns  Regarding  Participation  in  Section  8 


dent.'°  In  addition,  because  the  eviction  process  in  Section  8  involves  a  third  party,  the  PHA, 
eviction  is  also  more  difficult  than  in  the  unassisted  market.  Owners  reported  that  the  delay  in 
the  ability  to  remove  disruptive  Section  8  residents  can  lead  to  "good"  tenants  moving  out  of  the 
property,  causing  additional  uncompensated  losses  to  the  owner. 

HUD  shouldn't  be  in  the  business  of  determining  whether  or  not  you  continue  to  keep 
that  tenant.  If  they've  accepted  the  tenant  on  the  program,  then  I  think  their 
responsibility  is  done.  Now  it's  the  responsibility  of  the  tenant  and  the  landlord  to  get 
along  together.  And  if  they  can't  get  along  together,  then  they  should  be  able  to  sever 
the  relationship— through  the  courts  or  whatever.  HUD  doesn't  have  any  business 
coming  back  in  and  saying  you  can't  evict  this  tenant  or  you  can't  take  him  to  court. 
But  they  do. 

With  a  problem  tenant,  if  it's  a  market  tenant,  all  you've  got  to  deal  with  is  that  market 
tenant.  If  it's  a  subsidized  tenant,  now  you've  got  to  deal  with  the  tenant  and  an 
arbitrator.    You  have  to  have  the  approval  from  the  Agency. 

We've  had  conventional  tenants  that  we've  evicted  for  housekeeping  problems.  But 
we've  never  had  a  Section  8  tenant  that  we've  been  able  to  get  rid  of  for  the  same 
reasons.    It's  a  separate  standard. 

When  we  have  a  problem  we  want  them  out  right  now,  so  we  don't  have  10  people 
move  out  because  of  one  bad  apple.    With  Section  8  you  cannot  do  that. 

Inability  to  Turn  Down  Section  8  Applicants 

Another  concern  is  that  often  owners  and  Section  8  Voucher  and  Certificate  holders 
themselves  are  under  the  impression  that  holders  of  a  Voucher  or  Certificate  caimot  be  turned 
down  for  any  reason.  Some  owners  believe  that  because  the  housing  agency  pays  most  of  the 
rent,  the  owner  carmot  exercise  the  usual  screening  criteria.  Further,  some  owners  voiced 
concerns  about  rejecting  Section  8  applicants  for  fear  that  they  will  be  perceived  as  discriminat- 
ing against  a  minority  applicant.  Another  factor  contributing  to  the  difficulty  in  aiming  down 
Section  8  applicants  is  the  feeling  of  entitlement  among  some  Voucher  and  Certificate  holders, 
who  reportedly  believe  that  they  cannot  be  turned  down  for  a  unit. 

If  rent  was  five  hundred  dollars,  and  they  had  a  Voucher  for  five  hundred  or  four 
hundred  and  fifty  dollars,  I  was  under  the  impression  I  couldn't  have  turned  them  away. 


10.  Focus  group  participants  reported  one  case  of  a  public  housing  agency  that  did  not  enforce  the  automatic 
extension  policy;  in  that  area,  owners  could  decide  not  to  renew  leases  of  disruptive  residents  even  under 
Section  8. 
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A  lot  of  people's  perception  is  that  if  they  are  on  Section  8,  you  have  to  take  them 
regardless  of  their  income.  It's  hard  to  explain  it  to  them,  because  they  think  because 
they  are  on  Section  8,  they  don't  have  to  qualify  for  income. 


2.2         New  Leases 

The  process  of  signing  a  lease  for  a  new  Section  8  resident  raises  three  areas  of  concern 
among  owners  and  managers: 

•  Lease  requirements; 

•  Below-market  security  deposits;  and 

•  Inspections. 

It  is  worth  noting  that  rent  levels  are  not  on  this  list  (though  as  noted  below,  allowed  rent 
increases  are  problematic  for  owners).  Owners  were  generally  not  concerned  with  initial  rents. 
The  initial  rent  levels  merely  defined  which  units  could  be  rented  under  Section  8. 

Well,  Section  8  sets  the  price,  and  if  their  price  doesn't  meet  our  need  in  a  particular 
area,  we  won't  have  Section  8  there. 

...  but  they  are  not  going  to  qualify  on  a  "B"  or  an  "A"  property,  because  the  rent 
levels  are  too  high.    So  it's  not  really  an  issue. 

Nevertheless,  they  did  voice  a  preference  for  the  Voucher  program  because  of  the  less  rigid  rent 
requirements  compared  with  the  Certificate  program. 

Lease  Requirements 

Owners  generally  voiced  objections  to  the  fact  that,  for  Section  8  residents,  many 
jurisdictions  require  that  owners  sign  a  different  lease  than  the  one  they  sign  with  unassisted 
renters.  Owners  said  that  standard  leases  have  been  developed  in  most  markets.  These  standard 
leases  reflect  state  and  local  laws  and  generally  are  accepted  by  both  owners  and  residents. 
Requiring  a  separate  lease  for  Section  8  renters  undermines  an  owner's  ability  to  maintain 
consistent  management  practices  throughout  their  properties. 

The  Section  8  tenant  should  be  required  to  sign  the  same  lease  as  every  other  resident 
in  the  prop)erty,  so  they  are  subscribing  to  the  same  rules,  same  conditions  and  so  forth. 
Then  if  there  is  a  special  addendum  regarding  that  Section  8  tenant,  it  should  apply 
strictly  to  terms  of  payment,  or  other  matters  relating  to  the  local  housing  agency,  but 
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that's  it.     The  rules  and  regulations  for  the  property  should  prevail  equally  to  all 
residents. 

They  don't  sign  our  standard  lease.    Section  8  typically  has  their  own  lease,  and  it 
doesn't  mirror  the  TAA  [Texas  Apartment  Association]  lease. 

...there  are  special  rules  that  apply  to  them  that  don't  apply  to  anyone  else. 


Below-Market  Security  Deposits 

Because  Section  8  residents  have  low  incomes,  the  treatment  of  security  deposits  and 
the  process  for  collecting  for  damages  is  different  from  the  regular  market.  In  the  unassisted 
market,  a  one  month's  security  deposit  is  typically  required.'^  At  the  end  of  the  lease  term, 
the  owner  may  keep  all  or  part  of  the  deposit  if  he  or  she  can  show  that  the  resident  caused 
damage  beyond  ordinary  wear  and  tear.  In  the  Section  8  program,  it  was  felt  that  payment  of 
a  whole  month's  rent  to  the  owner  could  be  prohibitively  expensive  for  a  low-income  family. 
The  program  allows  for  a  reduced  deposit  and  takes  on  the  responsibility  of  reimbursing  owners 
for  damages  beyond  the  security  deposit.  ^^  Owners  expressed  concern  that  a  low  security 
deposit  reduces  resident  incentives  to  maintain  the  unit. 

They  only  have  a  fifty  dollar  deposit  on  it.  They  don't  have  anything  to  lose. ...  If  you 
have  a  little  more  to  lose,  then  you  are  more  likely  to  make  it  clean  when  you  move 
out  or  to  take  a  little  better  care  of  it. 

But  we  were  able  to  pursue  the  other  residents  more  easily  for  damages  than  we  could 
with  Section  8.  Conventional  residents  had  deposits.  Sometimes  they  had  double 
deposits  on  the  apartment  in  order  to  be  able  to  move  in. 

Inspections 

Feelings  regarding  the  Section  8  program's  required  inspections  varied  greatly  among 
owners.  An  inspection  by  an  outside  agency  clearly  differentiates  a  Section  8  lease  from  the 
ordinary  market  operation.     In  the  unassisted  market,  potential  renters  are  responsible  for 


1 1 .  Indeed,  in  many  localities,  the  owner  collects  not  only  the  month's  rent  for  the  security  deposit,  but  also 
first  month's  and  last  month's  rent  when  the  lease  is  signed. 

12.  In  the  Certificate  program,  the  PHA  is  allowed  to  set  the  deposit  as  the  maximum  of  the  resident's 
monthly  payment  or  $50.  In  the  Voucher  program,  the  PHA  may  set  a  deposit  up  to  the  monthly  rent  to 
owner. 
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inspecting  the  unit  and  verifying  that  it  meets  their  quality  requirements,  while  in  Section  8  the 
unit  must  pass  the  PHA's  inspection  in  order  to  qualify  for  assistance.  While  owners  generally 
voiced  concern  with  this  requirement,  most  owners  felt  that  having  housing  quality  standards 
(HQS)  was  probably  a  necessity,  in  order  for  the  government  to  be  sure  that  it  was  not  spending 
money  on  poor  quality  units. 
Some  owners  viewed  Section  8  inspections  in  principle  as  a  necessity. 

If  you  look  at  why  they  put  in  place  the  policy  of  the  initial  inspection— why  did  they 
do  that?  They  do  it  to  be  sure  that  they're  paying  money  on  a  house  or  housing  and 
that  is  safe,  sanitary,  and  meets  the  minimum  standards.    And  I  think  that's  good. 

I  think  the  initial  inspection  is  a  must.  I  think  the  administration  should  see  the  housing 
that  they're  about  to  fund  the  money  for.  I  think  they  need  to  not  necessarily  lower  the 
standards,  but  recognize  what  is  important  and  what  is  not  important. 

Other  owners  viewed  them  as  an  inconvenience  and  an  intrusion  in  normal  business  practices. 

Our  residents  are  our  own  best  inspectors.  They're  the  sharpest  people  out.  And  that's 
who  that  responsibility  should  lie  with.  It  should  really  lie  with  that  resident  to  make 
sure  he's  getting  value  for  the  dollar. 

Section  8  involves  inspections,  both  before  someone  can  move  ui  and  then  on  some 
kind  of  annual  basis.  We  don't  do  that  anyplace  else,  and  I  don't  give  up  three  or  four 
days  rent  waiting  for  some  inspector  to  come  in  and  decide  whether  or  not  the  unit  is 
acceptable.    The  loss  can  be  thirty  to  forty  days. 

Inspection  Standards 

Regardless  of  their  feelings  about  the  validity  of  an  initial  inspection,  owners  did  note 
that  the  actual  standards  adopted  by  some  local  housing  agencies  were  unreasonable.  Housing 
quality  standards  were  also  reportedly  not  always  consistent  with  local  housing  codes.  What 
appears  to  have  happened  as  some  local  programs  developed  is  that  a  set  of  items  initially  listed 
to  describe  acceptable  housing  quality  has  expanded  to  include  a  full  set  of  features  a  Section 
8  approved  unit  must  include. 

I  have  a  property  now  that's  under  rehab.  We  have  the  contract  signed  on  all  the 
rehab.  And  there's  one  unit  that  has  a  couple  of  bricks  that  are  missing  outside  of  the 
window.  It  has  no  real  effect  on  their  living  environment  whatsoever. . . .  And  they  will 
not  pass  the  unit.  We  cannot  move  in  someone  on  housing  Vouchers  or  Certificates 
because  they  will  not  pass  the  unit  because  of  those  bricks  and  that  is  the  only  thing. 
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When  a  conventional  resident  moves  in,  and  a  light  plate  switch,  one  of  those  little 
plates  over  there  is  a  little  bit  loose;  they  would  note  it  on  a  move-in  form;  we  would 
send  the  maintenance  man  in.  After  the  move-in  it  would  be  fixed;  everything's  fme. 
On  Section  8  often  you've  held  that  unit  vacant  for  three  weeks  waiting  for  this 
inspection;  the  inspector  comes  in  and  he  turns  down  the  whole  unit  because  of 
something  minor. 

Well,  you're  held  to  different  standards  than  you  would  in  a  normal  business 
relationship.  A  resident  comes  in,  looks  at  a  unit,  which  we  would  make  ready  by 
normal  standards,  and  that  would  be  acceptable  to  the  public  at  large.  But  there's  a 
higher  and  different  standard  when  it's  a  public  assisted  program. 


Problems  with  Inspection  Implementation 

Owners  expressed  two  main  concerns  about  the  way  the  inspections  were  implemented 
in  specific  housing  authorities.    The  concerns  involved: 

•  Consistency  of  inspections;  and 

•  Timeliness  of  inspections. 

Consistency  of  Inspections.  Many  owners  said  that  housing  quality  standards  were  not 
always  implemented  consistently  either  across  or  within  housing  authorities.  For  example,  one 
inspector  would  do  a  first  inspection  listing  certain  problems,  and  upon  reinspection  another 
inspector  would  raise  different  issues.  In  addition,  it  was  felt  that  several  inspectors  in  some 
sites  were  particularly  "picky"— failing  units  for  very  minor  problems. 

...  he  was  really,  really,  really  tough.  I  mean  if  there  would  be  one  mark  in  the  paint, 
he  would  fail  it,  just  like  that.  I  mean,  we  complained  to  his  supervisor  and  said  we 
want  to  work  with  him.  We  don't  want  to  have  an  acrimonious  relationship.  But  he's 
failing  every  unit,  every  single  unit.  And  we  would  kill  ourselves.  We  made  three 
inspections.  And  finally  they  changed  inspectors,  and  then  we  had  a  much  different 
experience. 

I  could  tell  you  that  every  HUD  field  office  interprets  the  HUD  requirements 
differently.  Every  housing  agency  does. . . .  And  they  don't  mind  telling  you  that  they 
know  that  they're  interpreting  a  regulation  differently.  That  that's  the  way  they 
interpret  it  and  that's  what  you're  going  to  do  to  operate  in  their  district. 

Every  housing  authority  is  as  different  as  day  and  night.  It's  like  they  each  have  a 
different  rule  book.  Every  inspector  is  as  different  as  day  and  night.  And  every 
inspector  may  be  different  from  Monday  to  Friday. 
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Timeliness  of  Inspections.  A  second  area  of  concern  related  to  all  inspections  (initial 
inspections,  reinspections,  annual  inspections  and  damage  claim  inspections)  was  that  there  is 
often  a  long  wait  for  scheduling  inspections.  Owners  often  do  not  receive  any  rent  payments 
from  the  PHA  while  they  are  waiting  for  an  inspection,  which  causes  uncompensated  losses. 
Before  payments  can  begin  on  a  new  unit,  the  unit  must  pass  inspection.  Thus,  the  owner 
receives  no  rent  payment  for  the  time  that  elapses  between  preparing  the  unit  for  the  inspection 
and  the  actual  inspection  (or  reinspection  if  any  deficiencies  are  found).  Similarly,  at  an  annual 
inspection  owner  rent  is  often  abated  (payment  is  withheld  by  the  PHA)  if  any  deficiencies  are 
found;  the  withheld  rent  is  not  refunded  regardless  of  how  minor  the  problem  was,  or  how  long 
the  owner  has  to  wait  for  the  reinspection.  Finally,  in  the  case  of  damage  claims,  units  must 
remain  vacant  and  unrepaired  until  a  PHA  inspection  is  conducted. 

The  inspection  process  is  a  tremendous  problem.  It  can  literally  take  thirty  to  forty-five 
days  to  get  somebody  in  because  you  have  to  have  an  inspector  come  out.  It  takes  up 
to  two  or  three  weeks  to  get  an  insf)ector  just  to  come  out  and  look  at  the  property. 
Then  they  had  to  go  back  and  finish  the  paperwork  and  then  you  have  to  go  down  and 
sign  it. 

You  do  all  the  extra  paperwork  required  and  then  have  to  wait  for  an  inspector- 
schedule  an  inspection,  and  get  the  inspector  out.  It  takes  four  or  five  weeks  typically 
before  that  new  resident  is  in,  which  is  lost  rent.  That  is  lost  rent  on  a  unit  for  which 
I  have  paid  the  insurance  that  month.  I  have  paid  the  taxes.  I've  paid  fixed  costs  on 
that  unit  and  I  lost  rent  on  that  unit  while  it  sat  vacant  waiting  for  this  inspector. 

2.3         Payments  and  Relations  with  PHAs 

The  problems  owners  encounter  in  ongoing  relations  with  PHAs  in  general  and  in 
payments  in  particular  vary  greatly  across  housing  authorities.  In  some  cases,  owners  reported 
no  problems  with  ongoing  payments,  while  in  others  owners  said  that  PHA  payments  were  often 
late.  Similarly,  some  PHAs  reportedly  were  felt  to  be  very  cooperative,  while  others  were  felt 
to  have  an  almost  antagonistic  attitude  towards  property  owners.  Some  responses  to  PHAs  were 
positive: 

I  think  the  main  reason  most  people  like  the  program  is  because  they're  guaranteed  the 
rent.  The  rent  comes  in.  It  comes  in  on  time.  And  once  it's  set  up,  you  get  that 
check  every  month  and  there's  a  lot  of  comfort  with  that. 

They  are  responsive  to  both  the  landlord  and  the  tenants'  needs.  I  mean  they  really 
have  a  grasp  on  everybody's  needs.    They  know  what  we  need,  they  know  what  the 
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town  needs,  and  they  somehow  put  it  together  and  make  it  work.  They  have  the 
capacity,  the  intelligence,  the  power— whatever  you  want  to  jump  on  it. 

Other  responses  were  negative: 

You  have  to  go  down  to  the  Section  8  office.  The  manager  leaves  the  property,  goes 
to  the  office  and  sign  the  lease  at  their  office  and  sometimes  it  is  not  ready  when  they 
say  it  is  ready  and  the  manager  is  gone  from  the  property  two  hours  to  sign  one  lease. 

It's  very  hard  to  deal  with  some  of  these  agencies.  We  had  a  missing  payment  by  the 
agency  that  went  back  four  years. ...  It's  very  difficuh  to  deal  with  the  agency  because 
you've  got  to  go  through  their  voice  mail.  You  can  never  get  an  individual  on  a  call. 
You  can  never  get  them  to  remm  your  calls. 


Payments 

Concerns  were  raised  by  owners  and  managers  regarding  three  particular  payment  areas: 

•  Timeliness  of  monthly  PHA  rent  payments; 

•  Abatement  of  rent  for  resident-caused  damage;  and 

•  Damage  claim  payments; 

Monthly  Rent  Payments.  Currently,  owners  feel  that  housing  authorities  have  no 
incentive  to  be  on  time  with  rent  payments,  because  they  are  not  evaluated  by  HUD  based  on 
timeliness  of  payments.  Nor  are  there  any  late  fees  or  other  direct  penalties  to  the  PHA  for 
being  late.  Late  payments  by  PHAs  can  cause  owners  to  incur  late  fees  or  finance  charges  on 
their  own  expenditures,  with  no  compensation  from  the  PHA. 

Since  Section  8  pays  most  of  the  rent,  we  found  that  the  rent  didn't  always  come  in  a 
timely  manner.  There  were  quite  a  few  problems.  From  Section  8.  From  the  Housing 
Authority. 

And  the  other  problem  we  have  is,  frankly,  some  of  the  agencies  in  this  area  don't  pay 
in  a  very  timely  fashion.  It  can  be  anywhere  from  30,  to  60  days,  to  90  days  late,  and 
you  can't  file  a  suit  against  the  agency.    The  owner  pays  the  late  charges. 

You  can't  get  the  late  charges  from  them.  You  don't  know  whether  you're  going  to 
get  your  payment  this  month,  next  month,  or  the  month  after,  in  some  cases.  I  don't 
think  we  have  a  single  Section  8  resident  right  now  who  isn't  running  a  delinquency, 
mainly  because  the  agencies  don't  pay  on  time. 

Abatement  of  Rent  for  Resident-Caused  Damage.  A  major  difference  between  a 
regular  lease  and  a  Section  8  lease  is  the  periodic  reinspection  of  units  by  the  housing  agency. 
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a  concept  totally  absent  in  the  unassisted  market.  Reinspections  are  required  to  take  place  at 
least  annually.  At  every  reinspection  the  unit  must  continue  to  meet  housing  quality  standards. 
If  the  unit  is  found  to  be  deficient,  the  rent  to  the  owner  may  be  abated  until  a  reinspection 
determines  that  all  problems  have  been  solved.  Three  main  concerns  result.  First,  rent  to 
owner  may  be  abated  due  to  resident-caused  damage.  Second,  the  duration  of  abatement  is 
determined  by  the  housing  agency  inspector's  schedule— because  rent  payment  is  only  reinstated 
after  the  housing  agency  reinspects  the  unit  and  determines  that  the  unit  is  up  to  standard. 
Finally,  many  PHAs  apparently  never  pay  the  rent  for  the  abated  months,  even  after  the 
deficiencies  are  remedied. 

For  example,  when  they  come  to  reinspect  every  year,  if  the  resident  is  not  keeping 
their  apartment  clean  enough  or  meeting  the  interior  conditions  then  the  PHA  will  abate 
the  rent.    For  us,  it  means  we  don't  get  paid  because  the  resident  was  unclean. 

We  could  have  rent  abated  for  a  reinspection  or  an  annual  inspection  if  it  doesn't  pass, 
and  often  times  it's  not  anything  we  have  direct  control  over,  such  as  their  housekeep- 
ing or  they  have  boxes  stored  somewhere,  or  something  that's  the  resident's 
responsibility.    That  shouldn't  be  our  responsibility. 

To  give  you  an  example:  if  the  resident  doesn't  pay  his  utility  bills,  and  they  turn  off 
the  electricity,  then  the  housing  agency  stops  paying  for  that  unit.  So,  you  get  the 
electricity  turned  back  on.  Then  you  have  to  wrestle  with  the  inspector  to  come  back 
and  verify  that  it's  back  on  before  your  rent  meter  starts  running  again.  I  lost  a 
month's  rent  because  the  inspector  didn't  come  out  and  verify  the  electricity  was  turned 
back  on.  And  I  raised  all  sorts  of  heck.  And  I  would  have  done  better  yelling  at  that 
easel. 

Damage  Claims.  The  process  required  to  collect  reimbursement  for  damage  to  the  unit 
at  the  end  of  a  tenancy  was  problematic  for  many  owners.  In  order  to  compensate  owners  for 
the  low  security  deposit,  the  Section  8  program  allows  owners  to  submit  damage  claims  in  an 
amount  up  to  two  months'  rent  (one  month  in  the  Voucher  program)  minus  the  allowed  security 
deposit.  However,  in  order  to  collect  for  damage  claims,  the  owner  often  must  submit  the  unit 
for  an  inspection,  keeping  it  in  the  condition  the  resident  left  it  in  until  the  inspection  is 
complete.  As  with  other  inspections,  this  process  can  take  weeks,  during  which  time  the  unit 
must  be  left  vacant  and  cannot  be  readied  for  the  next  tenant.  All  of  this  causes  losses  in  rent 
collected  by  the  owner. 

Section  8  will  pay  for  the  damages,  but  you  have  to  get  the  insp)ector  to  come  and  see 
the  damages.   That  may  not  take  as  much  as  thirty  days  but  it  takes  several  weeks  and 
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you  can't  do  anything  until  they  get  out  there.  Then  by  the  time  they  do  get  out  and 
look  at  it,  and  come  to  an  agreement  to  pay  you  something,  they  don't  pay  you  for  the 
lost  rent,  so  then  you  start  to  get  the  unit  ready  and  released.  By  the  time  you  go 
through  all  that,  you've  lost  another  month's  rent.  Maybe  they  paid  you  three  hundred 
dollars  for  the  damages.  You  are  not  even  coming  out  ahead  on  that.  So,  the 
paperwork  keeps  the  apartment  vacant  too  long  on  the  lease  and  vacant  too  long  on  the 
move-out. 


2.4         Lease  Renewals 

The  three-way  lease  relationship  plays  an  important  role  in  distinguishing  two  aspects 
of  the  lease  renewal  under  Section  8  from  the  unrestricted  market: 

•  The  decision  on  whether  to  renew  the  lease  is  not  in  the  hands  of  the  owner;  and 

•  The  owner  cannot  set  the  terms  of  the  new  lease. 

Decision  to  Renew 

When  a  typical  imassisted  market  lease  expires,  the  owner  may  decide  to  offer  the 
resident  a  new  lease  with  a  new  lease  term  and  rent.  This  allows  both  parties  to  decide  whether 
or  not. to  continue  the  agreement  based  on  the  new  terras.  In  contrast,  under  Section  8  the 
resident  may  terminate  the  lease  at  the  end  of  the  lease  term  or  any  time  thereafter  with 
notification  to  the  owner  based  on  lease  provisions  (up  to  60  days  at  most),  but  the  owner  may 
only  do  so  for  good  cause,  with  90  days  notice  and  with  approval  by  the  public  housing 
agency.'^   Further,  in  Section  8  the  rent  level  must  be  approved  by  the  housing  agency. 

If  I  have  a  disruptive  tenant,  I  don't  have  to  give  him  a  reason  when  his  lease  comes 
up  for  renewal.  I  just  tell  him,  I  choose  not  to  renew  the  lease.  But  if  I  have  a 
Certificate-holder  or  a  Voucher-holder,  that's  prohibited.  I  have  to  evict  him  for  cause. 
So,  now  you  have  an  individual  who  has  a  higher  legal  standing  than  my  normal  resi- 
dent. 

It's  outlined  in  here.  You  have  to  have  serious,  other  good  cause— serious  violations 
of  the  lease.   And  you  have  to  go  to  court  to  prove  this. 


13.   The  PHA  will  reimburse  the  owner  for  the  rent  for  the  month  the  resident  leaves,  and  in  the  Certificate 
program,  for  80  percent  of  the  following  month's  rent. 
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Renewed  Lease  Terms 

As  indicated  above,  owners  felt  that  initial  program  rent  limits  (both  FMRs  and  rent 
reasonableness  tests)  were  not  a  problem.  It  appeared  that  the  limits  essentially  determined 
which  units  could  be  rented  in  Section  8.  In  contrast,  ongoing  rent  increases  were  thought  to 
be  a  problem,  because  if  the  market  rent  for  a  unit  increased  beyond  what  was  allowed  by  the 
program  or  deemed  reasonable  by  the  inspector,  the  owner  is  faced  with  two  alternatives: 
terminate  the  lease  (which  appears  to  be  allowed,  but  only  if  the  owner  can  demonstrate  that 
program  rent  is  below  the  market  rent),  or  accept  a  below-market  rent. 

They  won't  let  you  raise  the  rents.  They  will  come  up  with  a  percentage  that  they  say 
is  reasonable  and  it  won't  be  what  you  could  command  in  the  market.  So  if  that 
renewal  is  coming  up,  you  can't  raise  that  person's  rent  to  the  level  that  you  would 
normally  be  getting. 

I  haven't  had  an  increase  in  two  years.  They  said  no.  So,  basically  other  renters  are 
paying  on  utilities.  Two  increases  have  occurred  on  the  market  rents.  And  with 
Section  8  we're  still  at  1991  rents. 
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The  overriding  goal  in  all  of  the  following  recommendations  is  to  make  the  Section  8 
program  operate  as  much  like  the  conventional  rental  market  as  possible,  while  maintaining  the 
essential  purposes  of  the  program.  This  approach,  of  making  Section  8  as  transparent  as 
possible,  should  make  the  program  more  accepted  by  owners  of  good  quality  properties  in  the 
private  rental  market.  This  generally  means  refocusing  each  aspect  of  Section  8  on  the  two 
parties  involved  and  removing  as  many  of  the  three-way  aspects  of  the  relationship  as  possible. 
Where  this  is  infeasible  due  to  the  unique  nature  of  Section  8  (low- income  renters,  significant 
government  subsidies),  alternatives  are  proposed.  For  each  of  the  proposed  recommendations 
we  have  tried  to  anticipate  and  address  potential  concerns  that  may  be  raised  by  the  three 
affected  parties:  owners,  residents  and  housing  authorities.  We  also  indicate  whether  the 
modifications  will  require  legislative  or  regulatory  changes,  or  whether  it  appears  that  they  can 
be  carried  out  through  changes  in  practice  under  current  rules. 

3.1.        Applicant  Selection 

As  indicated  above,  owners  felt  that  accepting  a  Section  8  applicant  was  often  more 
risky  than  accepting  an  unassisted  applicant.  First,  Section  8  applicants  often  lack  references 
and  history  that  demonstrate  their  qualifications  as  potential  residents.  Second,  it  is  difficult  to 
end  a  Section  8  tenancy.  If  an  unassisted  renter  turns  out  to  be  a  problem,  the  owner  can 
terminate  the  tenancy  at  the  end  of  the  lease  term,  or  if  the  problem  is  particularly  severe,  the 
owner  can  go  through  the  eviction  process.  In  contrast,  under  Section  8,  in  addition  to  taking 
on  more  risk  as  a  result  of  having  less  information  to  start  with,  it  is  much  more  difficult  to 
correct  a  mistake  by  ending  a  problem  tenancy  either  at  the  end  of  the  lease  or  through  the 
eviction  process. 

Further,  for  owners  who  have  not  participated  in  Section  8  at  all,  the  first  instance  of 
participating  imposes  significant  additional  risks,  because  the  statute  requires  anyone  who  takes 
a  Section  8  resident  in  any  unit  in  any  property  to  take  Section  8  residents  in  all  properties  and 
units  (providing  that  the  Certificate  or  Voucher  holder  passes  other  screening  criteria  and  the 
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unit  meets  program  requirements).  Removing  this  restriction  would  reduce  the  risk  to  owners 
of  trying  the  program.''' 

Property  owners  made  several  suggestions  on  ways  to  improve  the  tenant  selection/ 
screening  process.  Some  owners  thought  that  housing  authorities  should  become  more  involved 
in  the  screening  process  by  obtaining  information  on  Section  8  applicants,  and  providing  the 
information  to  owners.  Others  suggested  that  the  PHAs  prescreen  applicants  and  certify  them 
as  "good  tenants."  This  approach,  combined  with  extensive  tenant  services  and  counseling,  has 
worked  in  a  demonstration  setting,  the  Gautreaux  demonstration.  However,  providing  such 
services  on  a  large-scale  basis  would  be  very  costly  and  would  involve  the  housing  authorities 
in  additional  aspects  of  the  rental  transaction.^^ 

At  the  other  extreme,  some  property  managers  reported  that  they  simply  use  the  same 
screening  criteria  for  Section  8  as  for  all  applicants,  including  credit,  background  and  required 
income  ratios.  These  owners  and  managers  reportedly  exclude  Section  8  applicants  with  poor 
credit  or  rental  histories,  as  well  as  those  whose  incomes  do  not  meet  the  required  multiple  of 
their  portion  of  the  rent,  just  as  with  any  potential  resident.  This  approach,  which  admittedly 
excludes  some  applicants,  recognizes  that  the  owner  is  responsible  for  tenant  selection.  It  is 
more  in  keeping  with  the  goal  of  making  the  Section  8  program  more  like  the  normal  market. 
It  emphasizes  the  role  of  the  owner  in  screening,  rather  than  relying  on  the  housing  agency  to 
screen  and  approve  residents. 

In  order  for  this  approach  to  work,  two  additional  steps  need  to  be  taken.  The  first 
step,  which  would  not  require  any  changes  to  current  rules,  would  be  to  inform  property  owners 
and  managers,  clearly  and  strongly,  that  the  responsibility  for  screening  applicants  lies  with  the 
owner,  and  not  with  the  housing  agency.  A  Voucher  or  Certificate  implies  nothing  about  the 
qualifications  of  its  holder  as  a  tenant;  all  it  means  is  that  the  holder  has  been  certified  as  being 
eligible  to  receive  assistance.  Owners  should  be  made  aware  of  the  fact  that  they  have  the  right 
and  the  responsibility  to  screen  Section  8  Voucher  and  Certificate  holders  just  as  they  screen  all 


14.  In  jurisdictions  where  Section  8  is  a  source  of  income  protected  by  antidiscrimination  rules,  the  "all  or 
nothing"  restriction  is  essentially  irrelevant  because  owners  cannot  turn  down  a  potential  renter  merely  because 
he  or  she  receives  Section  8  assistance. 

15.  Such  active  involvement  by  housing  authorities  may  be  appropriate  or  even  critical  to  some  programs 
aimed  at  using  Section  8  to  promote  racial  or  economic  deconcentration.  This  approach  will  be  tested  as  part 
of  the  Moving  to  Opportunity  demonstration  currently  being  designed. 
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potential  renters.  It  should  be  made  clear  to  them  how  this  can  be  done  in  a  fair  (nondiscrimina- 
tory) manner. 

A  second  critical  step,  which  would  require  statutory  changes,  would  be  to  allow 
owners  to  maintain  the  right  to  terminate  Section  8  tenancies  the  same  way  they  terminate  other 
tenancies.  This  would  include  having  the  right  to  limit  the  initial  lease  term,  to  decide  whether 
or  not  to  renew  a  lease,  and  to  undertake  evictions  based  on  local  rules. '^  Requiring  owners 
to  take  responsibility  for  screening  residents  must  be  accompanied  by  the  right  to  respond  to 
problems  as  with  unassisted  renters.  This  would  put  Section  8  renters  on  a  more  equal  footing 
with  other  renters.  Some  owners  suggested  that  if  PHAs  retain  control  over  the  termination 
process,  they  should  take  complete  responsibility  for  screening  and  ongoing  tenant  conduct. 
This  would  essentially  make  the  PHA  the  responsible  party  for  all  aspects  of  the  tenancy,  rather 
than  the  resident.  The  alternative  of  removing  the  PHA  from  the  selection  and  termination 
process  is  preferred  because  it  makes  the  Section  8  owner-resident  relationship  more  similar  to 
the  unassisted  relationship.'^ 

Assisted  residents  may  express  concern  that  making  the  lease  agreement  more  similar 
to  an  unassisted  lease  removes  some  protection  they  have  regarding  evictions  and  lease 
terminations.  The  response  to  this  concern  is  twofold.  First,  owners  are  in  the  business  of 
providing  housing,  and  removing  residents  is  a  costly  process  that  is  reportedly  only  done  in 
extreme  cases.  Second,  making  Section  8  residents  more  like  regular  renters  is  likely  to  give 
them  more  rather  than  fewer  opportunities  in  terms  of  places  to  live,  because  the  current 
protections  limit  the  number  of  owners  willing  to  rent  units  in  the  Section  8  programs.  Under 
this  proposal,  Section  8  residents  would  have  the  same  legal  protections  as  regular  renters  in 
lease  terminations  and  evictions. 

Owners  may  express  concerns  that  this  proposal  still  leaves  them  with  less  information 
than  usual  about  potential  renters.  However,  having  the  ability  to  remove  problem  residents 
should  alleviate  this  fear. 


16.  If  short  initial  lease  terms  are  allowed,  inspections  should  probably  still  remain  at  one-year  intervals. 

17.  In  the  original  rental  assistance  program.  Section  23,  the  PHA  was  responsible  for  all  aspects  of  tenancy: 
finding  the  unit,  signing  the  lease  and  maintaining  the  unit.  This  approach  was  later  rejected  because  it  was 
too  cumbersome  and  too  restrictive  on  families'  choices. 
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In  summary,  we  feel  that  applicant  selection  should  remain  the  responsibility  of  property 
owners  and  managers.  However,  the  program  should  be  changed  so  that  the  responsibility  for 
applicant  screening  is  accompanied  by  the  right  to  use  standard  market  procedures  to  terminate 
the  tenancy  of  problem  residents  (including  having  the  ability  to  set  initial  lease  lengths,  having 
the  right  to  decide  whether  or  not  to  renew  a  lease,  and  having  the  ability  to  undertake  evictions 
based  on  local  rules). 

3.2         New  Leases 

The  overall  goal  in  reworking  the  Section  8  leasing  process  should  be  to  make  the 
process  as  similar  to  normal  market  operations  as  possible.  As  noted  above,  the  Section  8  lease 
is  different  from  a  regular  lease  in  several  ways:  the  lease  itself  (which  sets  out  the  rights  and 
responsibilities  of  the  parties  involved),  the  security  deposit,  and  the  inspection. 

Lease  Agreement:  Resident  and  Owner  Roles 

To  make  the  process  more  like  a  regular  market  transaction,  the  owner-resident 
relationship  should  be  governed  by  the  lease  which  they  both  sign.  In  order  for  the  housing 
agency  to  agree  to  pay  a  subsidy  for  a  specific  unit,  the  HUD  secretary  could  maintain  the  right 
to  set  specific  terms  to  be  included  in  the  lease,  such  as  the  current  lease  addendimi;  beyond  that 
the  PHA  should  not  be  involved.  As  indicated  above  in  the  discussion  of  resident  screening,  this 
would  mean  that  the  Section  8  resident  would  be  directly  accountable  to  the  owner,  just  like  an 
unassisted  renter,  for  imit  maintenance,  payment,  and  lease  renewal.  The  owner,  in  turn,  would 
be  accountable  to  the  resident  for  providing  good  quality  housing.  As  with  a  regular  renter,  the 
Section  8  resident  would  retain  the  protections  provided  to  all  renters  in  the  local  jurisdiction, 
including  the  right  to  call  in  the  appropriate  authorities  or,  where  allowed,  to  escrow  rent  for 
failure  of  the  owner  to  provide  quality  housing  as  promised. ^^  The  owner  would  also  retain 
the  same  rights  as  with  other  renters:  the  choices  about  lease  terms  and  whether  to  renew  leases, 
and  the  ability  to  evict  problem  renters. 


18.  Because  most  of  the  rent  is  paid  by  the  housing  authority,  the  agency  would  need  to  become  involved 
in  cases  where  the  renter  wanted  to  withhold  rent.  If  a  rent  stamp  or  two-party  check  mechanism  were  used 
(where  the  subsidy  was  channelled  through  the  resident),  the  resident  would  retain  total  control  over 
nonpayment  for  cause. 
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Security  Deposits 

An  important  concern  in  trying  to  make  the  program  work  more  like  an  unrestricted 
market  rental  is  in  the  area  of  security  deposits.  Typically,  in  unassisted  rentals,  owners  charge 
renters  one  month  rent  as  a  security  deposit.  The  Section  8  program  recognizes  that  coming  up 
with  a  month's  rent  could  put  Section  8  out  of  reach  for  many  low-income  families,  which  is 
why  the  current  program  allows  for  lower  deposits,  with  the  provision  that  owners  can  submit 
damage  claims  to  the  housing  agency.  Owners  feel  that  the  below-market  security  deposit 
differentiates  Section  8  renters  from  other  renters  in  two  ways.  Collecting  for  damages  when 
they  occur  is  necessarily  different,  because  the  owner  must  collect  from  the  PHA  instead  of  from 
funds  he  or  she  holds.  Owners  also  believe  that  paying  a  low  security  deposit  reduces  the 
resident's  incentive  to  take  care  of  the  unit. 

Some  have  suggested  two  alternative  approaches  for  making  the  Section  8  deposit  the 
same  as  the  unassisted  deposit.  First,  one  could  require  renters  to  pay  the  deposit,  just  as 
unassisted  renters  do.  Alternatively,  the  housing  agency  could  pay  the  deposit  up- front  for  the 
resident,  or  it  could  pay  it  in  monthly  payments  throughout  the  first  year  of  tenancy.  We  feel 
that  neither  of  these  alternatives  is  acceptable.  Requiring  Section  8  renters  to  pay  a  full  month's 
rent  as  the  security  deposit  seems  unreasonable  given  their  low  incomes  and  resource  levels 
available.  (It  should  be  noted  that  allowing  full  security  deposits  is  part  of  the  proposed  rules 
for  merging  the  Voucher  and  Certificate  programs,  though  no  mention  is  made  about  how 
Section  8  recipients  will  be  able  to  come  up  with  the  required  funds.)  The  second  alternative, 
PHA  payments,  is  also  unlikely  to  be  acceptable  because  of  the  high  outlays  that  would  be 
required  of  housing  authorities  and  the  exposure  of  public  monies  to  control  by  private  owners. 

We  believe  that  the  problem  of  low  security  deposits  can  be  addressed  through  minor 
changes  to  the  current  system,  retaining  the  below-market  security  deposits  and  the  damage 
claims  procedure.  Requiring  either  a  more  speedy  resolution  to  damage  claims,  or  requiring 
PHAs  to  pay  for  delays,  would  likely  solve  many  owner  concerns.  Currently  units  for  which 
owners  submit  damage  claims  must  remain  vacant  and  untouched  until  an  inspection  is 
performed.  The  concern  owners  raised  was  that  the  process  can  often  take  several  weeks,  time 
for  which  the  owner  cannot  collect  any  rent  payments. 

As  indicated  above,  owners  felt  that,  in  addition  to  the  direct  monetary  loss  that  resulted 
from   the   below-market   deposits,   they   also   had   an   indirect   effect  of  reducing   resident 
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accountability.  Recognizing  that  requiring  a  full  deposit  was  probably  infeasible,  it  was  felt  that 
some  other  mechanism  needs  to  be  adopted  to  assure  that  residents  feel  responsible  for  unit  and 
property  upkeep.  Owners  suggested  that  PHAs  adopt  alternative  approaches  to  increase 
accountability,  if  security  deposits  could  not  be  market- level.  One  suggestion  was  to  consider 
eviction  as  a  reason  for  losing  program  eligibility— households  who  are  evicted  from  a  unit  for 
cause  could  lose  assistance.  It  was  noted  that  this  is  the  case  in  public  housing  where  the  PHA 
is  the  owner,  and  is  also  one  of  the  proposals  in  the  proposed  rules  for  merging  the  Voucher  and 
Certificate  programs.'^  The  problem  with  this  approach  is  that  it  would  require  significant 
housing  authority  involvement  in  deciding  whether  the  eviction  is  justified  because  the 
consequence  of  eviction  would  be  so  severe.  We  think  that  tenant  accountability  should  be 
maintained  through  the  ability  to  terminate  tenancy,  as  with  any  regular  resident,  and  not 
through  added  burdens.  Presumably  the  desire  to  live  in  good  quality  housing  and  the  risk  of 
loss  of  one's  home  if  the  lease  is  violated  are  the  major  incentives  for  any  renter  to  maintain 
their  unit,  not  the  amount  of  the  deposit.^° 

Initial  Inspections 

At  one  extreme,  some  owners  would  prefer  to  do  away  with  HQS  and  inspections 
altogether.  They  argue  that  the  market  should  make  sure  that  quality  is  maintained:  Section  8 
renters  should  have  the  option  of  moving  out  of  bad  places,  or  getting  local  housing  inspectors 
involved,  just  as  unassisted  renters  do.  On  the  other  hand,  many  owners  recognize  that  the 
inspection  is  likely  to  remain  a  cost  of  participation  in  the  Section  8  program.  Because  the 
government  spends  large  amounts  of  money  on  subsidies,  it  is  likely  to  want  and  need  to  obtain 
some  assurance  about  the  quality  of  units  that  receive  assistance.  Attempts  have  been  made  in 
the  past  to  have  residents  screen  for  HQS.     However,  this  approach  has  several  major 


19.  Public  housing  authorities,  as  the  owners  of  public  housing  may  be  in  a  position  to  judge  whether  eviction 
from  a  public  bousing  unit  is  grounds  from  termination  of  assistance.  We  do  not  feel  that  this  is  appropriate 
in  the  case  of  evictions  from  private  rental,  because  of  the  extraordinary  involvement  in  the  eviction  process 
it  would  require. 

20.  PHAs  should  still  maintain  the  right  to  terminate  Section  8  eligibility  if  residents  owe  money.  Currently, 
if  residents  arc  found  to  have  damaged  a  unit,  the  housing  authority  will  pay  the  damage  claim,  and  then 
attempt  to  collect  from  the  resident.  Residents  who  do  not  pay,  as  required,  may  be  terminated  from  the 
section  8  program.  This  keeps  the  owner-resident,  owner-PHA,  and  rcsident-PHA  transactions  separate.  The 
PHA  does  not  use  a  resident-owner  interaction  (eviction)  to  terminate  assistance  (a  PHA-renter  relationship). 
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drawbacks.  First,  residents  are  not  as  able  as  professional  inspectors  to  screen  for  health  and 
safet>'  risks. ^'  Second,  residents  are  placed  in  the  position  of  enforcing  quality  standards  that 
may  make  it  impossible  for  them  to  rent  (or  remain  in)  a  unit  they  would  like  to  rent  (or  remain 
in).  Finally,  the  housing  quality  inspection,  which  is  designed  to  guarantee  that  the  government 
is  paying  for  good  quality  housing,  is  part  of  the  owner-PHA  relationship,  and  thus  should  not 
involve  the  resident.  The  resident  should  separately  screen  the  unit  for  features  that  he  or  she 
feels  are  necessary. 

Below  we  present  a  series  of  recommendations  that  would  improve  the  inspection 
process.  Some  of  the  changes  are  specific  to  initial  inspections  or  to  particular  types  of  owners, 
while  others  are  general  and  relate  to  the  timeliness  and  consistency  of  all  inspections. 

Property  or  Owner  Certification.  Property  owners  and  managers  who  operate  a  large 
number  of  units  in  a  particular  property  feel  that  the  current  system  of  an  annual  inspection  of 
each  unit  is  particularly  burdensome.  One  way  to  resolve  this  problem  would  be  to  introduce 
a  system  in  which  i  property  (and  not  each  specific  unit)  is  certified  as  approved  for  Section  8. 
Once  an  owner  establishes  a  good  track  record  for  providing  quality  housing  in  a  given  property, 
the  property  could  be  considered  approved  for  Section  8,  requiring  only  periodic  audits  of  a 
sample  of  units  rather  than  pre-occupancy  and  annual  inspections  of  all  units.  Similarly,  in 
jurisdictions  that  require  local  inspections  of  rental  properties,  passing  the  local  inspection  could 
be  considered  grounds  for  certifying  that  a  property  is  acceptable  for  Section  8,  provided  that 
the  PHA  views  the  local  inspection  standards  as  sufficient.  Allowing  a  pre-certification  of  a 
property  would  substantially  reduce  the  vacancy  time  between  rentals  because  new  renters  could 
move  into  units  in  approved  properties  without  having  their  specific  unit  inspected.  This 
approach  would  be  particularly  beneficial  to  owners  and  managers  of  large  properties  that  have 
more  than  one  Section  8  unit,  which  currently  may  have  numerous  inspections  conducted  each 
month.  This  would  require  a  statutory  change,  since  the  current  law  requires  that  each  unit  be 
inspected  prior  to  the  HAP  contract  signing  and  at  least  annually  thereafter.^^  If  a  switch  to 
a  property  or  owner  certification  system  is  infeasible,  then  at  the  very  least  inspections  of 


21 .  In  the  Administrative  Agency  Experiment,  different  agencies  had  residents,  staff  generalists,  or  inspectors 
conducting  HQS  type  inspections.  It  was  generally  found  that  the  quality  of  units  was  highest  when  inspectors 
were  responsible  for  inspections.  See  W.  Hamilton,  A  Social  Experiment  in  Program  Administration,  The 
Housing  Allowance  Administrative  Agency  Experiment,  Abt  Books,  Cambridge,  MA,  1979,  pp.  92-99. 

22,  42  U.S.C.  Section  I437f(o)(5). 
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multiple  units  in  a  given  property  should  be  scheduled  together  with  the  goal  of  minimizing  the 
burden  for  on-site  managers. 

Inspection  Standards/Consistency  and  Flexibility.  Regarding  all  inspections 
(including  initial  inspection,  reinspection,  annual  inspections  and  damage  claim  inspections),  the 
process  for  scheduling  and  conduct  should  be  reviewed  carefully  with  the  goal  of  focusing  on 
the  intent  of  the  inspection,  namely  to  guarantee  that  only  acceptable  units  receive  subsidies. 
As  indicated  above,  in  some  PHAs  the  original  list  of  standards  has  expanded  to  include  a  wider 
range  of  required  unit  features.  Further,  inspection  outcomes  for  a  given  unit  are  often 
inconsistent.  The  outcome  may  vary  depending  on  who  conducts  the  inspection.  Finally,  a 
reinspection  of  a  unit  may  involve  a  completely  new  inspection  finding  faults  that  were  not 
raised  during  the  first  inspection.  Several  improvements  to  the  inspection  process  can  be 
accomplished  without  legislative  change,  but  rather  through  clarification  of  the  intent  of  the 
inspection,  and  through  changes  in  practices. 

First,  inspector  training  on  HQS  should  be  reviewed  with  the  goal  of  making  outcomes 
more  consistent  and  reflective  of  the  goal  of  providing  safe,  decent  housing.  Second,  a  more 
flexible  checklist  could  be  obtained  by  introducing  a  scoring  system  to  the  inspection.  Points 
could  be  assigned  to  each  item  on  the  list,  with  a  minimum  number  of  points  needed  for  a  unit 
to  pass.  Deficiencies  in  health  and  safety  features  would  yield  a  score  that  led  to  automatic 
failure,  but  some  number  of  minor  failures  could  be  allowed,  as  long  as  the  overall  deficiency 
score  was  low  enough. 

Moving  away  from  a  rigid  checklist  approach  for  approving  units  may  raise  concerns 
among  PHAs  because  the  oversight  process  of  PHAs  by  HUD  field  offices  involves  audits  that 
focus  on  whether  assisted  units  appear  to  meet  all  HQS  requirements.  The  audit  approach  would 
also  need  to  be  more  flexible  if  the  checklist  is  made  more  flexible.  However,  increased 
flexibility  is  very  consistent  with  HUD's  mission  of  becoming  result-  rather  than  process- 
oriented.^^ 

Conditional  Approval.  Another  change,  which  we  believe  could  be  carried  out  within 
the  current  laws,  would  be  to  allow  "conditional  approvals"  for  units  with  minor  deficiencies. 


23.  This  goal  of  becoming  outcome-driven  rather  than  process  driven  is  a  key  feature  of  HUD's  mission  as 
stated  in  Creating  Communities  of  Opportunity,  Priorities  of  U.S.  Department  of  Housing  and  Urban 
Development,  HUD,  October  1993. 
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In  other  words,  units  with  minor  deficiencies  could  pass  conditionally,  for  example,  with  the 
owner  required  to  make  necessary  repairs  within  a  given  time-frame.  The  housing  agency  could 
then  either  return  to  reinspect  the  unit,  or  rely  on  the  resident  to  foUow-up.  In  either  case,  the 
lease  would  be  signed,  the  resident  could  move  in,  and  payments  would  start  to  flow. 

This  method  could  also  be  implemented  using  the  current  type  of  HQS  checklist,  by 
assigning  points  to  each  item.  A  unit  would  pass  if  it  scored  above  a  certain  level,  would  pass 
conditionally  if  it  scored  below  that  level,  but  above  another  critical  value,  and  would  fail  if  the 
score  was  below  the  lower  critical  value.  Points  could  be  set  so  that  deficiencies  in  key  health 
and  safety  feamres  would  yield  a  score  that  led  to  automatic  failure.  Similarly,  an  approach  like 
the  American  Housing  Survey  (AHS)  deficiency  score  could  be  devised  in  which  a  unit  would 
be  considered  very  deficient  (automatic  failure)  if  a  particular  number  of  items  were  in  poor 
conditions,  and  moderately  deficient  (conditional  approval)  if  a  smaller  number  of  items  were 
in  poor  condition.^'*  Allowing  units  to  pass  conditionally  would  give  inspectors  more 
flexibility  in  passing  units,  while  at  the  same  time  minimizing  the  vacancy  time  between  rentals. 
That  would  not  compromise  quality,  because  the  unit  would  still  need  to  be  brought  up  to 
standard  and  reinspected. 

Timeliness  of  Inspections.  All  inspections  should  be  completed  in  a  timely  fashion 
within  some  pre-specified  timeframe.  We  would  recommend  that  if  the  housing  agency  did  not 
complete  the  inspection  within  that  timeframe  (e.g.,  two  weeks  for  the  initial  or  annual 
inspection,  and  five  business  days  for  a  reinspection  or  damage  claim  inspection),  it  should  be 
assumed  that  the  unit  qualifies  (or  in  the  case  of  a  reinspection,  that  the  owner  has  fixed  the 
deficiencies).  Similarly  for  damage  claims,  if  the  PHA  does  not  complete  the  inspection  to 
verify  the  owner's  claim  within  the  specified  number  of  days,  then  the  PHA  should  be  required 
to  accept  the  claim  and  must  pay  the  damages.  This  process  of  a  prespecified  limited  time  for 
each  PHA  action  would  move  an  appropriate  share  of  the  burden  of  slow  processing  from  the 
owners  to  the  housing  authorities.  The  housing  authority  would  be  held  responsible  for  acting 
promptly  to  assure  that  poor  quality  units  were  not  receiving  assistance. 


24.    Codebook  for  the  Annual  Housing  Survey  Database,  Abt  Associates,  Cambridge,  MA,  April  1989,  pp. 
63-68. 
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In  summary,  the  process  of  signing  a  new  lease  can  be  made  more  similar  to  ordinary 
market  operations,  without  adversely  affecting  program  goals.  PHAs  should  not  be  involved  in 
owner-resident  relations.  Instead,  the  lease  between  the  owner  and  resident  should  define  the 
relationship.  All  inspections  should  be  conducted  in  a  timely  and  consistent  manner. 
Consideration  should  be  given  to  changing  program  regulations  to  allow  annual  certification  of 
a  property  instead  of  requiring  separate  certification  for  each  unit  in  the  property.  Similarly, 
consideration  should  be  given  to  a  system  that  allows  "conditional  approval"  of  units  that  have 
minor  deficiencies. 

3.3         Payments  and  Relations  with  PHAs 

As  indicated  in  Chapter  2  above,  there  are  three  areas  of  concern  with  regard  to 
payments:  ongoing  monthly  rent  payments,  abatement  of  rent  for  resident  caused  damage,  and 
damage  claims. 

Ongoing  Payments 

The  owner-renter  lease  cannot  cover  all  aspects  of  the  rental  in  the  same  way  the 
unassisted  lease  does,  because  of  the  PHA's  role  in  paying  a  share  of  the  rent.  This  results  in 
a  two-part  payment  stream  to  the  owner.  Rent  payments  could  be  made  more  "normal"  in 
several  ways.  One  way,  which  would  focus  on  the  two-way  owner-renter  relationship,  would 
be  to  channel  assistance  payments  through  the  resident.  Payments  could  be  made  through  a  rent 
stamp  like  a  food  stamp  or  a  two-party  check  that  could  be  redeemed  for  housing  only,  or 
alternatively  through  reimbursements  to  residents  for  rent  payments  based  on  receipts. ^^  This 
type  of  change  in  the  payment  mechanism  would  probably  require  changes  in  the  statute  to  allow 
payment  contracts  with  residents  rather  than  contracts  with  owners.  Another  way  to  retain  a 
single  payment  stream  would  be  through  having  the  housing  agency  pay  the  full  rent  to  owner, 
and  collect  the  resident's  share  directly  from  the  resident. 

Shifting  the  payment  mechanism  to  one  in  which  PHAs  reimbursed  residents  based  on 
monthly  rent  receipts,  or  PHAs  were  made  responsible  for  collecting  the  resident's  monthly 
share  of  the  rent  would  significantly  increase  the  burden  on  PHAs  and,  thus,  it  is  unlikely  that 


25.    The  alternatives  of  direct  payments  to  residents  and  rwo-parry  checks  were  successfully  tried  in  the 
Demand  Experiment  and  the  Administrative  Agency  Experiment  in  the  1970s. 
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either  of  these  two  approaches  would  be  implemented.  However,  shifting  to  a  two-part>'  check, 
where  both  an  owner  and  resident  signature  are  required,  would  not  appear  to  increase  the  PHA 
burden,  and  would  maintain  the  two-party  owner-resident  relationship.  We  therefore  recommend 
that  this  approach  be  considered. 

Retaining  the  current  two-stream  payment  system  would  probably  be  less  of  a  problem 
for  owners  if  housing  authorities  were  held  accountable  for  timeliness  of  payments.  Payments 
should  be  on  time,  or  housing  authorities  should  incur  late  fees  for  late  payments,  unless  they 
can  show  that  they  were  late  in  making  payments  for  good  cause  (such  as  an  owner's  violation 
of  some  provision  of  their  agreement  with  the  PHA).  It  is  likely  that  the  funds  to  cover  late 
payments  would  not  be  allocated  from  new  budgets,  but  rather  would  come  from  housing  agency 
administrative  fees. 

As  with  HUD  oversight  of  housing  quality  inspections,  requiring  more  timely  payments 
should  be  part  of  HUD's  oversight  of  housing  authorities.  The  idea  of  measuring  housing 
authorities'  performance  on  the  basis  of  outcomes  rather  than  process  has  begun  to  be 
implemented  for  the  public  housing  program. ^^ 

Abatement  of  Rent  to  Owner  During  the  Lease  Term 

At  each  annual  or  periodic  reinspection  of  units  receiving  Section  8  assistance,  the  unit 
must  continue  to  meet  housing  quality  standards.  Under  current  practice,  if  the  unit  does  not 
pass  HQS,  regardless  of  the  cause,  rent  to  the  owner  is  often  abated  until  the  deficiency  is 
repaired  and  the  unit  is  reinspected. 

The  concern  regarding  abatement  of  rent  for  resident-caused  damages  is  unique  to 
armual  or  periodic  reinspections.  The  problem  with  abating  rent  for  resident-caused  damage  is 
that  it  unfairly  penalizes  owners  for  resident  actions  over  which  they  have  no  control.  However, 
the  alternative  of  having  the  PHA  decide  which  damage  is  owner-caused  and  which  is  resident- 
caused  places  an  unnecessary  administrative  burden  on  the  housing  agency . 

Our  proposal  for  remedying  this  problem  requires  three  action  items.  First,  rent  to 
owner  should  not  be  abated  during  the  lease  term.  Second,  owners  need  to  have  the  right  not 
to  renew  a  lease.    Third,  inspections  need  to  be  scheduled  so  that  there  is  enough  time  for  any 


26.    See  The  Public  Housing  Management  Assessment  Program  (PHMAP)  Handbook.  U.S.  Department  of 
Housing  and  Urban  Development,  March  1992. 
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required  repairs  to  be  completed  and  a  reinspection  conducted  prior  to  the  termination  of  the 
lease.  Under  this  scenario,  the  housing  agency  would  inspect  the  unit  in  a  timely  manner  and 
report  on  damages.  The  owner  and  resident  would  then  need  to  agree  on  who  had  to  pay  for 
repair  of  any  damages.  If  they  could  not  agree,  then  they  would  not  renew  the  lease,  and 
proceed  as  with  any  other  situation  of  a  vacating  renter  with  damage  claims  or  other  grievances. 
Neither  the  statute  nor  the  regulations  require  rent  payments  to  be  stopped  for  deficient 
units  if  repairs  are  made  promptly.  In  fact,  PHAs  are  supposed  to  give  owners  24  hours  to  fix 
serious  deficiencies  and  30  days  to  fix  minor  deficiencies.  Therefore,  stopping  the  practice  of 
abating  rent  during  the  lease  term  would  only  require  a  clarification  of  federal  policy.^' 

Damage  Claims 

As  indicated  above,  one  of  the  main  concerns  raised  regarding  the  below-market 
security  deposit  is  the  process  for  collecting  on  damage  claims.  In  order  to  collect  for  resident- 
caused  damage,  the  owner  often  must  submit  the  unit  for  an  inspection  to  verify  the  claim.  As 
with  other  inspections,  the  time  required  to  schedule  an  inspection  is  often  quite  long;  during 
that  time  the  unit  must  remain  vacant  and  unrepaired.  This  would  cease  to  be  a  problem  if 
damage  claim  inspections,  like  all  other  inspections,  were  scheduled  in  a  more  timely  manner. 
As  with  other  inspections,  if  the  PHA  did  not  complete  the  damage  inspection  within  the  pre- 
specified  time,  they  would  assume  responsibility  for  the  outcome,  automatically  accepting  the 
owner's  claim.   In  the  meantime,  the  owner  could  repair  the  unit  and  rent  it  out  again. 

In  summary,  ongoing  payments  should  be  made  in  a  timely  manner,  or  else  PHAs 
should  be  held  accountable  for  delays.  Further,  rent  to  owners  should  not  be  abated  during  the 
lease  term.    Improving  the  timeliness  of  inspections  should  address  the  remaining  concerns. 


27.  See  USC  42  Sec  1437(o)(5)  "No  assistance  payment  may  be  made  for  a  dwelling  unit  which  fails  to  meet 
such  quality  standards  unless  any  such  failure  is  promptly  corrected  by  the  owner  and  the  correction  is  verified 
by  the  public  housing  authority."  and  42  CFR  882.211  .."PHA  may  exercise  any  of  its  rights  and  remedies 
under  the  contract,  including  termination  of  the  housing  assistance  payment. "  For  a  description  of  current 
policy,  see  Conference  Coursebook  for  Quadel  Consulting  Corporation's  17th  Annual  Section  8  Existing 
Housing  Program  Conference,  Quadel  Consulting  Corporation,  October  1993. 
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3.4  Lease  Renewal 

As  indicated  above,  owners  are  not  free  to  terminate  the  Section  8  lease  as  they  are  with 
unassisted  residents,  nor  are  they  free  to  set  the  new  rent  level  based  on  market  forces.  Several 
changes  can  be  made  which  would  make  the  lease  renewal  process  closer  to  a  regular  market 
transaction.  At  lease  expiration,  the  decision  to  renew,  as  well  as  the  lease  term,  should  be 
agreed  to  by  each  of  the  parties:  the  owner  should  be  allowed  to  decide  whether  to  offer  a  new 
lease,  just  as  the  tenant  should  be  allowed  to  decide  whether  to  accept  the  offer. 

Allowable  rent  increases  for  Section  8  units  are  necessarily  capped  in  the  Certificate 
program  in  order  to  limit  PHA  outlays.  However,  as  in  the  unassisted  market,  if  the  rent  rises 
beyond  what  is  considered  reasonable  by  the  resident,  he  or  she  is  free  not  to  renew  the  lease 
and  to  move  to  another  unit.  To  make  the  process  work,  as  was  described  above  for  annual 
reinspections,  the  process  for  lease  renewals  should  include  an  early  notification  by  the  PHA  of 
the  new  maximum  rent.  The  owner  and  the  resident  would  then  each  have  the  opportunity  to 
decide  whether  or  not  to  continue  the  lease. 

3.5  Summary 

The  series  of  recommendations  presented  above  are  aimed  at  making  the  Section  8 
program  more  attractive  to  owners  of  units  in  the  private  rental  market.  We  feel  that  the  way 
to  make  the  program  attractive  to  these  owners  is  to  make  the  Section  8  process  as  similar  to 
regular  market  operations  as  possible.  The  concerns  addressed  reflect  those  raised  by  the 
property  owners  and  managers  who  participated  in  the  focus  groups.  The  recommendations 
represent  our  best  effort  to  address  these  concerns,  while  maintaining  program  goals  of  providing 
good  quality,  affordable  housing  to  low-income  families  in  the  private  market. 

We  recommend  that  implementation  of  these  recommendations  should  be  tested  through 
demonstration  programs  in  order  to  examine  the  effects  of  changes  on  the  parties  involved.  This 
can  most  effectively  be  done  by  requiring  HUD  to  implement  the  changes  initially  in  a 
probability  sample  of  PHAs  and  to  evaluate  the  effects  of  the  changes  by  comparison  with 
program  and  recipient  outcomes  in  a  probability  sample  of  PHAs  operating  under  current 
procedures. 
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Additional  Questions 

fron  Chairnnan  Gonzalez  to 

Ms.  Christina  L.  Garcia 

National  Multi  Bousing  Council,  National  Apartment  Association 

1)  One  of  the  central  provisions  of  the  proposed  merger  of  the 
Section  8  certificate  and  voucher  programs  contained  in  H.R.  3838 
is  the  retention  of  the  certificate  program  provision  limiting  a 
low  income  tenant's  rent  to  no  more  than  3  0  percent  of  their 
adjusted  income.  This  provision  is  retained  in  H.R.  3838  because 
of  concerns  about  the  rent  burdens  that  might  otherwise  be  faced  by 
low  income  tenants.  However,  I  am  also  concerned  about  the  housing 
choice  of  low  income  tenants  —  providing  low  income  tenants  with 
an  adequate  range  of  decent  and  safe  housing  to  rent. 

—  In  order  to  provide  tenants  with  adequate  housing  choice, 
while  at  the  same  time  protecting  against  excessive  rent 
burdens,  how  high  would  you  set  the  rent  to  income  ratio  for 
low  income  tenants,  and  in  what  manner? 

2)  What  in  your  view  are  the  most  significant  problems  facing  low 
income  tenants  currently  in  the  Section  8  program? 

3)  The  FY  1995  proposed  HUD  budget  would  reduce  the  percentile  of 
local  market  rents  at  which  Section  8  fair  market  rents  are  set. 
FMRs  are  currently  set  at  4  5  percent  of  local  market  rents.  What 
potential  impact  would  such  a  reduction  have  on  housing  choice  of 
low-income  tenants  assisted  under  the  Section  8  program? 

4)  The  FY  1995  proposed  HUD  budget  provides  for  a  reduction  in 
administrative  fees  under  the  Section  8  program.  What  impact  would 
a  reduction  in  administrative  fees  have  on  the  administration  of 
the  section  8  program? 

5)  One  criticism  of  the  fair  market  rent  system  under  the  Section 
8  program  is  that  it  inhibits  tenant  mobility  because  it  is  based 
on  a  metropolitan  area  wide  basis,  and  does  not  reflect  variations 
among  submarket  areas.  Should  the  fair  market  rent  system  be 
adjusted  to  better  reflect  variances  in  market  rents  within 
submarket  areas? 
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Christina  L.  Garcia 

for  the 

National  Multi  Housing  Council  and  National  Apartment  Association 


Answers  to  Chairman  Gonzalez'  Additional  Questions 


1.    In  order  to  provide  tenants  with  adequate  housing  choice,  while  at  the  same  time 
protecting  against  excessive  rent  burdens,  how  high  would  you  set  the  rent  to  income 
ratio  for  low  income  tenants,  and  in  what  manner? 

As  your  question  implies,  there  is  no  easy  answer.  At  least  three  important  considerations  are 
in  tension:  (1)  a  concern  that  low-income  families  not  pay  so  much  for  rent  that  they  are 
deprived  of  other  necessities;  (2)  a  recognition  that  individuals  should  make  their  own  choices 
regarding  the  relative  importance  of  housing  services  and  other  expenditures;  and  (3)  a  desire 
to  assist  as  many  needy  persons  as  possible  with  limited  federal  resources. 

Difficult  trade-offs  are  unavoidable  since  the  budgetary  environment  does  not  make  housing 
assistance  available  to  everyone  who  is  needy.  Congress  can  provide  deeper  subsidies  for 
some  families,  but  doing  so  means  that  other  needy  families  will  get  no  assistance.  Congress 
can  set  a  ceiling  on  the  percentage  of  income  a  family  can  pay  for  rent,  but  doing  so  may  mean 
the  family  cannot  choose  to  pay  a  bit  more  to  live  near  a  better  school,  close  to  better  job 
opportunities,  or  in  a  safer  neighborhood.  There  can  be  no  ideal  solution. 

I  suggest  the  most  reasonable  approach  would  be  (1)  to  retain  30  percent  of  adjusted  income 
as  a  preferred  standard  for  a  low-income  family's  rent  payment,  and  (2)  to  permit  a  family  at 
its  option  to  pay  more  than  that  standard,  perhaps  up  to  some  maximum.  Protections  could 
be  provided  to  counteract  a  temptation  for  KUD  to  cut  program  costs  by  setting  its  "fair 
market  rents"  too  low  and  shifting  an  undue  burden  to  the  program  recipients.  For  example. 
Congress  could  require  HUD  to  monitor  the  percentage  of  families  choosing  to  pay  more  than 
30  percent  of  adjusted  income  for  rent.  When  the  percentage  in  a  market  area  rises  above 
some  threshold  —  say,  ten  percent  —  HUD  could  be  required  to  reevaluate  the  adequacy  of  the 
"fair  market  rent"  in  that  area  and  submit  the  results  of  the  study  to  Congress. 
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What  in  your  view  are  the  most  signincant  problems  facing  low  income  tenants 
currently  in  the  Section  8  tenant-based  assistance  program? 

Since  Section  8  renters  are  among  the  nation's  neediest  people,  many  have  serious  financial 
and  other  problems  that  deserve  more  careful  discussion  than  is  possible  in  this  forum.  I  will 
limit  my  answer  to  problems  that  renters  have  with  the  operation  of  Section  8  itself 

In  my  experience,  the  most  significant  problem  recipients  have  vAih  Section  8  assistance  is 
that  participation  in  the  program  involves  so  many  bureaucratic  burdens.  Some  of  the  burdens 
may  be  unavoidable  in  a  program  that  is  income  targeted,  since  program  eligibility  must  be 
reaffirmed  periodically.  I  do  know  that  the  procedures  for  annually  reaffirming  eligibility 
create  a  good  deal  of  anxiety  among  many  Section  8  recipients.  Those  procedures  should  be 
made  as  streamlined  and  convenient  as  is  possible  under  the  law. 

Section  8  renters  are  directly  hurt  by  program  elements  that  make  Section  8  applicants  less 
acceptable  in  the  market  or  that  needlessly  delay  their  occupancy  of  better  housing.  As  I 
indicated  in  my  testimony,  I  believe  that  many  of  those  bureaucratic  burdens  are  not 
necessary.  Currently,  these  flaws  in  the  Section  8  program  make  it  excessively  difficult  for 
Section  8  renters  to  find  housing  in  properties  that  do  not  have  high  concentrations  of 
poverty.  Those  problems  could  be  largely  solved  by  amending  the  Section  8  program  to 
reflect  the  normal  practice  of  the  rental  housing  market. 


What  potential  impact  would  a  reduction  in  "fair  market  rents"  have  on  housing  choice 
of  low-income  tenants  assisted  under  the  Section  8  program? 

In  general,  a  reduction  in  "fair  market  rents"  would  tend  to  concentrate  the  selection  of 
apartments  available  to  Section  8  applicants  more  exclusively  in  the  more  marginal 
neighborhoods  and  less  desirable  housing  in  a  local  housing  market.  Such  changes  in  policy 
are  too  often  made  by  looking  at  the  averages  of  national  statistics.  In  fact,  the  impact  of  a 
change  in  HUD's  "fair  market  rents"  could  vary  greatly  fi-om  locality  to  locality.  In  low-rent 
neighborhoods,  a  reduction  in  "fair  market  rents"  may  have  no  impact  on  housing  choice, 
except  that  there  may  be  more  Section  8  applicants  here  because  they  may  not  be  able  to  find 
suitable  housing  in  other  neighborhoods.  In  neighborhoods  that  have  relatively  higher  rents,  a 
reduction  in  "fair  market  rents"  is  likely  to  have  two  negative  consequences.  First,  the  number 
of  apartments  available  to  Section  8  applicants  would  be  drastically  reduced.  Second,  larger 
numbers  of  Section  8  renters  who  have  akeady  found  apartments  where  they  want  to  live  will 
be  uprooted  as  HUD's  "fair  market  rents"  fail  to  measure  up  to  the  actual  market  rents 
charged  for  their  apartments. 
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What  potential  impact  would  a  reduction  in  administrative  fees  have  on  the 
administration  of  the  Section  8  tenant-based  assistance  program? 

Assuming  no  change  in  made  in  current  Section  8  procedural  requirements,  a  reduction  in 
administrative  resources  could  greatly  exacerbate  problems  that  make  Section  8  unacceptable 
in  much  of  the  private  housing  market.  Delays  in  inspections  and  other  paperwork  could 
easily  make  the  program  much  more  unworkable. 


Should  the  fair  market  rent  system  be  adjusted  to  better  reflect  variances  in  market 
rents  within  submarket  areas? 

Tenant-based  housing  assistance  will  work  as  it  is  intended  only  to  the  extent  the  fair  market 
rent  system  reflects  actual  market  conditions.  That  is  diflBcult  to  accomplish  in  practice 
because  rental  markets  are  so  dynamic.  Rents  can  vary  significantly  not  only  over  time,  or 
from  one  neighborhood  to  another,  but  also  within  a  building  on  the  basis  of  location, 
amenities,  or  apartment  configuration.  Nevertheless,  "fair  market  rents"  are  now  often  set  for 
areas  that  are  much  wider  than  necessary.  That  may  simplify  calculations  and  lower  costs,  but 
it  does  so  at  the  cost  of  program  workability.  HUD's  "fair  market  rents"  are  then  bound  to  be 
too  low  for  some  large  areas  and  too  high  for  others. 

I  do  not  believe  it  would  be  wise  to  require  HUD  by  statute  to  define  smaller  "fair  market 
rent"  areas.  However,  the  statute  could  authorize  a  public  housing  agency  to  evaluate  its  local 
market  and  to  propose  alternative  set  of  "fair  market  rents"  for  market  areas  smaller  than  the 
area  defined  by  HUD.  This  authority  would  have  to  be  written  in  a  way  that  does  not  give  the 
public  housing  agency  a  strong  incentive  to  set  the  alternative  rents  too  high.  Perhaps  the 
statute  could  require  the  public  housing  agency  to  demonstrate  that  its  proposed  "fair  market 
rent"  alternative  would  more  accurately  mirror  actual  rents  differences  within  the  area  without 
significantly  increasing  overall  program  costs. 
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On  Behalf  of  the  Children's  Defense  Fund  -- 

Statement  of  Congresswoman  Brown 

Submitted  for  the  Record  to  the 

House  Banking  Committee's  Subcommittee  on  Housing  and 

Commiinity  Development 

March   17,    1994 

Chairman  Gonzalez  and  Members  of  the  Committee: 

I  am  writing  in  support  of  the  reauthorization  of  the  Family 
Unification  Program.   As  you  know,  this  program  provides 
desperately  needed  housing  assistance  to  families  with  children 
at  risk  of  entering  or  staying  in  foster  care  as  a  result  of 
homelessness  or  other  severe  housing  problems.   The  first  year  of 
the  program's  fvinding  was  just  recently  awarded,  but  children  in 
at  least  9  5  communities  from  coast  to  coast  already  have  been 
cQjle  to  stay  together  or  be  reunited  with  their  families  as  a 
result  of  the  program. 

Children  from  seventy-eight  families  in  Florida  will  be  kept 
together  or  rexinited  with  their  families  as  a  result  of  the  first 
round  of  Family  Unification  Program  funding  and  many  more 
families  and  children  will  benefit  by  the  continuation  of  this 
cost-effective  program.   It  only  costs  eibout  $6,700  a  year  to 
keep  an  entire  family  together  through  the  Section  8  subsidy  in 
the  Family  Unification  Program.   Without  this  program,  it  costs, 
on  average,  more  than  $10,000  a  year  to  keep  one  child  in  foster 
care. 

Chairman  Gonzalez,  I  commend  your  longstanding  leadership  in 
identifying  solutions  to  meet  the  housing  needs  of  children  and 
families  and  urge  you  to  continue  your  support  for  the  Family 
Unification  Program.   Without  it,  many  children  and  families  will 
be  needlessly  separated  because  of  homelessness  and  other  housing 
problems. 
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The  National  Housing  Law  Project  is  submitting  the  following 
testimony  on  Title  V  of  H.R.  3838,  the  Housing  and  Community 
Development  Act  of  1994,  as  a  supplement  to  its  March  16,  1994, 
testimony  before  the  Subcommittee  on  Housing  and  Community 
Development  of  the  Committee  on  Banking,  Finance  and  Urban 
Affairs. 

ADMINISTRATION'S  BUDGET  PROPOSALS 

Before  proceeding  to  comment  on  specific  provisions  of  the 
bill,  we  want  to  express  our  strong  concern  about  two  parts  of 
the  Administration's  budget  proposal  for  the  Farmers  Home  Admin- 
istration (FmHA) ,  namely,  the  proposal  to  decrease  the  amount  of 
Interest  Credit  subsidy  made  available  to  Section  502  homeowners 
and  the  proposal  to  substantially  decrease  the  funding  for  the 
Section  515  program.   Together,  these  proposal  threaten  FmHA's 
continued  ability  to  serve  low-  and  very  low-income  households 
and  transform  the  agency's  primary  housing  programs  into  ones 
that  will  serve  only  moderate -income  households. 

The  Administration's  proposal  to  increase  the  payment  level 
for  single-family  home  loan  borrowers  who  are  receiving  Interest 
Credit  from  20  percent  of  the  family's  adjusted  income  to  30 
percent  of  adjusted  income  will  create  undue  hardship  to  low-  and 
very  iow-income  families  that  are  presently  benefitting  from  the 
program.   It  is  likely  to  substantially  increase  defaults  and 
foreclosures  in  the  single-family  home  loan  program  and  material- 
ly decrease  the  number  of  low-  and  very  low-income  families  that 
will  qualify  for  loans  under  the  program. 

While  it  may  appear  that  borrowers  under  the  FmHA  single- 
family  homeownership  program  are  paying  a  smaller  percentage  of 
their  income  for  shelter  than  other  beneficiaries  of  federal 
subsidies,  who  generally  pay  30  percent  of  their  income  for 
shelter,  in  fact  they  are  not.   Tenants  in  federally  assisted 
rental  housing  programs  are  paying  30  percent  of  income  for  their 
total  shelter  costs  which  include  the  cost  of  maintenance  and 
utilities.   FmHA  single-family  homeowners  receiving  Interest 
Credit  are  required  to  pay  at  least  2  0  percent  of  their  income 
for  principal,  interest,  taxes  and  insurance  (PITI) .   In  addi- 
tion, these  homeowners  must  pay  for  maintenance  of  their  home  and 
utilities.   In  most  cases,  these  additional  costs  increase  the 
percentage  of  income  that  single-family  homeowners  pay  for 
shelter  to  30  percent  or  more. 

If  the  Administration's  proposal  is  adopted  and  the  percent- 
age of  income  for  calculating  Interest  Credit  is  increased  from 
20  to  30  percent,  it  likely  that  these  homeowners  will  pay  40 
percent  or  more  of  their  income  for  shelter.   We  believe  that 
such  a  shift  will  create  an  extreme  hardship  on  existing  borrow- 
ers and  is  likely  to  increase  dramatically  the  rate  of  defaults 
and  foreclosures  for  the  program.   Indeed,  we  believe  that  it  is 
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unconscionable  for  the  federal  government  to  qualify  homeowners 
into  the  program  on  the  basis  of  their  ability  to  pay  20  percent 
of  income  for  PITI  and  then  to  increase  that  percentage  to  3  0 
percent  once  they  have  bought  their  homes. 

With  respect  to  future  homebuyers,  the  proposed  decrease  in 
Interest  Credit  subsidy  will  disqualify  practically  all  very  low- 
income  families  from  qualifying  for  loans  under  the  program.   It 
will  bring  to  an  end  this  Committee's  successful  endeavors  to 
ensure  greater  participation  by  low-  and  very  low-income  families 
by  extending  the  Section  502  loan  term  to  38  years  and  by  insti- 
tuting the  deferred  mortgage  payment  program. 

For  these  reasons  we  urge  the  Committee  to  oppose  the 
Administration's  proposal  and  to  maintain  the  level  of  Interest 
Credit  subsidy  for  the  single-family  loan  program  based  on  the 
borrower's  paying  20  percent  of  adjusted  income. 

Our  second  concern  is  with  the  Administration's  proposal  to 
drastically  cut  the  funding  for  the  FmHA  rural  rental  housing 
program,  commonly  known  as  the  Section  515  program.   Since  its 
inception  in  1961,  the  program  has  been  one  of  the  most  success- 
ful housing  programs  that  this  nation  has  known.   It  is  serving 
nearly  a  half -million  rural  households,  nearly  all  of  them  having 
incomes  that  are  considered  very  low  and  over  half  of  whom  are 
elderly.   It  is  providing  much  needed  decent  and  affordable 
rental  housing  in  rural  communities  that  historically  have  had  a 
disproportionate  share  of  the  nation's  substandard  and  unaf ford- 
able  housing  and  that  are  underserved  by  other  federal  housing 
programs.   While  the  program  has  experienced  some  abuses  in 
recent  years  from  some  owners  and  builders,  those  abuses  are 
relatively  minor,  easily  controllable  and  do  not  justify  the 
drastic  cuts  that  are  proposed  for  the  program.   Consequently,  we 
urge  that  the  Committee  oppose  the  proposed  cuts  for  the  program 
and  suggest  that  its  funding  be  restored  to  at  least  Fiscal  Year 
1994  levels. 


TITLE  V  OF  H.R.  3838 

With  respect  to  Title  V  of  H.R.  3838,  we  wish  to  commend  the 
Subcommittee  Chairman,  Congressman  Gonzalez,  for  introducing  the 
bill.   We  wholeheartedly  support  practically  all  of  the  proposed 
amendments  and  modifications  that  the  bill  makes  to  the  operation 
of  the  FmHA  housing  programs  and  believe  that  they  will  improve 
the  programs  and  the  agency's  service  to  low-  and  very  low-income 
households  residing  in  rural  areas. 
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Including  Evictions  in  the  Tenant  Grievance  and  Appeals  Process 
(Section  505) 

In  particular,  we  wish  to  endorse  Section  505  which  proposes 
to  restore  the  right  of  tenants  in  FmHA  rental  housing  to  appeal 
proposed  evictions  under  the  existing  FmHA  tenant  grievance  and 
appeal  procedure.   We  believe  that,  if  properly  used,  the  griev- 
ance and  appeal  process  is  more  conducive  to  resolving  disputes 
between  tenants  and  landlords,  is  less  costly  to  both,  and 
provides  tenants  with  a  fairer  and  more  accessible  forum  in  which 
to  contest  evictions. 

We  suggest  that  the  Subcommittee  make  modifications  in 
Section  505  in  order  to  eliminate  any  ambiguity  with  respect  to 
tenants'  right  to  appeal  evictions  under  the  exiting  tenant 
grievance  and  appeal  procedure,  as  opposed  to  the  appeal  proce- 
dure available  to  FmHA  borrowers  that  is  administered  by  the 
National  Appeals  Staff.   Specifically  we  suggest  that  the  pro- 
posed language  be  deleted  and  that  the  following  be  inserted  in 
Section  510(g)  of  the  act: 

after  "opportunity  to  appeal"  insert  ",  in  a  non- judi- 
cial forum,"  and  after  "an  adverse  decision"  insert 
"(including  an  eviction)". 

Streamlined  Reamortization  of  Section  502  Loans 

Lastly,  before  proceeding  to  our  other  comments  on  Title  V, 
we  urge  the  Subcommittee  to  grant  FmHA  authority  to  reamortize  on 
new  terms  FmHA  single-family  loans  that  have  interest  rates  above 
the  presently  prevailing  ones.   We  agree  with  the  testimony  of 
the  General  Accounting  Office  that  such  refinancing  would  benefit 
FmHA  by  reducing  the  number  of  defaults  and  foreclosures.   It 
would  also  benefit  thousands  of  homeowners  by  reducing  their 
payment  level  and  decreasing  their  reliance  on  the  Interest 
Credit  subsidy  which  they  would  not  need  if  their  home  were 
reamortized  at  the  presently  prevailing  interest  rates  instead  of 
those  that  prevailed  throughout  the  1980s. 

Comments  on  Specific  Provisions  of  Title  V 

Reamortization  of  Existing  Single  Family  Loans  (Section 
502 (c) (4) .   We  support  the  provision  that  amends  Section  505(b) 
by  authorizing  FmHA  to  lower  the  interest  rate  on  loans  at  the 
end  of  a  moratorium  to  the  then  current  Section  502  lending  rate 
and  to  establish  a  three-year  period  during  which  borrowers  may 
make  reduced  payments.   This  provision  should  reduce  the  subsidy 
payments  made  by  FmHA,  enable  some  borrowers  to  retain  their 
homes  without  further  FmHA  assistance  and  enable  others,  who  have 
received  moratorium  assistance  and  who,  heretofore,  were  unable 
to  resume  making  regular  mortgage  payments,  to  continue  to  make 
payments  on  their  loans  and  to  retain  their  homes.   However,  the 
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proposed  legislation  needs  to  be  amended  to  eliminate  the  provi- 
sion requiring  that  the  loan  payments  be  restored  to  their 
original  level  after  a  period  of  three  years.   That  provision 
eliminates  all  the  benefits  of  reamortizing  the  loan  because  it 
requires  that  payments  be  raised  to  the  original  payment  level 
after  three  years. 

Technical  Assistance  Grants  for  the  Preservation  of  Rural 
Housing  (Section  503(a)).   The  Department  of  Housing  and  Urban 
Development  has  authority  to  make  technical  and  predevelopment 
grants  to  resident  councils  and  community-based  nonprofit  organi- 
zations in  connection  with  the  preservation  of  HUD-subsidized 
housing.   We  therefore  welcome  the  provision  that  would  authorize 
FmHA  to  make  predevelopment  grants  to  nonprofit  and  public 
agencies  to  assist  them  in  preserving  rural  rental  housing. 
Since,  however,  appropriation  for  such  grants  may  not  be  avail- 
able or  sufficient,  we  urge  that  the  legislation  be  amended  to 
authorize  the  making  of  either  loans  or  grants  for  these  purpos- 
es. 

Limiting  Rural  Rental  Housing  Prepayments  in  Response  to 
Acceleration  or  Foreclosure  (Section  503(d)).  This  amendment  is 
sorely  needed  in  light  of  FmHA's  refusal  to  preclude  prepayments 
of  rural  rental  housing  loans  in  response  to  the  acceleration  of 
loans.  It  eliminates  an  unintended  loophole  that  permitted  some 
owners  to  avoid  the  restrictions  placed  on  the  prepayment  of  FmHA 
rental  housing  loans. 

Limitations  on  All  Prepayments  (Section  503(e).   We  endorse 
the  modifications  proposed  in  this  section  that  would  subject  the 
prepayment  of  FmHA  loans  to  the  same  conditions  that  are  applica- 
ble to  the  prepayment  of  HUD  loans.   We  suggest,  however,  that 
the  amendment  be  modified  to  fully  conform  to  the  HUD  legislation 
by  adding  the  following  before  the  semicolon  in  paragraph  (ii)- 
(I): 

and  will  not  in  any  event  result  in  (i)  a  monthly 
rental  payment  by  any  current  tenant  that  exceeds  30 
percent  of  the  monthly  adjusted  income  of  the  tenant  or 
an  increase  in  the  monthly  rental  payment  in  any  year 
that  exceeds  10  percent  (whichever  is  lower) ,  or  (ii) 
in  the  case  of  a  current  tenant  who  already  pays  more 
than  such  percentage,  an  increase  in  the  monthly  rental 
payment  in  any  year  that  exceeds  the  increase  in  the 
Consumer  Price  Index  or  10  percent  (whichever  is  low- 
er) ; 

Streamlined  Refinancing  of  Rental  Housing  Loan  (Section 
506) .   The  refinancing  of  Section  515  loans  contemplated  by  this 
section  should  save  FmHA  substantial  sums  in  Interest  Credit  and 
Rental  Assistance  subsidies.   To  avoid  any  confusion  with  respect 
to  the  need  of  new  appropriations  to  accomplish  this  refinancing. 
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we  urge  that  a  new  subsection  be  added  stating  that  any  refinanc- 
ing undertaken  pursuant  to  this  section  does  not  require  new 
appropriations.   Absent  such  an  amendment,  the  authority  to 
refinance  will  not  be  used  because  it  will  consume  funds  present- 
ly devoted  to  new  construction. 

In  addition,  we  believe  that  the  new  subsection  (z)  (3)  needs 
clarification  with  respect  to  whether  refinanced  loans  become 
subject  to  new  prepayment  restrictions.   Since  the  refinancing 
will  benefit  FmHA  more  than  it  will  owners,  we  assume  that 
refinancing  will  not  place  new  prepayment  restrictions  on  project 
loans.   We  also  do  not  understand  the  purpose  of  the  second 
sentence  in  the  new  subsection  (z) (3)  and  urge  that  it  be  clari- 
fied. 

New  Construction  Rental  Assistance  Set-Aside  (Section 
507 (b^ ) .  We  are  deeply  concerned  by  this  proposal  to  create  a  New 
Construction  Rental  Assistance  Set  Aside  that  is  equal  to  the 
average  of  the  Rental  Assistance  funds  made  available  over  the 
past  three  years.   Our  opposition  to  this  proposal  stems  from  the 
fact  that  it  sets  the  past  three  years'  allocation  for  Rental 
Assistance  as  a  minimum  set-aside  for  all  future  years.   In  other 
words,  the  proposed  formula  establishes  a  Rental  Assistance  set- 
aside  for  new  construction  that  can  never  go  down  and  is  not 
related  in  any  way  to  the  level  of  funding  for  the  Section  515 
program  or  the  funds  needed  to  renew  expiring  Rental  Assistance 
contracts.   The  set-aside  poses  the  real  possibility  that  tenants 
in  existing  FmHA  rental  housing  will  have  to  be  evicted  because 
FmHA  does  not  have  enough  Rental  Assistance  authority  to  extend 
expiring  contracts  while  making  Rental  Assistance  available  to 
tenants  moving  to  new  projects  for  the  first  time.   The  negative 
ramifications  of  this  legislation  on  tenants,  on  the  financial 
viability  of  existing  projects  and  on  the  effort  to  stem  prepay- 
ment of  FmHA  rental  housing  are  so  great  that  we  are  opposed  to 
this  provision  and  urge  its  deletion. 
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I  would  like  to  thank  the  Chairman  and  the  Members  of  the  Subcommittee  for  this 
opportunity  to  present  testimony  regarding  the  reauthorization  of  the  Section  8  Community 
Investment  Demonstration  Act.  I  also  want  to  thank  Chairman  Gonzalez  and  the  Members  of  the 
Subcommittee  for  their  continuing  and  long-standing  commitment  to  exploring  and  pursuing 
innovative  solutions  to  America's  critical  housing  problems. 

Today  I  would  like  to  convey  to  the  subcommittee  our  support  for  the  increased  budget 
authority  and  appropriation  in  FY  1995  for  the  Community  Investment  Demonstration  Program, 
also  known  as  the  Pension  Investment  Program.  Although  the  Program  is  in  its  initial  phases, 
the  response  to  date  indicates  that  there  is  real  need  for  this  type  of  initiative  across  the  nation. 
Both  Congress  and  the  Administration  should  be  commended  for  their  responsiveness  to  this  real 
housing  need  as  demonstrated  by  the  creation  of  this  innovative  program. 

Briefly,  the  Investment  Program,  as  established  in  the  HUD  Demonstration  Act  of  1993, 
set  aside  $100  million  in  Section  8  project-based  subsidies  for  multi-family  rental  and  limited 
equity  co-op  housing  projects  whose  construction  or  rehabilitation  will  be  financed  with  pension 
fund  capital.  The  President's  1995  Budget  recognizes  the  need  for  the  Investment  Program  and 
proposes  increases  in  authorization  and  appropriation  to  $514  million. 


The  Continuing  Need  for  Affordable  Housing 

Despite  the  important  efforts  of  this  Congress  and  the  Administration,  a  severe  shortage 
of  affordable  rental  housing  continues  to  plague  the  country.  There  remains  a  critical  need  to 
build  and  renovate  more  affordable  housing. 

While  recent  lower  interest  rates  have  made  homeownership  more  affordable,  renters 
have  not  seen  any  relief.  The  percent  of  income  that  the  typical  household  pays  for  rent  is  at 
a  25-year  high.  At  the  low  end  of  the  income  spectrum,  there  are  4.7  million  households  that 
shoulder  a  severe  rent  burden,  paying  more  than  50  percent  of  their  income  in  rent,  according 
to  the  Low  Income  Housing  Service,  based  on  the  CHAS  Database,  U.S.  Census,  1993.  Many 
of  these  units  are  severely  inadequate.    This  same  analysis  also  shows  that  1.4  million  rental 
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units  are  severely  inadequate  or  have  other  problems.  When  the  number  of  rental  households 
suffering  severe  rent  burden  or  living  in  extremely  inadequate  conditions  are  combined,  the  total 
low-income  housing  "gap"  -  the  need  for  additional  decent  rental  housing  affordable  to  low 
income  households  -  is  over  5.3  million  units. 

Despite  these  serious  market  needs,  new  apartment  construction  is  at  its  lowest  level  in 
decades.  According  to  the  National  Multi-Housing  Council,  only  98,000  rental  apartment  units 
were  started  in  1993.  This  trend  continues  in  spite  of  a  significant  shrinkage  in  the  affordable 
rental  housing  stock,  as  described  in  the  Harvard  University  Joint  Center  for  Housing  Studies' 
report  in  "State  of  the  Nation's  Housing  1993". 

This  gloomy  production  trend  is  exacerbated  by  the  limited  availability  of  capital  to 
finance  affordable  rental  housing.  The  National  Association  of  Home  Builders  continues  to 
report  a  severe  credit  crunch  for  both  construction  and  permanent  financing  that  straps 
multifamily  housing  development. 

A  partial  explanation  for  this  financing  gap  is  the  lack  of  a  fully-develojjed  secondary 
market  for  multifamily  housing  loans.  This  is  an  especially  troubling  inefficiency  given  the  shift 
in  capital  markets  over  the  past  decade. 

Pension  funds,  with  $4.4  trillion  in  assets,  have  become  the  largest  capital  providers  in 
the  nation.  However,  pension  funds  currently  have  very  limited  investments  in  multifamily 
housing  and  will  not  move  into  this  relatively  new  asset  class  unless  they  can  obtain  the  security 
and  liquidity  that  a  secondary  market  provides. 

The  on-going  reduction  in  rental  housing  supply,  combined  with  shrinking  vacancy  rates 
in  most  metropolitan  areas  and  a  growing  rental  household  population,  presages  an  even  more 
serious  housing  crisis  in  years  to  come,  unless  action  is  taken  now  to  agressively  promote 
housing  production. 


Communitv  Investment  Program:    A  Framework  for  Housing  Production 

The  Community  Investment  Program  addresses  the  problems  of  affordability  and  supply 
simultaneously.  It  utilizes  an  existing  federal  program  designed  to  assist  low-income  families 
to  afford  a  home,  while  at  the  same  time  stimulating  the  production  of  new,  decent,  safe  and 
sanitary  homes. 

The  Program  requires  that  the  Section  8  assistance  be  project-based.  Thus,  a  potential 
investor  can  include  expected  Section  8  rental  income  directly  in  cash  flow  analyses  for  new 
construction  or  rehabilitation.  The  predictability  of  the  Section  8  cash  flow  attracts  the 
securitization,  which  reduces  the  risk  to  the  investors,  and  in-tum  encourages  new  multi-family 
housing  production.   What  emerges  is  a  more  efficient  framework  for  using  federal  resources. 
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The  Investment  Program  further  offers  advantages  lacking  in  the  old  Section  8  new 
construction  program  and  the  current  Certificate  program. 

First,  mixed-income  housing  is  emphasized.  The  Investment  Program  generally  requires 
that  Section  8  subsidies  be  limited  to  50  percent  of  the  housing  units  in  any  one  project.  This 
will  result  in  stronger,  more  viable  projects  for  the  community.  Further,  developers  will  have 
to  demonstrate  that  there  is  a  demand  for  the  units  in  that  location  based  on  the  appeal  of  the 
project,  not  just  the  rent  subsidy. 

Second,  the  rental  assistance  contract  may  extend  as  long  as  15  years.  This  adds  income 
security  that  encourages  pension  fund  investors  to  participate  and  also  induces  secondary  market 
intermediaries  -  Fannie  Mae,  Freddie  Mac,  and  state  housing  finance  agencies  -  to  securitize  the 
long-term  permanent  financing.  Consequently,  the  rental  assistance  maximizes  the  leveraging 
of  additional  public  and  private  resources.  In  fact,  the  availability  of  the  Section  8  assistance 
has  been  instrumental  in  encouraging  Fannie  Mae  and  Freddie  Mac  just  recently  to  become  more 
actively  involved  in  the  securitization  of  debt  for  new  production  of  multi-family  affordable 
housing. 

Third,  Investment  Program  guidelines  do  not  permit  developments  funded  with  the 
Section  8  assistance  to  utilize  FHA  mortgage  insurance.  Thus,  the  Program  will  truly  leverage 
private  capital,  instead  of  federally-insured  capital.  This  is  a  critical  element,  in  light  of  the 
current  problems  with  the  FHA  fund. 

Fourth,  the  Investment  Program  has  a  specific  set  aside  of  subsidy  to  facilitate  the  sale 
or  refinancing  of  properties  that  are  HUD-owned  or  subject  to  a  HUD-held  mortgage. 
Following  the  recent  enactment  of  HR  4067,  this  set-aside  will  become  an  increasingly  important 
tool  for  assisting  HUD  and  developers  to  create  financially-feasible  disposition  plans  for  these 
distressed  properties. 

Fifth,  the  subsidy  is  tied  directly  to  the  provision  of  financing  from  pension  funds.  This 
ensures  that  a  primary  source  of  investment  capital  is  accessed  at  a  time  when  other  debt  sources 
are  limited. 


Leveraging  Pension  Fund  Investment 

Over  the  same  time  that  traditional  sources  of  capital  for  multifamily  housing  production 
have  declined,  pension  fund  assets  have  dramatically  increased  and  become  a  major  source  of 
capital  in  our  nation's  economy.    Pension  funds  now  represent: 

♦  $4.4  Trillion  in  assets  -  more  than  those  of  commercial  banks; 

♦  33  percent  of  the  stock  market,  and  40  percent  of  the  bond  market;  and, 

♦  33  percent  of  all  financial  assets  in  this  country. 
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U.S.  pension  funds  historically  make  only  a  small  percentage  of  investments  in  affordable 
housing  or  community  development.  Instead  they  are  concentrated  in  stock  and  bond  holdings 
in  traditional  markets  and  increasingly  in  foreign  markets.  On  any  given  day,  over  $150  million 
in  U.S.  pension  assets  are  invested  overseas. 

Pension  funds  could  represent  a  significantly  larger  source  of  investment  for  affordable 
housing  if  a  framework  for  investments  exists  v/hich  provides  security,  liquidity,  and  competitive 
returns.  The  Community  Investment  Program  is  designed  to  help  provide  such  a  framework. 
However,  to  effectively  leverage  pension  funds,  any  program  must  be  steady,  predictable  and 
at  a  serious  level  of  funding.  These  elements  are  essential  to  induce  pension  funds  to  invest  the 
time  and  expense  needed  to  set-up  the  required  capacity  or  intermediary  to  make  investments  in 
the  complex  world  of  affordable  housing  finance. 

The  Investment  Program,  in  fact,  will  directly  impact  the  limited  multifamily  pension 
activity  in  a  way  that  has  been  suggested  in  the  1992  U.S.  General  Accounting  Office  study 
Pension  Plans  -  Investments  in  Affordable  Housing  Possible  with  Government  Assistance.  The 
GAO  strongly  suggests  that  federal  efforts  designed  to  expand  pension  fund  involvement  in 
financing  affordable  housing  should  consider  the  need  for  certain  elements:  the  important  role 
of  a  financial  intermediary,  the  pension  funds'  ability  to  invest  in  liquid  securities,  and  the 
presence  of  government  assistance  in  the  form  of  subsidized  funds  and  investment  safeguards. 

The  Community  Investment  Program  is  structured  to  allow  vehicles,  such  as  the  Trust, 
to  serve  as  an  intermediary;  for  institutions  such  as  Fannie  Mae  and  Freddie  Mac  to  guarantee 
the  secondary  market;  and  the  Section  8  subsidies  to  provide  a  predictable,  serious  commitment 
of  federal  assistance. 

This  inducement  for  pension  funds  to  invest  coincides  with  the  Department  of  Labor's 
growing  interest  in  the  capital  allocation  of  pension  assets.  The  Department  is  currently  seeking 
ideas  on  how  to  encourage  pension  investors  to  consider  investments  that  improve  communities 
while  earning  market  rates  of  return.  Investments  made  through  the  Investment  Program  would 
be  considered  just  this  type  of  investment. 

It  is  important  to  note  that  these  pension-related  efforts  have  the  strong  support  of  the 
AFL-CIO,  representing  the  voice  of  workers  and  their  families,  who  by  law  must  be  the  ultimate 
beneficiaries  of  all  pension  investment  activities. 


Overwhelming  Response  From  Local  Organizations 

I  would  like  to  report  to  the  Committee  that,  in  the  five  months  since  the  Community 
Investment  Demonstration  Act  was  signed  into  law,  the  response  we  have  seen  at  the  AFL-CIO 
Housing  Investment  Trust  has  been  overwhelming.  The  Trust  serves  as  an  investment  vehicle 
for  more  than  370  public  and  private  sector  pension  funds. 
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Currently,  more  than  170  affordable  housing  projects  from  around  the  country  have 
responded  to  the  Program.  These  projects  represent  more  than  17,000  potential  total  units, 
almost  half  of  which  would  require  Section  8  Project  Based  Assistance.  This  level  of  interest 
has  been  generated  from  press  reports,  staff  contacts,  presentations  to  housing  organizations,  a 
notification  requesting  proposals  distributed  just  this  month,  and  the  promotional  efforts  of  HUD 
leadership.  Such  a  strong  display  of  interest  indicates  that  the  current  demand  for  viable  projects 
will  easily  outstrip  the  current  appropriations  of  the  Program.  In  fact,  the  total  FY  1994 
appropriation  would  assist  only  20%  of  these  requests. 

We  all  can  take  heart  at  the  type  of  projects  that  are  coming  forward  in  anticipation  of 
the  Investment  Program.  These  projects  can  provide  housing  in  a  variety  of  urban  and  rural 
communities  around  the  nation.  Many  are  smaller,  economically  integrated  projects  that  address 
the  needs  of  varying  groups,  including  large  families,  the  homeless,  people  with  special  needs, 
and  the  elderly. 

For  instance,  of  the  projects  that  the  Trust  has  already  begun  to  evaluate,  the  mix  of 
projects  types  is: 

Type  of  Housing  Percent  of  Units 

Family  72  percent 

Elderly  17  percent 

Homeless/Single  Room  Occupancy  9   percent 

Special  Needs  2   percent 

Almost  half  of  these  units  would  utilize  the  Section  8  assistance.  On  average,  the  Trust 
is  being  asked  to  provide  debt  financing  for  these  projects,  comprising  approximately  40  percent 
of  the  total  development  costs.  The  remaining  costs  are  typically  financed  from  a  combination 
of  equity  from  Low  Income  Housing  Tax  Credits  and  locally  controlled  contributions  such  as 
HOME,  CDBG  and  other  local  resources.  As  such.  Trust  financing  and  the  rental  assistance 
on  the  projects  would  significantly  leverage  other  public  and  private  financing  sources. 

Current  proposals  reflect  many  creative  uses  of  available  funding  that  will  maximize 
housing  affordability  and  new  production.    For  instance: 


•  Along  the  length  of  the  Rio  Grande  River  Valley  in  Texas,  where  hundreds  of  thousands 
of  people  live  in  poverty-stricken  "colonias",  the  Trust  is  working  with  HUD,  local 
community  organizations  and  officials  to  create  a  model  of  how  existing  resources  can 
be  better  utilized  to  provide  decent,  safe  housing. 

•  The  renovation  of  an  existing  hotel  in  the  Central  City  East  area  of  Los  Angeles  has  been 
proposed  to  create  65  single-room  occupancy  units  for  homeless  individuals.  The 
sponsor  is  an  experienced  non-profit  organization  that  is  nationally-known  for  its  work 
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developing  and  managing  housing  for  the  homeless.  The  Trust  has  been  asked  to  provide 

a  $1.4  million  loan,  that  will  leverage  an  additional  $2.5  million  in  funds  from  the  Low 
Income  Housing  Tax  Credit  Program  and  the  city  of  Los  Angeles. 

•  Contributing  to  a  broad-based  revitalization  effort  in  the  Sandtown/Winchester 
neighborhood  of  Baltimore,  approximately  136  units  of  family  housing  could  be 
rehabilitated  through  $3.5  million  in  HIT  financing.  Section  8  assistance  is  being  sought 
for  half  of  those  units.  This  exciting  project  would  help  stabilize  the  surrounding 
community,  and  reinforce  the  substantial  public  and  private  investments  which  have  been 
made  recently  in  the  area. 

•  In  conjunction  with  an  agreement  with  the  Georgia  Housing  Finance  Agency,  the  Trust 
could  provide  a  $1.5  million  loan  to  renovate  an  abandoned  school  to  create  54 
multifamily  housing  units.  Section  8  assistance  is  being  sought  for  half  of  those  units. 
Sponsored  by  a  community  non-profit  organization,  the  development  would  significantly 
enhance  their  neighborhood  revitalization  effort. 

•  The  Trust  is  reviewing  an  innovative  proposal  from  the  state  of  New  Jersey  to  provide 
scattered-site  housing  for  people  with  HIV/AIDS  and  their  families.  Long-term 
commitments  from  the  State  for  necessary  support  services  would  be  an  integral 
component  of  the  initiative. 


• 


In  the  District  of  Columbia,  the  Trust  is  working  closely  with  a  community-based  non- 
profit organization,  a  local  developer  and  the  local  housing  authority  to  covert  a  vacant 
and  severely  distressed  public  housing  project  into  a  limited  equity  cooperative. 
Approximately  120  units  will  be  renovated  or  constructed  utilizing  Section  8  assistance. 


New  Affordable  Housing  Production  System 

Overall,  the  Community  Investment  Program  is  an  extraordinary  initiative  that  takes  a 
broad  approach  to  the  multifamily  housing  affordability  crisis,  targeting  minimal  federal 
assistance  to  create  a  replicable  system  of  housing  finance. 

The  Program  will  increase  the  development  and  rehabilitation  of  affordable  housing  units 
where  there  is  a  real  need.  It  will  leverage  private  financing  from  pension  funds,  the  largest 
source  of  capital  in  the  nation,  and  an  under  used  source  of  affordable  housing  finance.  And 
importantly,  the  Program  reinforces  the  network  of  local  organizations  that  must  be  an  essential 
force  in  developing  community-based  housing  that  is  affordable  to  the  average  American  family, 
and  critical  to  the  revitalization  of  our  cities. 

The  Pension  Investment  Program  is  working,  having  already  spurred  a  flurry  of  activity 
among  public  and  private  housing  partners.    While  no  one  program  or  resource  is  sufficient  to 
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finance  or  produce  affordable  housing  on  its  own  -  not  HOME,  CDBG,  Low  Income  Housing 
Tax  Credits,  Section  8,  Fannie  Mae  or  Freddie  Mac,  or  pension  fund  financing  -  taken  togetiier 
they  create  a  viable  affordable  housing  production  system  that  could  well  serve  the  nation  long 
into  the  future. 

I  strongly  believe  that  by  increasing  the  appropriation  to  the  Community  Investment 
Demonstration  program,  this  system  will  be  strengthened.  It  will  send  a  message  to  the  pension 
fund  managers  that  this  resource  designed  to  leverage  their  investment  is  steady,  predictable  and 
at  a  serious  level  of  funding.  The  result  will  be  that  thousands  of  low-income  families  across 
the  nation  are  able  to  secure  affordable  housing  that  otherwise  would  not  exist  and  that  otherwise 
would  not  be  within  their  fmancial  reach. 

I  urge  the  Committee  to  enact  the  President's  recommended  authorization  and 
appropriation. 

Thank  you  for  the  opportunity  to  present  this  Statement. 
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The  Child  Welfare  League  of  America  (CWLA)  appreciates  the  opportunity  to  submit 
testimony  in  support  of  H.R.  3838,  the  Housing  and  Community  Development  Act  of  1994. 
CWLA  is  a  membership  organization  representing  more  than  730  public  and  voluntary  child- 
serving  agencies  that  assist  over  2.5  million  vuhierable  children  and  families  each  year.  Over 
235  of  these  agencies  provide  various  emergency  shelter  services  for  the  homeless  and  50 
agencies  offer  housing  and  specialized  housing  programs  for  vulnerable  children  and  their 
families. 

As  housing  becomes  less  and  less  affordable  in  this  country,  and  as  federal  housing 
subsidies  continue  to  fall  far  short  of  the  demand,  more  families  will  be  faced  with  separations 
because  they  cannot  afford  adequate  housing.  Other  existing  federal  housing  assistance  programs 
have  long  waiting  lists  and  carry  over  two  million  parents  and  children,  many  of  whom  will  wait 
more  than  five  years  before  getting  housing  assistance.  Many  cities  across  the  country  have 
closed  their  wai'-ng  lists  because  the  demand  is  so  great.  Without  assistance,  the  number  of 
homeless  families  continues  to  grow.  Last  year,  homeless  families  totalled  43  percent  of  the  total 
homeless  population  and  requests  for  shelter  by  homeless  families  increased  by  13  percent  from 
the  prior  year. 

The  plight  and  distress  of  so  many  Americans  living  in  urban  and  rural  communities 
where  homelessness,  poverty,  crime  and  drugs  have  become  prevalent  and  are  overwhelming 
the  best  intentions  of  our  service  providers.  The  need  for  affordable  and  decent  housing  in  safe 
neighborhoods  is  especially  acute  in  communities  where  violence  pervades  and  threatens  the  lives 
of  our  children  and  young  people. 

We  are  especially  pleased  that  H.R.  3838  includes  the  reauthorization  of  the  Family 
Unification  Program  (FUP).  We  look  forward  to  working  with  the  Committee  to  continue  the 
success  of  this  program  which  offers  critically  needed  housing  subsidies  to  prevent  family 
separation.  The  FUP  provides  Section  8  housing  subsidies  necessary  so  that  children  will  not 
have  to  be  separated  from  their  families  and  placed  into  foster  care,  and  to  assist  child  welfare 
agencies  to  reunite  children  in  foster  care  with  their  families.  Eligible  families  are  identified  by 
the  public  child  welfare  agency  and  housing  assistance  is  provided  by  the  local  public  housing 
authority.  Funded  at  $75  million  in  FY  1993,  the  Family  Unification  Program  has  successfully 
been  implemented  in  62  sites  in  11  states,  touching  the  lives  of  1,272  families  and  over  2,000 
children.  For  FY  1994,  Congress  approved  $77.4  million  and  HUD  is  about  to  announce  the  FY 
1994  sites  selected  in  16  states  to  receive  these  1,700  Section  8  rental  certificates. 

The  181  applications  HUD  received  for  the  FY  1993  funding  round  indicate  the  great 
demand  for  this  program.  In  Illinois,  for  example,  the  State  Department  of  Human  Services 
found  just  last  February  that  2,656  families  face  separation  because  of  housing  problems. 
Without  FUP  housing  assistance,  3,720  children  in  just  this  one  State  are  now  at  risk  of  being 
separated  from  their  families  and  placed  into  foster  care  simply  because  their  families  cannot 
afford  adequate  housing.   Pinellas  County,  Florida,  estimated  in  its  application  that  15  percent 
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of  the  600  children  currently  in  foster  care  could  go  home  and  20  percent  of  the  children  in 
emergency  care  could  stay  with  their  families  if  the  family  had  housing  assistance. 

The  County  of  Hamilton  in  Ohio,  including  Cincinnati  and  its  suburbs,  received  21 
Section  8  FUP  certificates  last  year  that  made  it  possible  to: 

•  reunite  28  children  with  their  ten  families; 

•  prevent  15  children  from  11  families  from  going  into  foster  care; 

•  place  seven  previously  homeless  families,  either  living  in  a  shelter  or  temporary 
housing,  into  Section  8  rental  apartments;  and 

•  allow  two  families  who  had  been  forced  to  move  because  of  lead  poisoning  of 
the  children  to  move  immediately  into  safe  FUP  units. 

Social  woricers  from  the  Hamilton  County  Dqiartment  of  Human  Services  (DHS)  assisted  each 
family  in  securing  housing  and  provided,  where  necessary,  utility  hook-up  funds,  furniture, 
moving  expenses,  homemaker  and  legal  services.  The  DHS,  in  this  case,  also  agreed  to  monitor 
and  provide  follow-up  support  for  these  families  for  one  year. 

While  the  housing  certificate  makes  this  housing  program  work,  the  most  innovative  and 
long-lasting  relationship  developed  in  these  communities  is  between  the  housing  authorities  and 
the  local  child  welfare  agency.  The  children  and  families  served  by  the  FUP  must  be  currently 
involved  in  the  child  welfare  system.  This  involvement  guarantees  continued  famUy  and  child 
help  as  the  family  adjusts  to  its  new  housing  situation.  Many  of  the  child-serving  agencies  in 
the  FUP  have  written  agreements  with  housing  authorities  to  provide  longer-term  assistance  to 
maintain  family  stability.  This  continuum  of  support  is  critical  to  help  families  remain  together. 

The  cooperation  between  local  housing  authorities  and  child  welfare  agencies  has 
demonstrated  the  importance  of  housing  and  child  serving  agencies  working  together  in  the 
interest  of  children  and  families.  Developing  comprehensive  service  agreements  between 
housing  and  service  providers  and  tenant  families  officially  sanctions  arrangements  that  are 
critical  to  strengthening  and  sujqwrting  families. 

The  investment  made  today  in  the  Family  Unification  Program  to  keep  children  and 
families  together  will  prevent  costly  expenditures  now  and  in  the  future.  For  every  child  not 
placed  into  foster  care  or  not  returned  home  from  foster  care,  there  is  a  potential  savings  of 
thousands  of  dollars  per  year.  The  cost  of  out-of-home  care  for  one  child  can  be  as  high  as 
$20,000  per  year  while  Section  8  rental  assistance  to  keep  an  entire  family  together  costs  only 
$7,000  annually. 

The  continuation  of  the  Family  Unification  Program  as  a  separate  Section  8  program  is 
essential.  There  is  a  desperate  need  for  affordable  and  decent  housing  in  this  country  for  millions 
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of  people  and  every  effort  must  be  made  to  ensure  that  housing  programs  reach  everyone  who 
needs  help.  Until  that  goal  is  reached,  it  is  important  to  recognize  that  some  categories  of  people 
have  extraordinary  needs  that  should  be  met  first.  The  extraordinary  and  compelling  needs  of 
families  with  inadequate  or  no  housing  who  are  at  risk  of  having  their  children  placed  into  foster 
care,  or  who  cannot  get  their  children  back  from  foster  care  b«:ause  of  the  housing  crisis,  must 
continue  to  be  addressed.  These  families  need  housing  in  order  to  keep  them  together  and 
prevent  further  costly  crises. 

This  Committee  recognized  that  need  and  in  1990  created  the  Family  Unification  Program 
as  a  separate  Section  8  program.  In  creating  the  program.  Congress  recognized  that  the  housing 
needs  of  these  families  are  urgent.  Children  cannot  wait  years  to  be  reunited  with  their  families 
simply  because  their  families  cannot  find  adequate  and  affordable  housing.  Children  must  not 
be  placed  at  risk  of  being  torn  from  their  families  and  placed  into  foster  care  because  this 
country  cannot  provide  enough  housing  assistance  to  those  in  need.  Children  must  not  be  the 
victims  of  this  nation's  inadequate  commitment  to  provide  families  the  supports  they  need  in 
order  to  prevent  needless  and  tragic  sq)arations. 

CWLA  recommends  adding  language  to  H.R.  3838  which  will  allow  families  living  in 
temporary  quarters  to  become  eligible  for  FUP  assistance.  Under  current  law,  a  family's 
eligibility  for  the  FUP  must  be  determined  by  the  public  child  welfare  agency.  One  of  the 
eligibility  criteria  is  that  a  family  be  experiencing  a  "lack  of  adequate  housing"  as  defined  by 
HUD's  regulations.  The  current  definition  excludes  those  families  doubled  up  temporarily  with 
relatives  or  friends  yet  these  are  the  families  who  are  in  need  of  FUP  assistance.  The  statute 
should  be  changed  to  cross-reference  the  McKinney  Act  definition  of  homeless  at  42  U.S.C. 
Section  11302(a)  to  allow  these  families  to  receive  FUP  assistance. 

We  also  suggest  the  following  changes  to  the  public  housing  and  Section  8  programs: 

—  As  family  incomes  increase,  defer  rent  increases  for  two  years  for  working  families. 

—  Increase  the  medical  and  educational  deductions  from  10  percent  to  20  percent. 

—  Exclude  income  from  children  and  youths  in  calculating  a  family's  rent. 
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The  Children's  Defense  Fund  (CDF)  appreciates  the  opportunity  to  submit  testimony 
on  H.R.  3838,  the  Housing  and  Community  Development  Act  of  1994.  The  Children's 
Defense  Fund  is  a  national  advocacy  organization  that  exists  to  provide  a  strong  voice  for 
children  —  particularly  low-income  and  minority  children  —  in  the  public  policy  process. 
We  work  on  a  range  of  issues,  including  poverty,  housing,  homelessness,  health  care,  child 
welfare,  and  child  care,  and  seek  to  ensure  that  children  get  the  supports  they  need  to  grow 
into  healthy,  self-sufficient  adults. 

CDF  believes  that  the  nation  must  recommit  itself  to  the  goals  of  decent,  safe  and 
affordable  housing  for  all  families  because  a  safe  and  stable  home  is  critical  to  the  health, 
well-being  and  development  of  children.  We  commend  the  Chairman  and  the  Committee 
for  their  longstanding  efforts  to  increase  housing  assistance  to  low-income  families  with 
children  and  for  their  leadership  and  continued  support  on  behalf  of  the  Family  Unification 
Program. 

We  are  pleased  that  H.R.  3838  includes  the  reauthorization  of  the  Family  Unification 
Program,  and  look  forward  to  working  with  the  Committee  to  continue  this  program  which 
offers  critically  needed  housing  assistance  to  some  of  our  country's  most  vulnerable 
families. 

The  Family  Unification  Program  provides  Section  8  housing  assistance  to  families 
who  otherwise  qualify  for  Section  8  and  whose  children  are  at-risk  of  entering  or  remaining 
in  foster  care  primarily  because  of  inadequate  housing  or  homelessness.  Although  the 
program  has  just  gotten  underway,  it  already  has  helped  children  and  families  stay  together 
in  over  95  communities. 

THE  NATION'S  HOUSING  CRISIS  THREATENS  FAMILY  STABILITY 

Every  child  needs  a  safe  and  stable  place  to  call  home.  But  the  nation's  housing  crisis 
is  making  that  an  impossible  dream  for  millions  of  children  and  their  families.  Millions  of 
families  pay  more  than  half  of  their  income  for  rent,  live  in  overcrowded,  "doubled-up," 
or  substandard  housing,  or  cope  with  some  combination  of  those  circumstances.  For  many 
of  these  families,  lease  restrictions,  interpersonal  conflicts  with  those  with  whom  they  share 
housing,  unexpected  bills,  or  a  job  loss  are  likely  to  lead  to  homelessness.  During  the  past 
decade,  the  number  of  families  with  children  in  such  "worst  case"  housing  rose  almost  50 
percent,  from  1.4  million  to  2.1  million  families. 

At  the  same  time,  families  with  children  are  the  fastest  growing  subgroup  of  the 
homeless  population.  According  to  a  26-city  survey  conducted  by  the  U.S.  Conference  of 
Mayors  in  1993,  homeless  families  with  children  now  account  for  43  percent  of  the  homeless 
population,  up  from  32  percent  in  1992.  The  National  Academy  of  Sciences  has  estimated 
that  at  least  100,000  children  go  to  sleep  homeless  every  night. 
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In  communities  around  the  country,  the  lack  of  affordable  housing  is  increasingly 
endangering  family  stability.  Children  are  entering  and  remaining  in  foster  care  because 
their  families  are  homeless  or  lack  adequate  housing.  These  tragic  separations  are  painfully 
described  by  Jimmy,  a  14-year-old  interviewed  in  Judith  Berck's  book  No  Place  to  Be: 

I  was  ten.  My  mother  had  this  apartment  and  they  didn't  give  her  no  heat.  It  was 
in  the  wintertime  and  she  didn't  want  us  to  get  sick  or  nothing,  so  she  placed  some 
of  us  in  foster  homes.  .  .  .  Nobody  liked  it,  but  we  had  to  do  what  she  said  anyway, 
'cause  she's  our  mother  ...  I  was  angry.  Then  I  said  to  myself,  well,  she's  doing 
what's  best  for  us  ...  It  was  hell.  You  don't  know  nobody  ~  you  have  to  stay  with 
people  if  you  like  them  or  not.  In  the  beginning  they  broke  us  apart  ~  we  all  missed 
each  other  and  stuff.  Every  two  or  three  weeks  they  had  a  visitors'  day.  All  of  us 
would  come  together  at  this  place,  like  a  family  reunion.  It  was  happy,  sad, 
everybody  wanted  to  go  home.  It  took  my  mother  a  while  to  get  us  back  from  foster 
care,  almost  a  year.  It  was  fun  when  we  got  back  together,  being  with  everybody 
you  know,  people  who  love  you  and  stuff  like  that. 

Jimmy's  story  is  not  unique.   For  example: 

♦  A  19-city  study  by  the  National  Law  Center  on  Homelessness  and  Poverty 
(NLCHP)  in  1993  found  that  41  percent  of  the  147  surveyed  programs 
reported  that  families  were  sometimes  forced  to  split  up  to  find  shelter  as  a 
result  of  overcrowding  and  shelter  restrictions  on  age  and  gender. 

♦  The  NLCHP  report  also  cited  a  separate  survey  in  Omaha  revealing  that  75 
percent  of  the  women  who  came  to  the  shelter  alone  had  at  least  two  children 
in  foster  care,  staying  with  relatives  or  friends,  or  in  other  alternative  care. 

♦  A  1993  study  by  the  U.S.  Conference  of  Mayors  found  that  in  64  percent  of 
the  26  cities  surveyed,  homeless  families  may  have  to  break  up  to  be 
accommodated  in  emergency  shelters. 

♦  In  St.  Louis  between  1990  and  1991,  the  number  of  homeless  children  placed 
in  foster  care  in  St.  Louis  rose  270  percent.  In  1993  alone,  over  200  children 
were  placed  in  foster  care  because  of  inadequate  housing.  Ten  families  with 
thirty-two  children  have  been  helped  by  the  St.  Louis  Family  Unification 
Program  and  many  more  are  waiting  to  be  helped.  One  hundred  sixty-five 
children  could  have  been  reunited  with  their  families  in  1992  if  St.  Louis  had 
received  more  certtficates. 

♦  A  November  30,  1993  statewide  census  in  Illinois  reported  2,656  families  in 
need  of  family  unification  assistance.  FY  1993  funds,  still  to  be  awarded,  will 
be  the  first  funds  Illinois  recdves  from  the  Family  Uniflcation  Program. 
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REAUTHORIZATION  OF  THE  FAMILY  UNIFICATION  PROGRAM  IS  ESSENTIAL 

In  1990,  with  this  Committee's  leadership,  Congress  responded  to  these  distressing 
problems  by  enacting  the  Family  Unification  Program  as  part  of  the  National  Affordable 
Housing  Act.  The  program  was  enacted  because  none  of  the  existing  housing  subsidy 
programs,  or  preference  rules  in  place  at  the  time,  offered  adequate  help  for  families  whose 
children  were  at  imminent  risk  of  separation  and  placement  in  foster  care.  In  fact,  the 
Committee  first  approved  the  program  as  an  entitlement  program  because  of  its  recognition 
of  the  tremendous  need  for  assistance  for  these  families.  The  Family  Unification  Program 
provides  Section  8  certificates  to  families  with  children  at-risk  of  entering  out-of-home  care, 
as  well  as  to  those  families  whose  children  are  in  care  and  can't  return  home  because  of 
homelessness  or  other  housing  problems. 

The  Family  Unification  Program  received  first-time  funding  in  FY  1992.  Fifty 
million  dollars  was  awarded  for  certificates  for  1,270  families  in  11  states  designated  by  the 
Appropriations  Committees.  For  FY  1993,  the  program  received  $75  million,  enough  funds 
for  an  estimated  1,600  units,  and  HUD  designated  five  more  states  eligible  for  the  program. 
In  the  FY  1993  applications,  HUD  has  received  requests  for  14,000  units  from  about  200 
public  housing  authorities  in  the  16  eligible  states  (CA,  FL,  GA,  IL,  MA,  MI,  MD,  MN, 
MO,  NC,  NJ,  NY,  OH,  PA,  TX,  VA),  but  awards  have  not  yet  been  announced.  $77.4 
million  has  been  appropriated  for  the  program  for  FY  1994. 

The  continuation  of  the  Family  Unification  Program  as  a  separate  program  within 
Section  8  is  essential.  The  program  is  just  beginning  to  make  a  difference.  HUD  is  just 
beginning  to  offer  help  to  housing  authorities,  and  child  welfare  and  housing  agencies  are 
just  beginning  to  work  together.  Links  are  just  beginning  between  HUD  and  the 
Department  of  Health  and  Human  Services  (HHS)  in  implementing  the  program.  It  is  not 
sufficient,  as  some  suggest,  to  make  the  Family  Unification  Program  simply  an  eligible 
activity  under  the  Section  8  program  because  it  would  eliminate  any  assurance  that  families 
with  children  at-risk  of  entering  or  remaining  in  out-of-home  care  because  of  housing 
problems  would  get  the  housing  assistance  they  need  to  stay  together.  Housing  authorities 
need  more  experience  and  familiarity  working  with  child  welfare  agencies  and  the  families 
who  are  the  intended  beneficiaries  of  the  Family  Unification  Program  before  such  a 
suggestion  is  even  considered. 

THE  FAMILY  UNIFICATION  PROGRAM  HAS  MANY  BENEFITS 

The  first  year  of  Family  Unification  Program  funding,  only  recently  awarded, 
already  has  helped  children  in  at  least  95  communities  from  coast  to  coast  stay  together  or 
be  reunited  with  their  families.  For  example,  families  helped  by  the  Family  Unification 
Program  in  the  first  six  months  of  operation  include: 

♦  16  families  with  43  children  in  Pinellas  County,  FL; 

♦  34  families  in  New  Jersey,  one  of  which  had  nine  children  in  placement  who 
were  able  to  return  home; 

♦  10  families  in  St.  Louis,  MO,  seven  of  whom  are  being  reunited  with  their 
children  who  bad  been  in  foster  care; 
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♦  21  families  witti  58  children  in  Cincinnati,  OH  and  12  families  with  27 
cliildren  in  Cambridge,  OH; 

♦  15  families  with  42  children  in  New  Braunfels,  TX;  and 

♦  20  families  with  from  three  to  nine  children  each  in  Kern  County,  CA,  half 
of  whom  had  children  return  from  care,  and  20  families  in  Stanislaus,  CA. 

Cost-efTectiTaiess 

Helping  families  stay  together  is  not  only  humane  public  policy,  but  it  is 
cost-effective.  Investments  in  housing  assistance  to  help  prevent  the  placement  of  a  child 
into  foster  care,  or  to  hasten  the  return  of  a  child  to  his  family,  can  help  avoid  far  greater 
foster  care  costs.  For  example,  providing  a  family  with  Section  8  assistance  costs 
approximately  $6,700  a  year  per  family,  compared  with  $10,000  a  year  per  child  to  keep 
a  child  in  foster  care  ~  and  many  families  have  more  than  one  child  in  care. 

Interagency  Collaboration  and  Cooperation 

The  Family  Unification  Program  requires  collaboration  between  housing  authorities 
and  child  welfare  agencies  to  ensure  that  the  families  most  in  need  benefit  from  the 
program.  As  a  result,  in  numerous  communities  child  welfare  and  housing  agencies  are 
formally  consulting  and  collaborating  for  the  first  time,  seeking  to  better  understand  how 
their  operations  can  be  mutually  beneficial  for  the  families  they  serve.  In  several  sites,  the 
public  child  welfare  agencies  have  developed  service  plans  and  offered  ongoing  services  to 
families  who  are  receiving  Family  Unification  certificates  and  are  enrolled  in  HUD's  Family 
Self  Sufficiency  Program.  Such  collaboration  is  essential  to  the  operation  of  the  Family 
Unification  Program. 

Broader  Rtf  orms 

The  Family  Unification  Program  also  already  has  had  benefits  beyond  the  individual 
children  and  families  served.  States  have  used  the  program  as  a  catalyst,  many  for  the  first 
time,  to  enhance  cooperation  and  coordination  between  state  and  local  child  welfare  and 
housing  agencies  so  that  together  they  can  make  their  respective  service  delivery  systems 
more  responsive  to  the  needs  of  vulnerable  chUdren  and  families  in  their  communities. 

4  In  St.  Louis,  for  example,  the  Lawyers  Project  Subcommittee  on  Foster  Care 
and  Inadequate  Housing  used  the  opportimity  of  the  1992  announcement  of 
funding  for  the  Family  Unification  Program  as  a  catalyst  to  bring  legal 
services  attorneys,  court  officials,  public  housing  and  child  welfare  staff,  and 
community  organizations  together  to  examine  the  links  between  homelessness 
and  family  separation.  Two  training  conferences  have  been  held  and 
foundation  support  has  enabled  continued  advocacy,  education,  and 
networking  to  address  the  housing  needs  of  families  at  risk  of  initial  or 
prolonged  placement. 
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Promotion  of  Family  Support  and  Preservation 

The  Family  Unification  Program  is  an  essential  part  of  a  National  Family  Support 
and  Family  Preservation  Policy,  complementing  the  Administration's  Family  Preservation 
and  Support  Services  Program  enacted  in  August  1993,  which  protects  children  by 
strengthening  families.  It  is  consistent  with  other  steps  taken  by  the  Department  of  Housing 
and  Urban  Development  to  help  homeless  families  stay  together.  Continuation  of  the 
Family  Unification  Program  provides  HUD  and  HHS  a  unique  opportunity  to  work  together 
at  the  federal,  state  and  local  levels  to  pursue  their  goals  of  ending  homelessness  and  of 
supporting  and  preserving  families. 

For  example,  the  Family  Unification  Program  has  already  been  a  key  resource  for 
Michigan's  Families  First  program,  a  family  preservation  services  program  which  offers 
intensive  home-based  services  to  families  for  four  to  six  weeks  and  has  had  to  relocate  an 
estimated  50  percent  of  the  families  in  the  program  in  Detroit  because  of  housing  problems. 
Other  states  also  are  looking  at  the  Family  Unification  Program  as  well  as  other  resources 
as  ways  to  address  the  housing  needs  of  families  at  risk  of  separation  as  they  begin  to 
implement  the  new  Family  Preservation  and  Support  Program. 


The  Children's  Defense  Fund  appreciates  the  Committee's  leadership  on  behalf  of 
housing  assistance  for  these  vulnerable  children  and  families  who  are  threatened  with 
family  break-up  due  to  homelessness  and  other  housing  problems.  The  Family  Unification 
Program  has  given  these  families  hope  and  we  look  forward  to  working  with  you  to  see  that 
the  program  is  continued.   Thank  you. 
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